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Abstract: . Firms need funding through capital structure which refers to the specific mix of debt and equity in order to 

support business activities. In this sense, business managers or owners need to make important choices particularly in terms 

of leveraging to attain capital and maximize firms’ wealth. However, the privilege of leveraging is not simply accessible to all 

businesses. This study employed binary logistic model involving the sample of 189 small and medium-sized businesses 

(SMEs) from manufacturing sector. The results of this study revealed that manager’s gender, working experience and 

education level have significant and positive effects on firms’ decision making in terms of leveraging. Academics and 

industry players can use the findings to understand the kind of influence the characteristics of a manager have on capital 

structure. Meanwhile, decision makers can utilize the findings to make strategic choices and formulate ideal capital structure.  
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1. Introduction  

Firms need funding through capital structure which refers 

to the specific mix of debt and equity in order to support 

business activities. Inappropriate mix of debt and equity in 

financing a business might seriously affect its performance 

and ability to survive especially for small firms [1]. [2] 

argued that more than half of Canadian firms become 

insolvent due to internal problems e.g., lack of managerial 

knowledge and experience. It was also found that although 

some managers have managerial experience, they do not 

have industry-related knowledge and display very 

authoritarian behaviour. Other than management skills, 

individual characteristics, and personal qualities i.e., gender, 

age, education level and working experience are also 

important in determining the performance of a company. 

Failure to adopt an ideal capital structure may lead to 

bankruptcy [3], e.g., most businesses were found to have 

failed in less than three years after their establishment 

because of the managers’ characteristics [4].  

An increasing number of scholars have begun to question 

owners’ or managers’ characteristics as a critical factor in 

financing. Companies in the same industry have 

management with different characteristics and substantial 

influences over any financing decisions [5]. Employing 

different capital structure models i.e., debt or equity 

preferences may result in diverse outcomes [6]. Many 

studies have discussed the relationship between managers’ 

characteristics and debt financing in listed companies, but 

little has been done in the Malaysian context, especially 

Malaysian SMEs in the manufacturing sector. 

This study attempts to bridge the gap, given that an analysis 

of the managers’ characteristics is crucial to understand the 

capital structure of a firm. Other than that, this study 

examines if manager’s characteristics i.e., age, gender, 

education level and work experience influence firm’s 

decisions on capital structure as a form of leveraging. In 

addition, academics and industry players can use the 

findings of this study to understand the kind of influence 
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the characteristics of a manager have on capital structure, 

while decision makers can utilise the findings to make 

strategic choices and formulate ideal capital structure. 

 
2. Literature Review  

The topic of capital structure has been widely discussed 

over decades around the world. However, despite the great 

amount of literature that have analysed the capital structure 

in listed companies, the significance of manager’s 

characteristics on company’s financial decisions, especially 

in Malaysian context, deserves further development. In 

China, [7] used logistic regression model to analyse the 

implementation of leverage policy from different 

perspectives of the manager’s characteristics. They found 

that CEO’s risk preference affects the leverage decision. 

The CEO will prefer low leverage if he or she is a 

risk-averse CEO. Relatively older CEOs will prefer low 

leverage due to their conservative thinking, and firms with 

female CEOs tend to adopt low leverage compared to male 

CEOs. [6] studied the effects of manager’s characteristics 

on the capital structure of 61 listed companies in Nairobi 

Securities Exchange from 2008-2013. He concluded elder 

or mature CEOs have significantly affected the 

performance of companies. At the same time, he found that 

gender and education level are not significant in 

contributing towards firms’ financial options. 

Similarly, [8] posited the effects of manager’s 

characteristics on capital structure among firms listed in 

Nairobi Securities Exchange. It was found that age and 

gender have negative significant effects on capital structure. 

He recommended more female managers to be appointed to 

promote gender equality and that managers should serve 

longer tenure to better understand company’s capital 

structure. [9] also examined the relationship between 

CEOs’ characteristics and capital structure in Jordanian 

listed companies from 2008-2013 and released two 

outcomes from the research. First, CEOs supporting gender 

diversity have a positive and significant association with 

the capital structure. Second, older CEOs are less likely to 

acquire more debt than younger CEOs. 

Next, [9] used data from European banks in 19 countries 

and found that younger managers are less averse and less 

conservative in their leverage choices, hence causing their 

banks to become more leveraged. Other than that, 

managers with longer tenure prefer to adopt leverage 

strategies, in which this is the same scenario as managers 

with shorter decision horizon—especially in highly 

leveraged banks. Besides, [11] analysed the mediating 

effect of capital structure on the association between 

managerial ability and firm performance. The database 

consists of 6,384 Taiwanese electronic companies from 

2005-2018. The results indicated CEOs with high ability 

prefer low debt. 

[1] examined the impact of CEO’s characteristics on 

capital structure in Sri Lankan listed companies. A total of 

123 financial and non-financial companies on the 

Colombo Stock Exchange were chosen throughout the 

period of 2012-2019. The results showed that male CEOs 

tend to employ more debt than female CEOs, and the 

relationship between CEO’s age and capital structure is 

significant and positive. Older CEOs also have more 

experience in debt financing. In Malaysia, [12] used Bursa 

Malaysia’s annual data from 2008-2012 to conduct 

research on capital structure. They found that managerial 

experience is a potential determinant of firms’ capital 

structure. When the manager’s or CEO’s experience level 

increases, the company’s total debt and long-term debt 

ratios also increase.   

 H1: There is a relationship between owner/manager’s 

age and leverage in the Malaysian Manufacturing SMEs 

 H2: There is a relationship between owner/manager’s 

gender and leverage in the Malaysian Manufacturing 

SMEs 

 H3: There is a relationship between owner/manager’s 

experience and leverage in the Malaysian Manufacturing 

SMEs 

 H4: There is a relationship between owner/manager’s 

education level and leverage in the Malaysian 

Manufacturing SMEs 

3. Theoretical Model  

 There are several theories suggesting that firm’s decision 

on capital structure is based on various costs and benefits 

associated with debt and equity financing [13]. After the 

work of Modigliani and Miller (1958), a few theories of 

capital structure were developed to explain the optimal 

capital structure i.e., pecking order theory, trade-off theory 

and agency theory. Modigliani and Miller theory (M&M) is 

the founder of capital structure theories [14]. M&M (1958) 

assumes that firms have a particular set of expected cash 

flows. After selecting certain proportions of debt and equity 

to finance the assets, the cashflow is then allotted among 

the investors. 

 Investors and firms must be having equal access to financial 

market which allows homemade leverage. Therefore, a 

firm’s leverage has no effect on its market value [15]. 

M&M also assumes the following: (i) Market is perfect and 

has no influence over the value of a firm; (ii) Investors have 

homogeneous expectation; and (iii) Economy is tax-free 

without any transaction costs. However, this theory is 

inapplicable as it is based on restrictive assumptions and is 

inconsistent with the real world. M&M theory has also been 

extended to pecking order theory and trade-off theory. 

Pecking order theory (POT) was propounded by Myers and 

Majluf (1984) who argued a firm prefers internal financing 

from different sources and debt financing is chosen if 
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external financing is needed. 

In order to avoid underinvestment problem, managers seek 

to finance new projects using a security that is not 

undervalued by the market e.g., internal funds and riskless 

debt. Trade-off theory (TOT) describes the leverage 

financing option as contrary to the pecking order theory. It 

assumes the presence of an optimal capital structure that 

maximises shareholders’ wealth and simultaneously 

minimises the costs incurred by firms [14]. It means that 

firms will balance the costs and benefits of debt to achieve 

an optimal capital structure. Firms should attempt to 

balance the benefits of debt as tax benefits against the costs 

associated with the increasing level of debt. Finally, agency 

cost theory was coined by Jensen and Meckling in 1976 to 

discuss the conflict of interest between principal 

(shareholders) and decision maker (agents) of a firm 

(managers and board members). This conflict exists 

because of the differences in behaviour or decisions by 

different agents and shareholders who often have different 

goals and risk tolerance. 

Figure 1: Theoretical Model 

 

 

 

 

 

 

 

Source: Developed for Research 

 

4. Research Methodology 

The data of this study was collected using structured 

questionnaire survey which consists of two sections. 

Section one captures the demographics of the respondents, 

managers and owners, which include age, gender, education 

level and work experience. Section two focuses on 

respondents’ preferences on capital structure, sources of 

finance and purposes of finance. A total of 1,500 

questionnaires were distributed to SMEs in the 

manufacturing sector in Malaysia using convenience 

sampling technique. From this number, only 189 managers 

or owners completed the questionnaire. Data entry and 

cleaning were carried out using statistical software for 

social science (SPSS) version 24.0 for data analysis. 

Descriptive analysis was used to show frequency 

distribution using Microsoft Excel and binary logistic 

model was used to access and identify the influence of 

manager’s characteristics on capital structure preference. 

5. Data Analysis 

5.1 Descriptive Analysis 

The sample size of 189 respondents has the  

following descriptive characteristics: (i) Male respondents 

90% and female respondents 10%; (ii) They are mostly sole 

proprietors in electrical and electronic products; (iii) SMEs 

of more than 50 employees makes up 75.66% while the rest 

are lesser than 50 employees; (iv) Survival rate of more 

than ten years since establishment consists of 53.97% 

companies; (v) Annual sales turnover and gross profit fall 

between RM15 million and RM20 million; (vi) 

Approximately 80% of the managers will use external 

financing from banking institutions (67.72%), bank 

overdraft (23.28%), government funds and scheme (5.29%), 

factoring (2.65%) and leasing companies (1.06%); and (vii) 

The managers use leverage to expand into new market with 

existing products (51.32%), introduce new products to the 

existing market (21.16%), to increase sales or shares of 

existing market (13.23%), to explore entirely new market 

(11.11%), to expand overseas (2.12%) and to acquire or 

take over other firms (1.06%).  

 

This study used binary logistic model to test the 

relationship between independent variables i.e., age, gender, 

education level and work experience towards dependent 

variables as leverage. For hypotheses testing, the results of 

the proposed hypotheses are supported by the findings as 

shown in Table 2. The proposed empirical model is written 

under general form as follows:      

  

Leverage= f(Gen, Age, Work, Edu) 

Where: 

Leverage (Capital Structure)= 1 if the respondent is 

applying leverage; 0 otherwise 

Gender= 1 is Male; 0 is Female 

Age= 1 is 20 or younger, 2 is 21-30, 3 is 31-40, 4 is 41-50, 

5 is more than 51 

Work= 1 is yes; 0 is no 

Edu= 1 is no formal education, 2 is primary school, 3 is 

PMR/LCE, 4 is SPM/MCE, 5 is Degree/Diploma, 6 is 

Professional Certification, 7 is Postgraduate/Doctorate 

 

 

Age 

Gender 

Working 

Experienc

e 

Education 

Level 

Capital Structure 

(Leverage) 
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Results from Table 2 conclude that capital structure 

(leverage) is influenced by manager’s gender, age and 

education level. Gender is undoubtedly influential in 

determining if a firm is willing to take more debts [6][9]. 

Surprisingly, manager’s age does not affect the financing 

decision. This result is similar to that of [16] who 

concluded that taking debts as an initiative in raising capital 

is not influenced by the age of entrepreneurs; whether they 

are younger or older. Meanwhile, work experience and 

education level are important elements in financing 

decision. [17] argued that managers with greater business 

experience are fond of financing through banking 

institutions or other formal methods. In terms of education 

background, [18] mentioned that CEOs who possess MBA 

or other professional degrees tend to have greater leverage 

financing adoption in their companies. This could be 

attributed to the fact that they have sufficient financial 

knowledge and are aware of various sources of financing. 

This is in line with  who found that manager’s education 

level is significantly related to debt financing. 

6. Conclusion and Discussion 

Capital structure is one of the most important and 

fundamental decisions to be made by business managers or 

owners. As the literature suggest, managers possess the 

greatest influence and decision-making power in 

organizations particularly in terms of internal and external 

financing. Much empirical evidence has suggested 

manager’s characteristics significantly influence a firm’s 

financing decisions e.g., gender, age, work experience and 

education level. This study employed binary logistic model 

to study the manager’s gender, work experience and 

education level as the fundamental factors affecting the 

company’s leverage. However, the limitations of this study 

include limited number of SMEs involved within only one 

sector i.e., manufacturing, hence the findings cannot be 

generalized to the whole context of SMEs in Malaysia. The 

study also examined only four manager’s characteristics. 

Other factor that can considered by future studies is 

manager’s risk appetite in order to generate better results 

and analysis for the literature in the same filed.  

 

Table 1: Demographic Profile of Respondents 

PROFILE FREQUENCY PERCENTAGE (%) 

GENDER   

Male 170 89.95 

Female 19 10.05 

LEGAL STATUS   

Sole Proprietors 151 79.89 

Partnership 10 5.29 

Limited Liability Partnership 20 10.58 

Limited Liability Company 8 4.23 

SUB SECTOR   

Production of Electrical and Electronic Products 89 47.09 

Production of Chemicals, Chemical products, Petroleum Products 34 17.99 

Production of Wood and Wood products 13 6.88 

Production of Textiles, Apparels and Footwear 26 13.76 

Production of Construction and Related Materials 19 10.05 

Production of Transport Equipment 3 1.59 

Production of Food Products, Beverage and Tobacco Products 5 2.65 

NUMBER OF FULL TIME EMPLOYEES   

Less than 5 1 0.53 

5 to 20 15 7.94 

21 to 50 23 12.17 
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51 to 150 143 75.66 

More than 150 7 3.70 

YEAR OF ESTABLISHMENT   

Below and up to 1 year 3 1.59 

More than 1 year to 3 years 56 29.63 

More than 3 years to 10 years 28 14.81 

More than 10 years 102 53.97 

ANNUAL SALES TURNOVER   

Less than RM300,000 7 3.70 

RM300,000 to less than RM3 million 10 5.29 

RM3million to less than RM15 million 34 17.99 

RM15 million to less than RM20 million 100 52.91 

RM20 million and more 38 20.11 

GROSS PROFIT   

Less than RM300,000 5 2.65 

RM300,000 to less than RM3 million 9 4.76 

RM3 million to less than RM15 million 31 16.40 

RM15 million to less than RM20 million 112 59.26 

RM20 million and more 32 16.93 

SOURCES OF EXTERNAL FINANCING   

Banking Institutions 128 67.72 

Leasing Companies 2 1.06 

Bank Overdraft 44 23.28 

Government Funds and Schemes 10 5.29 

Factoring 5 2.65 

MAIN PURPOSE OF APPLYING DEBT   

To increase sales or shares of existing market 25 13.23 

To expand into new market with existing products 97 51.32 

To introduce new products to the existing market 40 21.16 

To go entirely new market 21 11.11 

To expand overseas 4 2.12 

To acquire or take over other existing firms 2 1.06 
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Table 2: Summary of Results and Hypothesis Testing 

Hypothesis Relationship p-value Result 

H1 Gender-Leverage 0.012*** Supported 

H2 Age-Leverage 0.375 Not Supported 

H3 Working-Leverage 0.058** Supported 

H4 Education-Leverage 0.000*** Supported 

*** significant at 1%, ** significant at 5%, * significant at 10% 
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