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The Malaysian consumer goods industry is currently facing increasing 

financial pressure due to rising interest rates, inflationary pressures, and 

economic uncertainty. These challenges have significantly influenced 

firms' financing decisions and their ability to maintain sustainable 

capital structures. Capital structure remains an important component for 

corporate financial management because it determines how a firm 

balances its debt and equity financing while influencing financial risk 

and firm value. Therefore, analyzing the determinants of capital 

structure choices is important to maintain a firm's long-term financial 
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stability and strengthening its ability to adapt to changing business 

conditions. Despite the importance of capital structure in ensuring long-

term financial stability as SDG 8, limited studies have examined impact 

of firm-specific determinants on capital structure decisions among 

Malaysian consumer goods companies. Existing Malaysian studies tend 

to examine broader industrial sectors or focus on corporate governance 

and firm performance rather than analysing the combined effects of 

asset structure, earnings volatility, financial flexibility, and growth 

opportunities on firms’ financing decisions. Furthermore, recent 

economic challenges, including rising interest rates and inflationary 

pressures, have altered corporate financing behaviour, creating a need 

for updated evidence within the Malaysian consumer goods industry. 

Therefore, this research observes the relationship between asset 

structure, earnings volatility, financial flexibility, and growth 

opportunities on the capital structure of consumer goods companies 

listed on Bursa Malaysia from 2015 to 2024. To determine the most 

appropriate model requirement, both the Fixed Effects Model (FEM) 

and Random Effects Model (REM) were estimated and evaluated using 

Hausman test. The findings provide empirical support for the Pecking 

Order Theory within the Malaysian consumer goods sector. The results 

reveal that asset structure and financial flexibility is associated with firm 

leverage, whereas earnings volatility exerts a significant negative effect.  
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Introduction 

 

In this digital era, artificial intelligence (AI) is known as powerful force reshaping corporate 

financial management, particularly in capital structure decision-making, through advanced 

data-processing capabilities (Eliasy & Przychodzen, 2020; Zhao & Liu, 2025). Studies have 

further demonstrated that AI-based financial models improve cost of equity estimation, stock 

price prediction, and balance sheet management, while accelerating capital structure 

adjustment processes (Akdogan, 2025; Mertzanis, 2026). Within this context, capital structure 

represents the mix of financing sources a company employs for supporting its operations and 

growth, primarily consisting of equity, debt, and hybrid instruments such as preference shares 

and convertible bonds (Putri & Willim, 2024). The principal objective of capital structure is to 

reduce overall cost of capital while increasing company worth without exposing the company 

to excessive financial risk (Mujiatun, Rahmayati, & Ferina, 2021).  
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In the global context, capital structure decisions are shaped by differences in institutional 

frameworks, legal systems, and economic environments across countries (Metel’skaya, 2021). 

Companies that are listed in the developed capital markets of the United States, the United 

Kingdom and Japan, tend to have better access to well-developed capital markets and hence 

can afford to depend further on equity issues and corporate bond financing (Khan & Qasem, 

2024). Conversely, companies in the emerging markets are more likely to rely on bank loans 

owing to the inadequacy and inaccessibility of the depth and liquidity in equity and bond 

markets (Khan, Akhtar, & Qasem, 2024). Several international factors determine these 

financing decisions such as corporate tax regimes, effectiveness of investor protection statutes, 

the degree of financial markets, current interest rates and macroeconomic sanity (Metel’skaya, 

2021). The empirical evidence of international studies has been attuned with consistent results 

that more profitable firms utilize less debt level, and it proves the Pecking Order Theory (Putri 

& Willim, 2024). Also, leverage correlates positively with firm size and asset tangibility, and 

the higher the growth opportunities of firms, the lower their debt ratios tend to be to minimize 

financial risks and underinvestment issues (Putri & Willim, 2024). 

 

The capital structure decisions are highly determined by the financial system, the regulatory 

environment, and the existing ownership structure in the Malaysian context (Rehan, Hadi, 

Hussain, & Hye, 2023). Malaysia has a bank-oriented financial system, as companies in the 

country are high dependent on bank loans and other internal sources of finances, especially 

retained earnings, as their major sources of capital (Khatib, Abdullah, & Amosh, 2024). Equity 

issuance can be used, but in practice it is not utilized, since it can result in watering down 

ownership and loss of control, which are major fears of controlling shareholders (Rehan, Hadi, 

Hussain, & Hye, 2023). These concerns are pertinent considering that most of the Malaysian 

corporations are marked by the high degree of ownership concentration, such as those which 

have a family-owned business or those which are government-linked corporations (GLCs) 

(Rehan, Hadi, Hussain, & Hye, 2023). Consequently, these companies preferred using debt 

financing more than equity and their financing approach would be more conservative to ensure 

they have control and stability without allowing outside ownership to affect them (Rehan, Hadi, 

Hussain, & Hye, 2023). 

 

Understanding the determinants of a company’s capital structure is a key component of 

financial management, specifically in dynamic markets like Malaysia. This research 

investigates the impact of asset structure, earnings volatility, financial flexibility, and growth 

opportunities on the capital structure of consumer goods companies listed on Bursa Malaysia. 

These factors are important in shaping firms’ financing choices, managing financial risk, and 

supporting their long-term growth and sustainability (Zulkefle & Nawi, 2022). Based on the 

First Half 2025 Financial Stability Review by Bank Negara Malaysia, the average debt-to-

equity ratio for the business sector stood at 23.2% over the past five years. This indicates that 

the capital structure of Malaysian businesses remains broadly stable, with companies relying 

more on equity financing relative to debt. This is further supported by recent data from 2024 

to 2025, which shows a decline in the debt-to-equity ratio (Bank Negara Malaysia, 2025). 
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Figure 1: Debt-To-Equity Ratio (Bank Negara Malaysia, 2025) 

 

The focus of this study is consistent with the core principles of United Nations Sustainable 

Development Goal (SDG) 8, which highlights decent work and economic growth. SDG 8 

concentrates on encouraging effective employment, financial stability, and resilient business 

development (ILO, 2023). In the context of Malaysian consumer goods companies, effective 

capital structure management is a critical determinant in supporting corporate sustainability, 

sustaining business competitiveness, and reducing financial distress during periods of 

economic uncertainty. Companies with stable financing structures are more capable of 

sustaining operations, preserving hiring opportunities, and supporting long-term economic 

growth. Therefore, understanding the determinants of capital structure may assist companies 

and policymakers to developed stronger financial strategies that support sustainable corporate 

growth and economic resilience in Malaysia. 

 

Literature Review 

 

Capital Structure as Dependent Variable 

 

Capital structure represents combination of debt and equity capital used by company to support 

its activities and achieve its long-term financial growth objectives (Rehan, Hadi, Hussain, & 

Hye, 2023). It is often measured as total debt to total assets (Putri & Willim, 2024). According 

to Putri and Willim, 2024 and  Panda and Nanda, 2020, capital structure of firms remains a 

critical aspect in financial decision making, influenced by various internal factors such as asset 

structure, earnings volatility, financial flexibility, and growth opportunities. Recent empirical 

research highlights how these variables shape leverage decisions within firms, especially in 

context of emerging markets like Malaysia (Khatib, Abdullah, & Amosh, 2024).  

 

Asset Structure as Independent Variable 

 

Asset structure refers to the fraction of fixed assets relative to company’s total assets, which 

indicates how funds are allocated among different asset components (Mujiatun, Rahmayati, & 

Ferina, 2021). It is often calculated as the ratio of tangible assets to total assets, shows a positive 

impact on leverage among Indonesian consumer goods firms (Putri & Willim, 2024). Firm with 

a larger share of tangible assets can borrow more easily, as these assets provide security for 

lenders and mitigate agency risk associated with debt (Mujiatun, Rahmayati, & Ferina, 2021). 
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Earnings Volatility as Independent Variable 

 

Earnings volatility describes the degree to which a company’s earnings fluctuate over time, 

indicating their level of stability or instability (Putri & Willim, 2024). Earnings volatility is 

measured by the standard deviation of earnings. It is calculated using earnings before interest 

and taxes (EBIT) multiplied by average total assets over a specified period  (Rammala & 

Toerien, 2024). In an analysis of Nababan and Lee (2025), earnings volatility does not possess 

statistically significant direct effect on leverage, suggesting that fluctuations in earnings may 

not strongly determine debt ratios once other factors are considered. This result aligns with 

findings by Putri and Willim (2024), who similarly observed no effect of earnings volatility in 

the consumer goods sector.  
 

Financial Flexibility as Independent Variable 

 

Financial flexibility means a firm’s capacity to respond effectively to positive or negative 

shocks by adjusting to changes in its investment opportunities (Lambrinoudakis, Skiadopoulos 

, & Gkionis, 2019). Financial flexibility, typically measured by retained earnings relative to 

total assets, cash holdings, or a firm’s strength to access external financing (Putri & Willim, 

2024). Financial flexibility is found to be positively associated with leverage in sample 

consumer goods firms (Chandra, Junaedi, Wijaya, & Ng, 2022). This indicates that firms with 

higher internal funds or greater borrowing capacity are more likely to employ debt, as 

financially flexible firms can comfortably service obligations and adjust to changing conditions 

(Chandra, Junaedi, Wijaya, & Ng, 2022).  
 

Growth Opportunity as Independent Variable 

 

Growth opportunity refers to the degree to which a company has the potential to expand and 

develop in the future (Nufyar & Mulyani, 2023). Growth opportunities are measured using the 

market-to-book ratio, which is calculated by dividing the market price per share by the book 

value per share. (Panda & Nanda, 2020). Based on Nababan and Lee (2025), analysis indicates 

that growth opportunities have a weak or negative relationship with leverage. Firms with 

greater growth potential appear less inclined to rely on debt financing (Panda & Nanda, 2020). 

The variables were illustrated as research framework below in Figure 2. 
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Methodology 

 

This study research design is quantitative research based on the use of panel data to investigate 

the time-relation between the variables. An analysis based on panels can be used to estimate 

individual-specific effects and time effects. There is a collection of data in various entities at 

various time periods, which increases the strength and effectiveness of the estimations. The 

data were based on 14 listed companies in Bursa Malaysia. The collected data are analyzed 

using appropriate statistical techniques which is E-Views to identify relationships and 

significant effects among variables. It uses panel data regression, including fixed effects and 

random effects model to address unobserved heterogeneity to facilitate causal inference. 

 

The dependent variable for this study is Capital Structure, commonly calculated through 

leverage ratios. The independent variables include asset structure, earnings volatility, financial 

flexibility, and growth opportunities, selected based on their strong theoretical and empirical 

relevance in prior capital structure studies (Putri & Willim, 2024). 

 

The capital structure (CP) is used as the dependent variable to reflect firms’ financing decisions, 

while asset structure (AS), earning volatility (EV), financial flexibility (FF), and growth 

opportunities (GO) are selected as independent variables because they represent key firm 

specific factors influencing leverage decisions. The empirical model is specified as follow: 

 

𝑪𝑷𝒊,𝒕 = 𝜶𝟎 + 𝑨𝑺𝒊,𝒕 +  𝑬𝑽𝒊,𝒕 + 𝑭𝑭𝒊,𝒕 +  𝑮𝑶𝒊,𝒕 +  𝜺𝒊,𝒕 

 

Table 1 shows the measurement criteria for the research variables. 

 

Asset Structure 

Earnings Volatility 

Financial Flexibility 

Growth Opportunity 

Capital Structure 

Figure 2: Research Framework 
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Table 1: Variables Definition and Measurement 

 

Variable Proxy Abbreviation Measurement 

Capital Structure Total Debt to Total 

Assets 

CP Total Debt / Total 

Assets 

Asset Structure Fixed Asset to Total 

Assets 

AS Fixed Assets / Total 

Assets 

Earnings Volatility Standard Deviation 

of EBIT to Total 

Assets 

EV Standard Deviation 

of EBIT / Total 

Assets 

Financial Flexibility Retained Earnings to 

Total Assets 

FF Retained Earnings / 

Total Assets 

Growth Opportunity Market-to-Book 

Value Ratio 

GO Market per share 

price / Book value 

per share 

 

Result and Discussion 

 

Redundant Fixed Effect 

 

The Cross-section F-probability is 0.0000. Since the value is below 0.05, the null hypothesis 

that fixed effects are redundant is rejected. Therefore, the FEM as in Figure 3 is preferred. 

 

Figure 3: The Result of Redundant Fixed Effects Tests 

 

Variable t-Statistic Prob 

C 6.597643 0.0000 

0.0135 

0.0004 

0.0000 

0.0008 

AS 2.504187 

EV -3.634993 

FF -7.316882 

GO -3.447632 

R-squared 0.404698 

F-statistic 22.94391 

 

Random Effects Model (REM) 

 

The Random Effects Model (REM) believes the difference between entities is random and not 

correlated with independent variables. The R-squared of the REM is weighted to 0.6025. All 

the variables such as GO (p=0.0387) are relevant in this model as in Figure 4. 

 

Figure 4: The Result of Random Effects Model 

 

Variable t-Statistic Prob. 

C 6.432680 0.0000 

0.0000 

0.0000 

0.0000 

0.0387 

AS 5.207848 

EV -5.172394 

FF -10.63410 

GO -2.087998 
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R-squared 0.602596 

F-statistic 51.17614 

 

Hausman Test 

 

The Hausman Test result as in Figure 5. Because p-value is less than 0.05, the null hypothesis 

is rejected, concluding that FEM is the most appropriate and robust model for this specific 

study on Malaysian companies. 

 

Figure 5: The Result of Hausman Test 

 

Variable t-Statistic Prob. 

C 7.300268 0.0000 

0.0000 

0.0000 

0.0000 

0.1166 

AS 5.207313 

EV -5.375525 

FF -10.84297 

GO -1.580211 

R-squared 0.888559 

F-statistic 57.22037 

 

Conclusion 

 

This study investigated the capital structure determinants of Malaysian consumer goods 

industry that affecting financing decisions of firms such as the asset structure, earnings 

volatility, financial flexibility and growth opportunities. While adhering the Sustainable 

Development Goal (SDG) 8 and Pecking Order Theory, the research postulates that companies 

will use internal capital over debt and equity as they encounter the 2025 economic hardships 

of increased interest rates and inflation. The research framework assumes that the structure of 

assets enables borrowing to be based on collateral as well as earnings risk and growth may not 

warrant high debt levels to maintain stability and financial position. The research uses the 

quantitative approach of panel data design considering 14 listed corporations between 2015 

and 2024 with Multiple Regression Analysis comprising Fixed Effect (FEM) and Random 

Effect (REM) models. The FEM results reveal that asset structure has positive effect on capital 

structure, where a 1% increase in Asset Structure (AS) increases Capital Structure (CP) by 

0.383%, whereas earning volatility and financial flexibility have significant negative effects, 

with a 1% increase in Earnings Volatility (EV) and Financial Flexibility (FF) reducing CP by 

2.217% and 0.899%, respectively. The adjusted R-squared illustrates 87.30% of the variation 

in capital structure is defined by AS, EV, and FF, demonstrating strong explanatory power. 

Therefore, the final valid model indicating that firm-specific factors in Malaysia significantly 

affect capital structure of consumer goods companies. 
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