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ABSTRAK 

KESAN LEMBAGA MODAL KE ATAS MASALAH KEWANGAN 

PERBANKAN MALAYSIA 

 

Oleh 

Kiu Jiet Siong 

Tujuan bagi kajian ini adalah untuk mengkaji impak bagi lembaga pengarah 

modal dan penentu yang lain terhadap tahap kesusahan kewangan demi mengkaji 

ketepatan theori modal insan dan theori pemindahan pengetahuan. Penentu lain yang 

telah digunakan bagi kajian ini ialah pinjaman tidak berbayar, nisbah pinjaman 

kepada deposit, leveraj, size firma, dan umur firma. Terdapat lapan buah institusi 

komersil yang tersenarai di Bursa Malaysia dalam Malaysia adalah merupakan 

sampel bagi kajian ini. Kajian ini telah mengunakan model regresi GLS sebagai 

metodologi dalam kajian ini. Berdasarkan test daripada Breusch-Pagan LM, model 

terkumpul GLS merupakan model yang paling sesuai untuk digunakan dalam kajian 

ini. Berdasarkan model terkumpul GLS, terdapat dua pembolehubah bebas iaitu 

lembaga pengarah modal dan leveraj mempunyai hubungan yang signifikan dengan 

pembolehubah bersandar iaitu tahap kesusahan kewangan, manakala terdapat empat 

pembolehubah bebas iaitu pinjaman tidak berbayar, nisbah pinjaman kepada deposit, 

size firma, dan umur firma tidak mempunyai hubungan yang signifikan dengan tahap 

kesusahan kewangan bagi institusi bank yang tersenarai di Bursa Malaysia dalam 

Malaysia. 
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ABSTRACT 

THE EFFECT OF BOARD CAPITAL ON MALAYSIAN BANKING 

FINANCIAL DISTRESS 

 

By 

Kiu Jiet Siong 

The aims of this research study are to examine the impact of board capital and 

other determinants on financial distress level of the listed banks institutions in 

Malaysia and this study are interested to examine the accuracy of human capital 

theory and knowledge transfer theory. The other determinants have been used to 

investigate in this study such as non-performing loan (NPL), loan-to-deposit ratio 

(LTD), leverage, firm’s age, and firm’s age. There are eight listed commercial 

banking institutions in Malaysia as a sample for this study. This study used the GLS 

regression model as a methodology in this study. Based on the Breusch-Pagan LM 

test, the pooled GLS model is the most appropriate model used in this study. Based 

on the pooled GLS model, there are two independent variables such as board capital 

and leverage have a significant relationship with the dependent variable of financial 

distress level, while there are four independent variables such as NPL, LTD, 

leverage, the firm’s size, and firm’s age do not have a significant relationship with 

financial distress level.  
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

The main objective of business is to gain more optimum and cash flow from 

operation for the purpose of sustaining in the competitive market and the banking 

industry (Griffin, 2010). Management and the stakeholders are taking care of 

managing and controlling the operations effectively and efficiently in order to 

achieve the business goal and banking industry is no exception. Those banking 

industries which are weak in business management, especially in managing the cash 

flow and cost of capital will probably have higher financial distress problems. For 

instance, is that the Lehman Brother went bankrupt is because of the lack of 

managing cash flow. According to the Chapman (2010), the Lehman Brothers could 

not have enough cash flow to meet the debt obligations during the subprime crisis in 

2007 and 2008 and afterward collapsed on 15
th

 September 2008. 

The board capital is one of the factors to determine how well the banking 

institutions manage and administrate the banking operations (Al-Musalli & Ismail, 

2012). Board capital is defined as an intangible asset such as education, experience 

and networking of the boards. It is the most worth intangible assets for banking 

institutions. The managerial incompetence of the banking operations is related to 

board capital. For instance, low education, network and experience of the board of 

director may lead to lower performance or to their ability in escaping from the 

banking crisis. Therefore, lower level of education, network and experience of the 

board of director may harm the banking financial health. Hence, this research study 
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is interested to investigate whether there is any significant relationship between 

board capital and financial distress level. 

The introduction of the study explains the financial distress and also explains 

the board capital that affects the banking institution facing financial distress problem.  

The background of the study is the first part in the introductory chapter, which is 

providing the issues of financial distress happen in around the world, including 

Malaysia. The background of the study also explains how the board capital related to 

the financial distress of companies. In this chapter, the problems of financial distress 

issues are addressed for the purpose of research and followed by the research 

questions and research objectives. This chapter also discusses the contributions of 

the study to the body knowledge and implications for the related party or group of 

people. The last part of the first chapter describes the organization of the study. The 

organization of the study begins with a description of the introduction in the first 

chapter, literature reviews in the second chapter, methodology in the third chapter, 

discussion in the fourth chapter, and conclusion in the last chapter. 

 

1.1 Background of Study 

There are two economic recessions where many people are very familiar with, 

which are 1997 monetary crisis and 2007 global crisis. From year 1997 until 1998 

and 2007 until 2008 there were the times that the economic condition was terrible 

since it led a lot of corporate and financial institutions confronted with financial 

distress and bankruptcy crisis. There were 11 largest corporations bankrupted in 

United States of America (USA) such as Lehman Brothers Holdings in September 

2008, Washington Mutual in September 2008, WorldCom in July 2002, General 
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Motors June 2009, CIT Group in November 2009, Conseco in 2002, Enron in 2001, 

Pacific Gas & Electric Co. in 2001, Chrysler April in 2009, Thornburg in May 2009 

and MF Global in October 2010 (Ovide, 2011). From the 11 bankrupted corporations, 

the largest value at bankruptcy was up to $691 billion, which were under the Lehman 

Brothers Holdings (Howe, 2011). These corporations were administrated or manage 

by the boards of director where they had high levels of education, experience and 

networking. 

In Malaysia, the cases of bankruptcy because of financial distress have 

increased since 1990 (Sori & Karbhari, 2006). Based on the statistical data provided 

by Trading Economics (2014) which is shown in Figure 1.1, the total number of 

bankruptcy companies in Malaysia was increased gradually from the year of 1998 

until 2014.  

 

Figure 1.1. Total Number of Bankruptcies of Companies in Malaysia from the 

Year 1998 to 2014 

 

 
Source: Trading Economics 
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The highest number of bankruptcy companies and the lowest number of 

companies were 2366 Companies in July of 2013 and 503 Companies in February of 

1999 respectively, where had been recorded from 1998 until 2014 (Trading 

Economics, 2014). Based on the report from the Central Bank of Malaysia, there was 

an average 1227.87 Malaysia’s companies had gone bankruptcy each year from 1998 

until 2014 (Trading Economics, 2014). Interestingly, those companies were led by 

directors who had a higher education level, experience, and networking. 

The financial distress leading to the bankruptcy crisis produces many 

unnecessary problems to the country. For instance, the unemployment rate increase 

is one of the negative impacts when increase in the number of financial distress and 

bankruptcy companies. Due to the most of the companies, especially financial 

institutions decided to lay off a large number of employees in order to reduce the 

labour costs and afterward reduce the financial distress level, the unemployment rate 

was increased during the subprime crisis in 2007 and 2008. For instance, the 

unemployment rates in the USA had increased to 6.9 percent or 10.6 million persons 

in the fourth quarter of 2008 after the storm struck layoffs (Ryan, 2010). 

In order to avoid financial distress problem, board capital is a very important 

factor to deal with financial distress matter since it is able to determine the financial 

distress level of the banking industry. The higher level education, experience and 

networking of the board will have higher capability in problem solving and 

management of the business. In Malaysia, shareholders had elected several boards 

with higher education level, experience and networking to manage the banking 

business. The Maybank, Public Bank, CIMB, Hong Leong Bank, and RHB Bank 

were managed by the high level of board capital of the boards of director to conduct 
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the daily business and manage the financial distress level of the banking business. 

For instance, Tan Sri Dato’ Sri Dr. Teh Hong Piow (Chairman) and Tan Sri Dato’ 

Sri Tay Ah Lek was one of the directors in Public Bank with the PhD education and 

master degree level and had 64 years and 53 years’ experience in the banking and 

finance industry, respectively. It is noteworthy that the Public Bank is the 60
th

 largest 

bank in 2013among the banking industry in Asia Pacific. Meanwhile, Y Bhg Tan Sri 

Azman Hashim was a Chairman for the AmBank and he was the fellow of Institute 

of Chartered Accountant and fellow of the institute of Chartered Secretaries and 

Administrators but he does not have a PhD level, and the AmBank is only on 142
th

 

largest bank among the Asia Pacific banking industry in 2013. 

The performance of Malaysian banking is consistent with the level of 

education, experience and networking. For instance, the Public Bank had 

RM4,105.64 million and 116.1 sen of net profit and earnings per share (EPS), 

respectively, while the AmBank had RM 1,693.2 million and 54.5 sen of net profit 

and earnings per share (EPS), respectively, in 2013. The net profit and EPS of the 

Public Bank were largely greater than AmBank. Hence, this is clear that the Public 

Bank where administrated by Tan Sri Dato’ Sri Dr. Teh Hong Piow with PhD level 

and Tan Sri Dato’ Sri Tay Ah Lek with Master degree level had largely performed 

well compared with AmBank where administrated by Y Bhg Tan Sri Azman Hashim 

with no PhD level. 

Note also that Malaysia had a good Human Development Index (HDI) level 

because of the HDI value increased continuously from 0.563 in year 1980 to 0.769 in 

year 2012 (refer Table 1.1 & Figure 1.2). HDI is an indicator of how far or how 

much the education that the country has. The “mean years of schooling” is one of the 
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elements to measure the HDI values of the country included Malaysia. HDI 

automatically implies a good education level in Malaysia, and it is consistent with 

the fact that the number of board of director with high education level in the current 

year was higher than the number of board of director in the previous few years, 

especially in previous past 10 years and above. 

 

Table 1.1. Malaysia’s HDI Trends based on Consistent Time Series Data 

 
Sources: UNDP 

 

Figure 1.2. Trends in Malaysia’s HDI Component Indices 1980-2012 

 
Sources: UNDP 
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The background addresses four important points. Firstly, banking in Malaysia 

contributes to national wealth such as per capita income or purchasing power parity 

(PPP). Secondly, the crisis leads to banking bankruptcy and would harm the 

economy. Thirdly, most of the directors in banking are a competent individual. 

However, banking still reluctant to crisis, even though has capable boards. Fourthly, 

Malaysia HDI was increased every year and also implies that the board’s education 

level also gradually increases. Therefore, it will be interesting to examine the role of 

education level, experience and networking in the Malaysian Banking industry. This 

is the issue that this study aims to tackle. 

 

1.2 Problem Statement 

The issue of the economic crisis such monetary crisis and 2007 subprime crisis 

had led to a huge number of the companies and financial institutions confronted with 

high level of financial distress and bankruptcy problems (Halliday & Carruthers, 

2009). In order to manage and solving the problems of financial distress, the board of 

directors plays an important role when the company is in uncertainty circumstances. 

For instance, the board of director requires administrating the management for the 

purpose of minimizing the agency costs (Roberts, McNulty, & Stiles, 2005). Board 

of director also responsible for hiring and dismissal the management appropriately 

and supply the strategic planning to the management. Furthermore, maintain and 

seek the shareholders interest and retain managerial competence is a crucial task for 

the board of directors to achieve higher performance and far away from financial 

distress crisis (Hillman & Dalziel, 2003; McIntyre, Murphy, & Mitchell, 2007). 
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According to Bathula (2008), the focus of on the board capital influence of the 

financial distress level has accentuated since the economy was worse in Malaysia, 

Thailand, and Indonesia during the East Asian Financial Crisis in 1997. The reason 

was that East Asian Financial Crisis in 1997 had disclosed the incapability of the 

board of directors in solving the economic disaster. Besides, the scandals of big 

companies such as HIH insurance, WorldCom and Enron had clearly stated that the 

boards of director were failing to play their role to solve the financial distress 

problem because of lack in corporate governance ability (France & Carney, 2002). 

Therefore, managerial incompetence is main factors affect the financial distress level 

of the firms. 

Furthermore, the capability for problem solving has a significant relationship 

to the level of qualification of the boards. According to Cox and Blake (1991), 

boards that have high qualification, especially have PhDs level are able to use their 

broad knowledge to enhance the problems solving progress. It means that the 

financial distress of the firms might because of the smaller number of boards holding 

with high qualification. Lower qualifications of the boards may not be able to 

manage the critical problems because of inadequate of knowledge. 

Moreover, some study found that there is another factor that may significantly 

affect the financial distress level, but not only the qualifications of the boards that 

they hold. According to Reeb and Zhao (2013), the experience and networking 

would disclose the board effectiveness and financial distress level. For instance, the 

board that has PhDs qualification with few years’ experiences and networking is 

more efficacious on management compared to those who are only having PhDs 

qualification but without any experience and networking. 
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Although the education level, experience and networking of the boards may 

influence the financial distress level of the banking institution, but these factors may 

not truly reflect the financial distress level. This is because the education level in the 

USA and UK were outdistancing compare to the education level in Malaysia (refer 

tables 1.2, 1.3 & 1.4). However, figures 1.3 and 1.4 shown that the number of 

companies went bankrupt in the USA and UK were greatly higher than the Malaysia. 

According to the statistical data from Trading Economics (2014), the average 

number of companies went bankrupt in the United States, United Kingdom and 

Malaysia was 48385.34 companies, 3324.91 companies and 1227.87 companies, 

respectively each year. However, the board members with high level of qualification 

in Lehman Brothers Inc. are Richard Fuld Jr., Sherman Lewis Jr., Casey Safreno, 

Dina Merrill, Charles Hintz, Gerd von Bassewitz, Julian Schoof and Till Reuter. 

Even though Lehman Brothers Inc. had many boards held with a high qualification, 

experience and networking, but the business still confronted with financial distress 

and bankruptcy crisis. Hence, the causal relationship between the board capital and 

financial distress level of financial institutions is questionable. Therefore, this 

research study aims to investigate whether the board capital has a significant 

relationship with the level of financial distress and other factors (NPL, LTD, 

leverage, firm’s age and firm’s size) where affect the level of financial distress of 

Malaysian banking institutions. 
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Table 1.2. Malaysia’s HDI Trends based on Consistent Time Series Data 

 
Sources: UNDP 

 

Table 1.3. United States’ HDI Trends based on Consistent Time Series Data 

 
Sources: UNDP 

 

Table 1.4. United Kingdom’ HDI Trends based on Consistent Time Series Data 

 
Sources: UNDP 
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Figure 1.3. The Comparison between the Total Number of Bankruptcies of 

Companies in United States and Malaysian from the Year 1998 to 2014 

 
Source: Trading Economics 

 

Figure 1.4. The Comparison between the Total Number of Bankruptcies of 

Companies in United Kingdom and Malaysian from the Year 1998 to 2014 

 
Source: Trading Economics 
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1.3 Research Questions 

According to the problem statement of this study, the board capital in the 

banking institution might determine financial distress level. However, there are other 

factors affecting the financial distress level. Therefore, the several research questions 

for this research study are as follows: 

1. Is there any significant relationship between board capital and financial 

distress of Malaysian banks?   

2. Is there any significant relationship between non-performing loan (NPL) and 

financial distress of Malaysian banks?   

3. Is there any significant relationship between loan to deposit ratio (LTD) and 

financial distress of Malaysian banks?   

4. Is there any significant relationship between leverage and financial distress of 

Malaysian banks?   

5. Is there any significant relationship between firm’s age and financial distress 

of Malaysian banks?   

6. Is there any significant relationship between firm’s size and financial distress 

of Malaysian banks?   

 

1.4 Research Objectives 

The research objective of this study is divided into two types such as general 

research objective and specific research objective. The general objective of this study 

is to examine the relationship between the characteristics of the banking institutions 

and financial distress in Malaysia. From the information and finding that had found, 


