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Abstract

The aim of this study is to investigate on the relationship between non-current assets (NCA) for
construction firms listed in Bursa Malaysia with firms’ performance. The efficiency of the firms’ NCA
is measured by fixed assets turnover, asset tangibility, and total assets turnover mated with return
on assets (ROA) and return on equity (ROE), both proxies for firms’ performance. The data collected
and analysed in this research focused on the construction sector listed firms under Bursa Malaysia
covering the period of 2011 to 2017. The methods employed in this research include descriptive
analysis, correlation analysis, and fixed effects model to examine the research objectives. The quality
of the data is tested by applying normality, multicollinearity, heteroscedasticity, and auto-correlation
tests. The results of this study reveal that the fixed asset turnover (FATO) in the construction sector
has a significant positive impact on both ROA and ROE. On the other hand, the total assets turnover
(TATO) has a significant positive impact only on ROE while asset tangibility (ASTA) has no impact at
all on both ROA and ROE. These findings are useful for governments, policymakers, and other
stakeholders to develop effective policies, rules, or regulations in promoting economic productivity,
growth, and best financing decision.

Keywords: Construction, Fixed Assets Turnover, Asset Tangibility, Total Assets Turnover, Firms
Performance

Introduction
There is a wealth of literature by scholars and practitioners on the challenges facing the construction
industry internationally. The increased rate of failure and poor performance of contractors in the
sector are triggered by the minimal investment in NCA, i.e. the collateral used in settling financing
obligation during crisis (Cannon & Hillebrandt, 1989; Chiang et al., 2002). Ofori (2000) mentioned that
the underinvestment of NCA by contractors was due to the effect of globalisation and advancements
in technology in the changing economic environment. For the Malaysian construction industry (MCl),
gaps have always been highlighted in various literature reviews in the local or and international
journals, conferences, and conventions. Based on the local study it could be summed up that MCI
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was full of delays in the approval of projects, incomplete projects, cost overruns, late payment to
contractors, poor quality of work resulting in the negative reputation of the firms in the industry, lack
of training and sluggish implementation of technology. Endut et al. (2009); Rahman et al. (2013)
concluded that Malaysian construction firms faced huge cost overruns in projects due to the
ineffective management, including poor material control, poor site management and poor cash
management which have caused a bad image to the industry. The Construction Industry
Development Board (CIDB) Master Plan for Occupational Safety and Health (CIDB Master Plan OSHA,
2004) highlighted significant issues related to quality, productivity, image, economic instability,
delays, labour shortages, insufficient data and poor knowledge. Low productivity in the industry is
attributed by the low technology used, poor project and site management, employment of unskilled
labour, high input and length projections, manpower shortages, high construction waste, inadequate
maintenance, non-conducive and disaster-prone conditions. This had dented the image of the
industry due to high number of accidents at site, the absence of job security, poor management, and
high risks jobs with low wages and poor opportunity in job progress. Another weak point of the
industry is the lack of organised and structured training and skills training in the field. Unlike other
sectors, construction has seen little or no change in efficiency over the last eight decades. Ameh et
al. (2010); Frimpong et al. (2003); Shehu et al. (2014) pointed out that the poor skills in
communicating with relevant parties, technical know-how especially on the site has not improved as
contractors are still using the methods used in the earlier construction era, as contractors based on
their experiences rather than learning formally. This confrontational condition creates a massive
imbalance between those planning, designing (the architectural and engineering), taking off amounts
and preparing paperwork (the consultants), and those organizing, implementing, and executing
building improvement projects (the contractors). Ameh et al. (2010); Shehu et al. (2013) discovered
that the entire construction industry is notoriously slow to adopt the emergence of new technologies.
Throughout the years, numerous surveys and studies have shown that business owners tend to
underinvest in technology, despite their acknowledgment of the advantages of technology
advancement to run their business and handle construction projects. Construction firms fail to tap
the technology benefits, causing firms fail to gain the competitive advantage over local and
international competitors. Considering the above weaknesses and significant gaps in the construction
industry of Malaysia, this study intends to bridge the conflict of findings in the assets structures of
construction firms through investigating mainly on the impact of NCA that affects firms’ performance.
The general objective of this study is to examine the impact of firm’s NCA on firms’ performance of
the construction sector in Malaysia. The measures for the NCA in this study are FATO, ASTA and TATO.
Therefore, this study seeks for the answers that are aimed to be justified through this research
guestions which includes:

1. Does the fixed asset turnover give a significant effect on ROA and ROE?

2. Is there any significant influence of asset tangibility on ROA and ROE?

3. How does the total asset turnover affect ROA and ROE?
Subsequently, the following specific objectives have been established to answer the research
guestions and achieved the aim of this study:

1. To investigate the effect of fixed asset turnover on the performance of firms.

2. To examine the relationship between asset tangibility the performance of firms.

3. To assess the impacts of total asset turnover on the performance of firms.
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This study makes a significant contribution to governments, policymakers, and other stakeholders
develop effective policy, rules, or regulations to promote economic productivity, growth, and stable
finance. It makes sure that the interest of shareholders and stakeholders are in the same line and
treated fairly and also facilitate the company to involve in long- term investment. Further, regulatory
bodies such as the Department of Occupational Safety and Health (DOSH), a department under the
Ministry of Human Resources can use these findings to enhance the framework for ensuring the
safety, health, and welfare of people at work as well as protecting other people from the safety and
health hazards arising from the activities in the construction sector. Findings from this study would
offer critical input for interested parties by providing better insight for making business decisions.
Through this study, the management will be able to strategize and optimize the utilisation of their
NCA on achieving the desired profitability, growth, planning, and formation of business strategies, as
well as addressing the liquidity challenges and ultimately to avoid firms from possible insolvency. As
for academicians, this study would provide in-depth information by providing important materials
and sources for future study in the related area. Therefore, this study adds a novelty where many
other researchers have not been able to explore.

Literature review

Asset Management Efficiency and Firms’ Performance

Assets have significant function to determine the profitability of a firm and is the crucial elements to
determine the profit ratio (Smith, 1980). The Malaysian Financial Reporting Standards (MFRS) 116
states that assets are the probable future economic benefits obtained or controlled by a particular
entity as a result of past transaction or events. There are various kind of reasons why the study of
assets is considered to be the most important exercise to a firm. In principle, there are two types of
assets in the commercial firms which is current asset and non-current assets. The current assets are
short-term assets. These resources are expected to be used to benefit a company within a year
(twelve months’ period) or the current accounting period. Common examples of current asset are
cash, inventory, account receivables and prepaid expenses. Undeniable, these assets are the life
blood of every firm (Flanagan, 2005). However, for the purpose of this research study, the focus is on
NCA. Therefore, current assets will not be described in detail. Lzryadnova (2013) stated that the
investments in NCA at large and medium-sized firms in Oman exceeds 90 percent for the investments
amount proves that the acquisition of NCA involves high capital outlay. Igbal and Mati (2012) stated
that efficient organization of NCA is the core segment of the entire firm and initiate the value of
shareholders.

Fixed Assets Turnover Ratio (FATO)
FATO is an effective method used by financial statement users to gauge the firm’s ability in utilising
its NCA to generate revenue. Basically, higher FATO indicates better utilisation of NCA that that
enables the firm to achieve its goals, i.e. high revenue and high profitability (Balatbat et al., 2010;
Brigham, 1995; Chowdhury & Chowdhury, 2010; Fraser & Ormiston, 2004; Ramamonjiarivelo, 2016;
Sunjoko & Arilyn, 2016). The effective use of NCA of firms are formed on the basis of the ratio of an
integrated indicator of the efficiency of the use of the company's fixed production assets through the
standardization of single efficiency indicator, i.e. FATO (Gajfullina et al., 2017). Al-Ani (2013) and
Warrad and Rania (2015) studied on the impact of assets turnover and FATO against ROA for
Jordanian and Sultanate of Oman firms and discovered that a significant relationship between assets
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turnover and FATO against ROA existed. They concluded that the assets activity ratios explain the
changes in the ROA and the ratios have significant impact for the country’s industrial sector’s
performance. Igbal and Mati (2012) concluded that FATO has a positive relationship against ROA.
Sunjoko and Arilyn (2016) added that TATO however does not affect firms’ profitability. Contrarily,
Harianto (2017), discovered that FATO has a negative but insignificant influence over ROA for the
information technology product companies in Indonesia. Igbal and Mati (2012) established that FATO
has a positive relationship against ROE. Al-Ani (2013) ascertained the existence of impact between
assets turnover and FATO on ROE for the study conducted in the Sultanate of Oman manufacturing
firms. Popa and Ciobanuwe (2014) verified the influence of FATO, turnover, price earnings ratio,
duration of current assets by turnover and leverage over ROE for SME’s in Romania. Harianto (2017),
discovered that FATO has a positive and significant influence over ROE for the information technology
product companies in Indonesia. It has been concluded the coefficient of fixed asset turns tends
positive towards gross profit margin in most of the non-financial companies as compared to other
profitability ratios like ROA and ROE. Therefore, the first hypothesis is developed as;

H1: There is a positive significant relationship between FATO and firms’ performance.

Asset Tangibility (ASTA)

There are many reasons why the ASTA is considered important in this research study. First, excessive
tangible assets were negatively related to profitability because of the expensive maintenance
inherent with these assets. This assumption is based on the prior research studies reported that
investment in tangible assets may have an important effect on the firm’s profitability and may have
a negative correlation. This means that the high proportion of NCA lessen the financial performance
(Onaolapo & Kajola, 2010; Zeitun & Tian, 2007). High levels of tangible assets reduced profitability
due to less sales variation, low in research and development exercise and bring down the investment
opportunities in the long run (Kebewar, 2013), thus concluding to a negative relationship between
tangibility and firm’s profitability. Mehmet and Mehmet (2018) examined the influence of financial
characteristics on the profitability of energy firms listed on Borsa Istanbul Stock Exchange. Quarterly
(2008:Q1-2015:Q4) panel data of 10 quoted energy firms was employed for the study. The multiple
regression analysis of the study showed that the tangibility of the ratio of tangible assets to total
assets had a substantial negative impact on the profitability of the firms as calculated by ROA. Unlike
the above scholars, the coefficient of tangible asset tends to be positive in most of the non-financial
companies when gross profit margin (GPM) is used as a proxy of performance instead of profitability
ratios like ROE and ROA (Igbal & Mati, 2012). This is unlike the findings by Pouraghajan and Malekian
(2012) where asset turnover and tangible asset structure are statistically and positively correlated
with ROE and ROA for the period 1998 to 2012. Odusanya et al. (2018) analysed the determinants of
financial performance of 114 companies listed on the Nigerian Stock Exchange and found that assets
tangibility had an insignificant impact on the profitability of the businesses through the Generalized
Moment Method (GMM) methodology of data analysis. Adversely, some other researchers
discovered that the investments in tangibles assets do not strongly and significantly impact on the
level of reported profit (Okwo et al., 2012). On an extreme note, Masood, et al. (2017) opined that in
the existing business landscape, tangible assets like land and labour are said to be no longer
significant as a determinant for business performance. Instead, only organizational asset and
reputational asset i.e. intangible assets are relevant and significant. Based on the above literature,
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this research study anticipate that ASTA would have an important effect and the second hypothesis
is constructed as;
H2: There is a positive significant relationship between ASTA and firms’ performance.

Total Asset Turnover Ratio (TATO)

Total Asset Turnover Ratio (TATO) is a ratio often used in gauging the assets turnover of a firm, in
terms of the return per ringgit invested in securing the assets (Irman et al., 2020; Padachi, 2006). In
other words, TATO enables the user of financial statements to measure the assets ability in
generating revenue (Babalat et al., 2010). Higher TATO is desired by firm as it marks the proper asset
management, optimisation on the asset potential benefits whilst scoring high TATO and ROA (Irman
et al., 2020). Interestingly, Jumahana (2017) and Rahmah et al. (2016) stated that TATO has a
significant negative effect on ROA. However, this statement contradicts with the results obtained by
Irman et al. (2020) and Putry and Erawati (2013) i.e. TATO has a significant positive effect on ROA. Al-
Ani (2013) reported that TATO and ROA have a significant and positive relationship for the research
done in the Sultanate of Oman. TATO has a significant positive effect on ROA, which means that the
higher the TATO, the higher return on assets and vice versa (Irman et al., 2020). Babalat et al. (2010),
discovered that the Australian’s construction firms have a below average TATO as compared to other
international construction and engineering firms. Thus, from the above discussion, the final
hypothesis is developed as;

H3: There is a positive significant relationship between TATO and firms’ performance.

Theoretical Models
There are four types of theoretical assumptions related to this research study such as agency theory,
stewardship theory, stakeholder’s theory and pecking-order theory.

Agency theory

Blair (1995) mentioned that this theory upholds the maximising of profits which leads to the increase
of shareholders’ wealth. Thus, Pavlik et al. (1993) advocates that the assessment and rewards must
rely more than one performance measurement as well as taking into consideration other measures
responsive to the results.

Stewardship theory
Davis et al. (1997), Nguyen (2020) and Zahra et al. (2008) mentioned that this concept emphases in
the achieving goals and dominating the business activities, focusing on the owner and agent
relationship, thus it differs them the agency theory. This theory presumes that agent (executive)
fancies to serve the organisation goals rather than satisfying personal economic desires, and
accomplishing the mission and vision the organisation. Davis et al. (1997) added that the stewardship
actions are boosted by the presence of authoritarian type of leaders, and performed better when
compared to an agency-based leadership underlining the control over the financial matters.
Organisations collaborating a mix of functional and culture are able to demonstrate strategic
flexibility (Puig et al., 2005; Worren et al., 2002). Association with investors transpire only in situations
with the existence of specific organisation structure, with the earlier act with proper psychosomatic
profile and risk inclinations, thus this theory is the adversary of the agency theory that is dependent
on the control and supervision elements (Davis et al., 1997).
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Stakeholder’s theory

In the earlier stages, this theory describes stakeholders as person/s may affect or be affected by the
accomplishments of organisations’ objectives (Freeman, 1984). However, in 2004, Freeman
delineates stakeholders as group of individuals essential to the going concern of a corporation, i.e.
they have the option of taking action against the directors for departing from performing the
responsibilities with due care. Jamali (2008), added that greater performance would be achieved
when the stakeholders are in the loop of networking and communication, when compared to the
emphasis on the effort of maximising profits.

Pecking Order Theory

The principle of pecking order indicates firms have a specific order of choice for money used to fund
their businesses (Myers & Majluf, 1984). The corporation would favour retained earnings over debt,
short-term debt to long-term debt, and debt to equity, owing to the information asymmetries
between the business and future investors. Chen et al. (2011) concluded that if firms only use its
retained earnings instead of issuing new security to support the investment opportunities, the
information asymmetric can be resolved. That means issuing equity becomes costlier as the insiders
and outsiders of asymmetric information expand. Companies that have a significant asymmetry of
information will issue debt to prevent the selling of under-priced securities. The rising capital
structure of events such as new stock offering contributes to a fall in stock prices for a company.
Insider investors prefer to restrict the use of equity to maintain ownership of the company
(Hutchinson, 1995). Managers will choose internal finance such as retained earnings relative to
external finance. In extreme situations, firms will select the external funds, but debt financing is the
first choice before convertible securities the next and the equity issuance is the last option (Myers,
1984). Myers (2001), revealed that this theory clarifies why high-profit companies are less dependent
on debt funding as these companies have more internal financing available for capital investments
rather than a low debt ratio target. The pecking order theory is applied by firms with low profitability
by issuing more debt when the internal funds provided are insufficient. This proposed theory is
supported with studies by Agyei and Owusu (2014); Chen et al. (2011); Fama and French (2002);
Nguyen (2019). They found a negative association between profitability and decision on financing
that is consistent with such theory. Apparently, these results have obviously shown that the
performance of the company has an impact on the leverage decision.

Figure 1 is the theoretical model to support the four type of theories described in the above. The
selected three independent variables are FATO, ASTA and TATO while firms’ performance (dependent
variable) were indicated by ROA and ROE. Another two controlled variables also been selected which
are firms’ size (SIZE) and financial leverage (FLEV).

63



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN ACCOUNTING, FINANCE AND
MANAGEMENT SCIENCES

Vol. 11, No. 1, 2021, E-ISSN: 2225-8329 © 2021 HRMARS

INDEPENDENT VARIABLES (1V)

NON-CURRENT ASSETS:
* Fixed Assets Turnover (FATO)
* Asset Tangibility (ASTA) DEPENDENT VARIABLES (DV)

* Total Asset Turnover (TATO)

FIRMS’ PERFORMANCE
* Return on Assets (ROA)

CONTROL VARIABLES (CV) * Return on Equity (ROE)

\4

* Firms Size (SIZE) |
* Financial Leverage (FLEV)

Figure 1: Theoretical Model

Methodology of Research

This study implements a quantitative study because the main purpose is to test the hypotheses in
numerical measurement by integrating reviews of the preceding literature to solve the research
guestions that have been created. The sample data were obtained from DataStream, the website of
Bursa Malaysia and the company's annual report. The period for the panel data regression is over
seven years from 2011 to 2017. The dependent variable is ROA and ROE while the three independent
variables are FATO, ASTA and TATO. The relationship between firms’ performance and the selected
NCA variables was evaluated using the regression model for panel results. This study used two output
metrics of the dependent variable as a measure of performance, which are ROA and ROE, the most
widely and common proxies used as indicators relied on in most previous research. The following
regression models were based on Abdel Shahid (2003), Abor (2005), Ang et al. (2000), Ebaid (2009),
Saedi and Mahmoodi (2009) and Tian and Zeitun (2007) expressed as follows:

ROA;; = B4+ B2FATO; + f3ASTA + B,TAT Oy + BsSIZE;; + BoFLEV; + €t (1)
ROE;; = B1i+ PoFATO;; + B3ASTA + B,TAT Oy + BsSIZE; + BgFLEV;; + €4 (2)
where ;

ROA = Return on Assets

ROE = Return on Equity

FATO = Fixed Asset Turnover

ASTA = Asset Tangibility

TATO = Total Asset Turnover

SIZE = Firms Size

FLEV = Financial Leverage

B1  =intercept

B: = slope coefficients of the independent variables and control variables

€ =errorterm

t =number of periods

The linear transformed form is used in this study to estimate the connection for ROA, ROE, FATO,
ASTA and TATO. The performance of ROA and ROE are affected by the movement of FATO, ASTA and
TATO. In other words, the change in either of the independent variables will cause the ROA and ROE
to change. ROA is measured by dividing the net income to the total assets while ROE is calculated by
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dividing the net income over the shareholders’ equity. The independent variable for FATO is
calculated by dividing the sales to the average NCA. ASTA is calculated as the ratio of average NCA to
average total assets and TATO is calculated using the sales divided by average total assets. In testing
and analysing the data gathered, a descriptive statistic, correlation and coefficient analysis and panel
regression analysis were used which includes the Pooled Ordinary Least Square (OLS), Random Effect
Model, Fixed Effect Model. These models were tested with the diagnostic tests consists of the Jarque-
Bera normality test, Variation Inflation Factor (VIF) Multi-correlation test, heteroscedasticity White
Test and Durbin Watson Autocorrelation test. In selecting the best model that suits the data set, tests
include the Breusch Pagan Lagrangian Multiplier test (in choosing either the Pooled Ordinary Least
Square (OLS) or Random Effect Model) and the Hausman test for opting either the Random Effect
Model or the Fixed Effect Model.

Findings

Descriptive Statistics

Table 1 illustrates ROA as a proxy of profitability has an average value of 3.42 percent, with a
maximum of 23.73 percent to the lowest of -8.33 percent and is positively skewed and show that the
construction sector is recording a positive overall performance despite of low in value. ROE has a
mean of 5.83 percent, with the maximum value recorded at 36.70 percent and the lowest value at -
10.62 percent and overall denotes that denotes that generally construction firms are able to give
returns to the shareholders on their investments.

Table 1: Descriptive Analysis

ROA ROE FATO ASTA TATO SIZE FLEV
Mean 0.034147 0.058283 0.529673 0.325513 0.411801 8.745720 0.520714
Median 0.027700 0.050600 0.473100 0.311550 0.397100 8.716300 0.507850
Max. 0.237300 0.367000 2.779000 0.657200 1.042000 10.22430 1.265000
Min. -0.083300 -0.106200 0.003700 0.083600 0.125700 7.420100 0.138600

Std. Dev. 0.042147 0.072492 0.339172 0.103615 0.147921 0.484349 0.194477
Skewness  1.342221 0.750084 3.478983 0.415234 1.110473 0.569588 0.492726
Kurtosis 7.284298 4.866142 20.28115 3.527843 5.030654 4.343716 3.438650

Jarque-

Bera 283.3060 63.54064 3846.488 10.73194 100.3724 34.39484 12.89577
Probability 0.000000 0.000000 0.000000 0.004673 0.000000 0.000000 0.001584
Sum 9.083000 15.50340 140.8929 86.58650 109.5390 2326.361 138.5098
Sum Sq.

Dev. 0.470734 1.392596 30.48498 2.845048 5.798337 62.16740 10.02266
Observation

S 266 266 266 266 266 266 266

FATO has a mean value of 53 percent and the turnover ratio has a wide-spread value from the highest
of 278 percent to the lowest value of 0.3 percent for the selected period and the median is at the
value of 0.473. The average value for ASTA stands at 32.5 percent, the extreme value recorded at 66
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percent and the lowermost value at 8.4 percent and indicates the huge size of ASTA for construction
firms. TATO has a mean of 41 percent with the maximum value 104 percent and the lowest value of
13 percent and shows the low returns obtained from the investments of assets. SIZE is computed by
using the logarithm of total assets has a mean value of 8.745720, the highest value of 10.2243 and a
minimum value of 7.4201 and the standard deviation for SIZE stands at 0.484. FLEV has an average
value of 52 percent, with the maximum value of 126 percent and the minimum value of 14 percent.

Correlation Analysis

From the results, ROA is positively correlated with FATO, TATO and SIZE, while having an inverse
association with ASTA and FLEV. The strongest correlation coefficient was between ROA and FLEV at
-41 percent. Meanwhile, ROE is negatively correlated to ASTA and FLEV and the other three variables,
i.e. FATO, TATO and SIZE are positively correlated with ROE. The strongest link between variables are
between ROE and FLEV at -31 percent. In short, both ROA and ROE have a positive correlation with
FATO, TATO and SIZE which means that any favourable changes in the variables would have an
advantageous impact towards the proxy variables. Any increase in value of ASTA and FLEV would
shrink the values of the performance indicators. Table 2 also depicts the correlation coefficients of
the variables deliberated in this research. ROA and ROE are positively correlated with all the
independent variables, i.e. FATO, ASTO and SIZE. This means that any changes in the stated proxy
variables would give rise to a favourable impact towards ROA and ROE. On the other hand, both ASTA
and FLEV has a negative correlation with the profitability proxies, thus giving an adverse impact
towards both proxies for any change of value in those variables. Hence, from the results, the
correlation matrix proposes the presence of sensible association between all variables as no variables
in the research are highly associated.
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Table 2: Pearson Correlation Coefficients

Correlation

t-Statistic

Probability ROA ROE FATO ASTA ASTO SIZE FLEV
ROA 1.000000

ROE 0.879765 1.000000
30.06782 -
0.0000 -
FATO 0.070671 0.105358 1.000000
1.151147 1.721447 -
0.2507 0.0863 -
ASTA -0.021889-0.091696-0.029905 1.000000
-0.355737-1.496195-0.486115 -----
0.7223 0.1358 0.6273 -
TATO 0.129763 0.173290 0.243652-0.164942 1.000000
2.126375 2.858882 4.081901-2.717200  -----
0.0344 0.0046 0.0001 0.0070  -----
SIZE 0.191908 0.229486 0.232008 0.241269 0.124717 1.000000
3.177192 3.830941 3.875430 4.039483 2.042354  -----
0.0017 0.0002 0.0001 0.0001 0.04217 @ --—--
FLEV -0.413124-0.311294 0.152737 0.195281 0.011431 0.168557 1.000000
-7.370885-5.322387 2.511142 3.235226 0.185736 2.778487  --—---
0.0000 0.0000 0.0126 0.0014 0.8528 0.0059  ----

Panel Regression Analysis

The panel model of regression analysis was used in an attempt to further evaluate the links between
the management of non-current assets and the profitability of the firm. In achieving the need, E-
Views 11 Software was used to analyse panel results for a total of 38 firms from the construction
sector in the Bursa Malaysia over a span of seven years from 2011 to 2017. The following is the
regression estimation result where the profitability of firms is determined by the ROA and ROE are
deliberated by FATO, ASTA, TATO, SIZE and FLEV.

Pooled Ordinary Least Square (OLS) Regression

Based on the results from Table 3 shows that the independent variables presented about 25.6
percent of the change in ROA that represent the profitability of the firms and points out that ROA is
supposed to drop by 0.112486 percent should all variables remain stable and unchanged.
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Table 3: Pooled Ordinary Least Square (OLS) - ROA

Variable Coefficient Std. Error t-Statistic Prob.

C -0.112486*** 0.041420 -2.715745 0.0071

FATO 0.008121 0.007082 1.146729 0.2525

ASTA 0.012335 0.023265 0.530204 0.5964

TATO 0.026976* 0.016043 1.681416 0.0939

SIZE 0.020610*** 0.005006 4.116665 0.0001

FLEV -0.101865*** 0.012030 -8.467446 0.0000

R-squared 0.255875 Adjusted R-squared 0.241565

S.E. of regression 0.036705 F-statistic 17.88076
Prob(F-statistic) 0.000000

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Table 4: Pooled Ordinary Least Square (OLS)- ROE

Variable Coefficient Std. Error t-Statistic Prob.

C -0.249528*** 0.073527 -3.393672 0.0008

FATO 0.013977 0.012571 1.111851 0.2672

ASTA -0.047419 0.041300 -1.148176 0.2520

TATO 0.056749** 0.028480 1.992578 0.0474

SIZE 0.0413471*** 0.008887 4.651690 0.0000

FLEV -0.132674*** 0.021356 -6.212589 0.0000

R-squared 0.207358 Adjusted R-squared 0.192115

S.E. of regression 0.065157 F-statistic 13.60342
Prob(F-statistic) 0.000000

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Table 4 result suggests that the predictor variables represented approximately 20.7 percent of the
improvement in ROE, the proxy of profitability for firms and points out that ROE would decrease by
0.249528 percent when all variables remain stable and unchangeable.

Breusch-Pagan Lagrangian Multiplier Test

Based on Table 5 and 6, the null hypothesis is rejected at 1 percent significant level. This indicates
that the random effect model is more appropriate compared to Pooled ordinary least squares (OLS),
because of the presence of error term which is not constant, that will affect the efficiency of the
Pooled Model.
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Table 5: Breusch-Pagan (BP) Lagrangian Multiplier Test — ROA

Effects Test Statistic d.f. Prob.
Cross-section F 10.796668 (37,223) 0.0000
Cross-section Chi-square 273.058170 37 0.0000

Table 6: Breusch-Pagan (BP) Lagrangian Multiplier Test — ROE

Effects Test Statistic d.f. Prob.
Cross-section F 5.983749 (37,223) 0.0000
Cross-section Chi-square 183.420408 37 0.0000

Hausman Test

From Table 7 and 8, the null hypothesis is rejected because the p-value is statistically significant at 1
percent level. It also means that there is a co-variance between the error term and the regressor,
making random effect statistically not efficient. Therefore, the fixed effect model is more appropriate
for this study compared to random effect model.

Table 7: Hausman Test -ROA

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 17.819519 5 0.0032***

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Table 8: Hausman Test - ROE

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 21.902427 5 0.0005%**

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Based on the summaries of the results of panel regression analysis in Table 9 and 10, we find evidence
that the best model to explain the empirical research for this study is the fixed effect regression
model (FEM).
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Table 9: Summary of the Results of Panel Regression Analysis - ROA

ROA Pooled OLS REM FEM
c -0.112486 -0.043816 -0.112486
-2.715745 -0.753056 -3.573851
EATO 0.008121 0.035548 0.008121*
1.146729 3.063745 1.908602
ASTA 0.012335 -0.007458 0.012335
0.530204 -0.268834 0.758935
TATO 0.026976 0.011996 0.026976
1.681416 0.542494 1.602369

SIZE 0.020610 0.010057 0.020610***
4.116665 1.497186 5.180724
FLEV -0.101865 -0.060182 -0.101865***

-8.467446 -3.911405 -7.649170

Observation 266 266 266

273.058170
LM Test
(REM is more appropriate)
17.819519
Hausman Test 0.0032***
FEM is more appropriate

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.
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Table 10: Summary of the Results of Panel Regression Analysis - ROE

ROE Pooled OLS REM FEM

C -0.249528 -0.132510 -0.249528
-3.393672 -1.255476 -4.474327
EATO 0.013977 0.053290 0.013977*
1.111851 2.673277 1.786305
ASTA -0.047419 -0.048055 -0.047419
-1.148176 -0.915872 -1.326735
TATO 0.056749 0.051961 0.056749*
1.992578 1.292417 1.914531

SIZE 0.041341 0.023568 0.0413471***
4.651690 1.909421 6.107475

ELEV -0.132674 -0.094698 -0.132674***
-6.212589 -3.289297 -6.320305

Observation 266 266 266
183.420408
LM Test 0.0000
(REM is more appropriate)
21.902427
Hausman Test 0.0005
FEM is more appropriate

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level

Based on the results of this study, both the regression models, i.e. ROA and ROE were having issues
with the normality test, i.e. data are not equally distributed, the auto-correlation and
heteroscedasticity issues which may lead to underestimates of standard error thus giving a wrong
impression and biasness on the significance of variables. Hence, the comparison of an estimates to
its standard error would be suggested and that would be using the white diagonal standard errors
test and the results being explained below.

The corrected regression model for ROA is estimated as follows:

ROA =-0.112486 + 0.008121 FATO + 0.012335 ASTA + 0.026976 TATO + 0.020610 SIZE — 0.101865
FLEV

This corrected model suggests that the profitability proxy, ROA would be reduced by 0.11 percent
should the other independent variables be static or at zero. However, should the other variables, i.e.,
FATO, ASTA, TATO, SIZE and FLEV change accordingly, it could be estimated that ROA would be
increased by 25.6 percent. In short, the independent variables selected statistically would have an
impact towards the ROA by up to 24.2 percent.
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Table 11: Corrected Fixed Effect Model of ROA

Variable Coefficient Std. Error t-Statistic Prob.

C -0.112486 0.031475 -3.573851 0.0004

FATO 0.008121* 0.004255 1.908602 0.0574

ASTA 0.012335 0.016253 0.758935 0.4486

TATO 0.026976 0.016835 1.602369 0.1103

SIZE 0.020610*** 0.003978 5.180724 0.0000

FLEV -0.101865*** 0.013317 -7.649170 0.0000

R-squared 0.255875 Adjusted R-squared 0.241565

S.E. of regression 0.036705 F-statistic 17.88076
Prob(F-statistic) 0.000000

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Referring to Table 11, it is evident that FATO is positively and significantly has an impact ROA at 10
percent level, i.e., an improvement in FATO by 10 percent, ROA would be favourable by 0.08 percent.
This result establishes on the importance of investments in non-current assets as the move would
make the firms’ shareholders happy with the increment in the return of the assets.

The corrected regression model for ROE is estimated as follows:

ROE = -0.249528 + 0.013977 FATO — 0.047419 ASTA + 0.056749 TATO + 0.041341 SIZE — 0.132674
FLEV.

From Table 12, the R-squared is estimated at 0.1921 after selecting the corrected FEM and designates
that 19.2 percent of ROE value would increase triggered by the selected independent variables.
Contrarily, should the independent variables remain constant, ROE would be reduced by 0.25
percent. Statistically, should there be any relevant variable is added to the model, the value of R-
squared will be adjusted to 20.74 percent. This model revealed that FATO is predicted to have a
positive and influential relationship with ROE at 10 percent significant level. This proposes that ROE
would have a desirable impact by 0.014 percent for every 10 percent of increase in FATO. This
signifies that the firm’s NCA have a significant contribution to the higher generating of revenue flows
thus resulting in improving the ROE of the firm. This result is similar to the result attained by Alarussi
and Alhaderi (2018), Azad et al. (2018) and Dada and Ghazali (2016), where the FATO is positively and
significantly correlated to ROE. Li (2004) suggested that NCA have a negative association with
productivity, contrary to other reports. Divergently, Al-Ani (2013) has found out that FATO does not
have any impact towards profitability ratios, i.e. ROA and ROE for construction firms in Oman and his
results was consistent with Igbal and Mati (2012) conclusion on the NCA do not lead to the increase
in ROA and ROE.
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Table 12: Corrected Fixed Effect Model of ROE

Variable Coefficient Std. Error t-Statistic Prob.

C -0.249528 0.055769 -4.474327 0.0000

FATO 0.013977* 0.007825 1.786305 0.0752

ASTA -0.047419 0.035741 -1.326735 0.1858

TATO 0.056749* 0.029641 1.914531 0.0566

SIZE 0.041341*** 0.006769 6.107475 0.0000

FLEV -0.132674*** 0.020992 -6.320305 0.0000
R-squared 0.207358 Adjusted R-squared 0.192115
S.E. of regression 0.065157 F-statistic 13.60342

Prob(F-statistic) 0.000000

***Significant at 1% level, ** Significant at 5% level, *Significant at 10% level.

Based on the statistical results, FATO which is used as a measure on the firms’ efficiency has influence
over the firms’ performance. Interestingly, both ROA and ROE has a significant and positive impact
towards the change in the FATO. Thus, this first hypothesis (H1) is accepted and proves with the
ability to improve the FATO, firms’ performance in terms of profitability measured using ROA and
ROE would increase. From the data gathered, the mean for FATO was approximately 0.54, and this
could be an indicator for the firms in the construction sector to further improve their FATO. Since the
empirical evidence suggests that FATO has a positive and significant influence on both ROA and ROE
as performance indicators, any firms with the ability to further push their FATO would attain better
profits. From the results of the study, the average FATO was recorded at approximately 53sen for
every RM1 spent on fixed assets. Statistically, the average FATO in the Malaysian construction sector
is considered acceptable, as the higher the ratio, the better the assets is being utilised in generating
revenue. Since the turnover ratio gauges the efficiency of firms in managing resources to create
revenue, obviously high turnover ratio is desired as it shows the state of the firms’ business
operations. On the other hand, the sector’s average ROA is at 3.5sen for every RM1 spent on assets
and average ROE is at 5.8sen for every RM1 invested in equity. The notable differences between the
profitability proxies (ROA and ROE) average values and the average assets turnover value suggested
that firms’ in the sector faced fierce pricing competition due to the high escalation of direct material
costs and the financing costs used in sourcing out the NCA. This revealed that the low profitable
proxies is the consequences for firms to acquire NCA, where higher NCA acquisitions would reflect a
desirable high FATO but at the same time reflecting a low ROA and ROE. Thus, it could be concluded
that firms with high FATO could afford of having a low ROA and ROE, and firms with low ROA and
ROE could not afford to have low FATO. Thus, the result of the study supports the hypothesis FATO
has significant impact towards the firms’ performance measured by ROA and ROE.

Next, the results from the research revealed that the tangibility of firms’ assets has no significant
influence towards the firms’ performance and both models tested shown that ASTA has a negative
coefficient with ROA and ROE. This results interpreted that the tangibility of assets does not have
influence on the firms’ performance in the construction sector, thus giving valuable information to
managers that high ASTA does not guarantee high returns, i.e. by increasing the ASTA percentage to
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above the mean value (approx. 32 percent) has no effect towards profitability. The empirical result
attained, i.e. ASTA is non influential towards firms’ performance, as per inference presented by Al-
Ani (2013), Al-Jafari and Al-Samman (2015) and Do et al. (2020). The outcome of the study rejects the
second hypothesis (H2) that assets efficiency measured by ASTA has no impact on the firms’
profitability. Lastly, the turnover ratio of the entire assets, i.e. TATO statistically bears influence on
ROE for the construction firms’ performance with a positive note. This vindicates that any change in
the overall structure of assets has impact towards the ROE received by construction firms but not for
ROA. Despite of having a mixed results on the firms’ performance, the improvements in achieving
higher TATO by managers should be the main agenda as the significance level of ROE towards TATO
was at 10 percent level and could be further enhanced. Hence, for TATO, it can be concluded from
the result, the study supports the final hypothesis (H3) that TATO has significant impact towards the
firms’ performance measured by ROE but not for ROA.

Conclusion
The aim of this study was to analyse the impact of NCA (fixed asset turnover, asset tangibility, and
total asset turnover) that are considered relevant to the performance of construction firms’ listed on
Bursa Malaysia from 2011 to 2017. The findings revealed that FATO has a significant positive impact
on both the profitability proxies, i.e. ROA and ROE. This statistically proves that an increase in FATO,
the profitability of firms’ measured using ROA and ROE would also swell. Interestingly, the results
also revealed that ASTA has no significant impact towards the firms’ performance indicators in this
research, i.e. ROA and ROE. This shows that the tangibility of assets is not a factor in influencing firms’
performance as lease of NCA an option for firms not willing or against the idea of NCA possession. On
the other hand, TATO have an insignificant impact towards both of the firms’ profitability, i.e. ROA
but is positively significant with ROE. Remarkably, external financing would be the cause of difference
between both profitability proxies results as the average of the Malaysian construction industry
leverage is at 52 percent, with the highest leverage recorded at 126.5 percent. The need of high
technology NCA in gaining competitive advantage would normally take its toll to the firms in the early
stage due to the high capital outlay thus giving rise to the need for some firms to having their
operations funded by external parties. Thus, the findings indicate greater confidence in the pecking
order theory. This suggests that the relevance of the pecking order theory in the NCA as the option
of using debt over the internal funds. If the company's internal resources is limited to the financing
of investments and dividends, the company will have access to external funding. Thus, this study
confirmed that the external funding priorities will take precedence over the issue of debt in relation
to equity.
This study was not without limitations. This study has been focusing on the Malaysian construction
firms listed in Bursa Malaysia as a whole, and excluding firms with insufficient financial statements
throughout the 7 years of the sampling period. This generalisation ignores the authorised share
capital and the issued and paid-up capital of the firms, hence the actual size of the firms based on the
share capital are not taken into consideration. For future study, it would be reckoned that
construction firms should be categorised based on their value of their authorised, issued and paid up
capital so proper comparisons could be made within the same category. The author would also
suggest further researchers to make comparison on the firms’ performance based on the economic
scenario, i.e. boom, crisis, recovery period and such so that the pattern of the firms’ performance
could be further enhanced based on the economic situation. Further studies could also focus on other
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sectors with high capital intensity such as the manufacturing, transportation and logistics and others
and provide significant GDP percentage to Malaysia. This study also did not consider the economic
factors giving impact towards the profitability of the selected firms such as GDP, inflations, interest
rate and corporate income tax rate. Thus, the outcome from this study portrayed a significant
influence towards the internal users of the financial statements rather than the external users. It
would be beneficial if the future study would be able to include the external factors mentioned above
so that the outcome would be more meaningful. Overall, no doubt that high acquisition and
possession of NCA would be desirable to firms as this enable firms to venture and explore new
business possibilities that would provide high returns but firms need to be aware that such high NCA
possession would come with the price in firms’ high gearing. Yes, firms would be able to get new and
more financing as the NCA would be able to be used as collateral, entitled to capital allowances in
the tax computation, but firms need to be attentive with the globalisation, competitiveness and
business uncertainty of the Malaysian construction industry today.

The main contributions of this study include analysing and extending the existing study from a new
viewpoint. Firstly, this study extended a significant contribution to the theories i.e. agency theory,
trade-offs theory, pecking order theory, stewardship theory, and stakeholder theory. Hence, this
work was aimed at inspecting the validity of these hypotheses and devoting the effects of fixed asset
turnover, the tangibility of assets, and total asset turnover to the option of debt-equity firms in
Malaysia's construction market. Secondly, the findings from this study would offer critical input for
the government in developing and updating policies as well as the development of an asset
management framework for more to enhance growth and encouraging automation. Thirdly,
regulatory bodies such as the Department of Occupational Safety and Health (DOSH), a department
under the Ministry of Human Resources can use these findings to enhance the framework for
ensuring the safety, health, and welfare of people at work as well as protecting other people from
the safety and health hazards arising from the activities in the construction sector. Through this study,
the management will be able to strategize and optimize the utilisation of their NCA on achieving the
desired profitability and provide handy information for future investors and interested parties keen
on contributing their resources, reducing risks in making their investment decisions, and predicting
the possible returns gained from the decision. Finally, for the academicians, this study would provide
in-depth information by providing important materials and sources for future study in the existing
knowledge.
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