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Abstract  
Purpose: In ancillary of sustainability concept that has become increasingly essential in 
globalized economy, current study beholds it through the lens of financial sustainability and 
thus, establishing its purpose in justifying the linkages between capital structure and property 
overhang with the financial sustainability of property firms in Malaysia. 
Design/methodology/approach: Current study utilized unbalanced panel data of 65 property 
firms listed on Bursa Malaysia composed from 5-year period (2015–2019). The return on asset 
(ROA) was used as an indicator of financial sustainability. The firm-specific independent 
variables for capital structure indicators were represented by debt to asset ratio, equity to asset 
ratio, and debt to equity ratio. Whereas, the property overhang was represented by the volume 
of surplus units of unsold properties and the control variables were liquidity and firm size. 
Next, the model selected was tested for multicollinearity and heteroscedasticity. Lastly, the 
robust static panel data were used to estimate the coefficient for heteroscedasticity and 
endogeneity.  
Findings: The results of the research demonstrate the importance of the correct choice of 
capital structure mix with a reduction in the overhang property in improving the financial 
sustainability of property firms. Thus, supporting the Pecking Order Theory of capital structure 
indicating that a firm with higher profitability level will lead to lower debt level. 
Research limitations/implications: Nonetheless, an implication was observed. The current 
study is only focused on the property sector without consideration of the construction sector, 
thus forming its limitation in formulating the model specification.  
Practical implications: The proposed financing method might be a valuable practical tool for 
managers and other business stakeholders by supporting the financial decision-making process.  
Originality/value: Given the increasing significance of sustainability issues, the present study 
contributes to the literature on the Malaysian listed property firms through the viewpoints of 
financial sustainability. In assessing the financial sustainability, it is associated with the capital 
structure and overhang property of which is less explored by previous researchers. 
 
Keywords: Financial Sustainability, Capital Structure, Property Overhang, Return on Assets 
(ROA) 
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Introduction  
The notion of sustainability has gone full-fledged in recent years with the widespread of 
awareness in numerous disciplines. It’s been defined by Bowman (2011) as the capacity of an 
organization to maintain its status over a long period. Yet, looking into it through the lens of 
financial sustainability might be a central element of the business in terms of its long-term 
success. In a globalized economy, it’s become a challenge for all types of organizations in 
establishing the financial sustainability (Claessens & Van Horen, 2015). As mentioned by 
Acemoglu, Ozdaglar & Tahbaz-Salehi (2015), its importance was driven by its ability in 
impacting the financial system. Financial sustainability is defined as the firm’s stability in 
generating the positive returns to cover the business operational cost and the firm growth (Al-
Dirawi, & Dahash, 2018). Additionally, Bowman (2011) defined financial sustainability as the 
ability to maintain financial capacity over time. Meanwhile, Zabolotnyy & Wasilewski (2019) 
described firm’s financial sustainability as firms’ ability in optimizing the firm’s investment 
and sources of financing to generate value for owners and long terms operational capacity. 
These definitions have inspired academics and industry players to justify firms and industry 
needs in maintaining firm’s financial sustainability. As indicated by Ocampo(2018), a firms 
that is financially sustainable has the ability to surpass the financial turmoil thus marking its 
rationalisation for its ability as the key to avoid and manage such situations. Wheareas, Gofman 
(2017) specified that financially sustainable firm was the least affected from financial turmoil. 
Additionally, the financial stability that relies upon a rigorous financial system helps to control 
any state of turmoil (Al-Dirawi & Dahash, 2018). 
Motivated by the importance of sustaining firm’s financial strength; present study attempted to 
identify the factors contributing to firm’s financial sustainability from the perspective of 
property sector in Malaysia. The contribution of property industry concerning nation building 
and it being one of the pillars towards country’s economic growth and the engine of social 
stability (Said, 2017) are worth to be addressed. Property sectors are also sensitive to economic 
conditions, having price sensitivity of which it rises during prosperous times and reduces 
during turbulent times. Simultaneously, property market also poses risks to the economy. The 
weaker property market will dampen the economic growth with higher unemployment. For 
example, in 2016, 10% of gross domestic product (GDP) was contributed by property-related 
sectors and employed 1.4 million Malaysians (Bank Negara Malaysia,(BNM) 2017). It’s also 
detrimental for banking and financial institutions as the function of property as a collateral 
reduces in value due to the falling property prices. The mentioned complication also leads to 
multiple sectors suffering from prolonged weakness (BNM, 2017). The risks identified 
evidenced the rationale in maintaining a financially sustained property firm.  
Notably, the property industry in Malaysia currently possesses an alarming threat due to its 
sensitivity to economic turmoil. BNM (2019) reported a dramatic turn in economic 
development in 2020, having registered a negative growth. Despite initially projected as a year 
of modest recovery, the unprecedented Coronavirus disease (COVID-19) pandemic impaired 
the expected stabilisation in the global economy (BNM, 2019). It was also speculated that the 
domestic economy will be impacted by the necessary global and domestic actions taken to 
manage the outbreak (BNM, 2019). Additionally, it was projected that Malaysia’s GDP growth 
to be between -2.0 to 0.5% in 2020 (2019: 4.3%) in aggregation of highly challenging global 
economic outlook (BNM, 2019). Thus, maintaining the survival of property firms through a 
sustainable financial performance might able to mitigate the two way effects of this sector 
towards Malaysia economic growth. In which very vulnerable to economic downturn yet also 
possess higher risk to the economics trajectory. Findings from this study may contribute to the 
limited literature on financial sustainability from Malaysia perspective.  
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The remaining of this paper outlines the empirical study conducted on the issues of financial 
sustainability to address the problem statement. Then, the clarification of data and research 
methodology was discussed. Subsequently, the core findings of the research are presented and 
lastly, the discussion of the potential for future research is conferred 
 
Literature Review 
Several terms were used as substitutions for financial sustainability, such as financial health, 
long-term financial performance and financial longevity. Aside from that, financial 
sustainability also poses an inverse relationship with financial risk and distress (Imhanzenobe, 
2020). Furthermore, the firm’s profitability, solvency, and efficiency can also be linked to the 
notion of financial sustainability (Zabolotnyy & Wasilewski, 2019). Therefore, the literature 
review for the current study was founded from the past literature encompassing relevant topics 
such as profitability and firm performance.  
 
Capital Structure and Firm’s Financial Sustainability 
According to Zabolotnyy & Wasilewski (2019), the managerial approach to the financial 
sustainability of a company derives from the principle of value maximization for shareholders 
at an acceptable level of risk, using the best combination of investments and available sources 
of financing. Being aware of the vitality of having right mixture of financing, a news published 
on the Edge Market (Malaysia) has clearly proven the importance of the right choice of 
financing as the news reported on Empire Resorts, a gaming company which was considering 
voluntary bankruptcy in attempt of restructuring its company borrowings (Shankar, 2019). This 
shows that imbalance in the company financing which was also captured through the capital 
structure in a company can lead to inefficient productivity thus impacting firms’ financial 
sustainability. Hitherto, capital structure was used in this present study as the firm-specific 
indicator contributing towards the financial sustainability of the property firms. However, pre-
existing literature focusing mainly on the financial sustainability of property sectors is very 
limited. Thus, the literature on relationship between capital structure and financial 
sustainability was constructed mainly of capital structures literatures from the viewpoints of 
other sectors as well in order to provide further understanding on the matter.  
The records of capital structure literature were pioneered by Modigliani and Miller (1958). 
Looking back at the history of capital structure, many researchers developed other theories 
aside from the core theory of Modigliani and Miller such as Jensen and Meckling (1976) who 
came up with an agency theory. The theory talks about how the principle-agent issue can be 
reduced by increasing debt level (Jensen and Meckling, 1976). Later, Myers (1984) developed 
the famous theory of trade off which insists on the existence of optimal capital structure; while 
the pecking order theory which indicates that agents or managers choose internal funds over 
external funding was proposed by Myers and Majluf (1984). 
As debt to equity mix of the firm can have critical implications on the value of the firm, 
identifying the right level of debt and equity might provide significant impact towards financial 
sustainability of property firms that are highly capitalized. Basit & Irwan (2017) indicated that 
the research on the impact of capital structure on firm performance is important for managers 
and stakeholders of a company to find the right mixture of debt and equity to finance their 
companies. In addition, firms that are doing well is vital for the government by supporting it 
through taxes payment (Lazar, 2016). Nevertheless, firm performance can be evaluated through 
capital structure determinants such as financial ratios, stock return, firm size, financial 
leverage, tangibles, and company growth.  
Charles & Veronica (2018) explored the impact of capital structure on the profitability of listed 
insurance companies in Ghana on the Ghana Stock Exchange for five-year duration which was 
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from 2012 to 2016. Their study evidenced a significant relationship between financial 
performance and insurance company’s capital structure using regression analysis. The same 
research also found evidence that profitable insurance companies depend more on debt 
financing than equity to finance the company operational activities. The results were consistent 
with the static trade-off theory. Similar to study done by Gebremichael & Ababa (2016) on the 
commercial bank of Ethiopia for the period of 5 years (2009 – 2013), it was discovered that 
94% of the total capital of the commercial bank of Ethiopia were made up of debt in duration 
of that study. Meanwhile, Ebrati, Emadi, Balasang, & Safari (2013) indicated a mixed results 
based on the regression analysis of 85 firms listed on the Tehran Stock Exchange from 2006 to 
2011. Their study evidenced positive impact on capital structure with ROE, MBVR and 
Tobin’s Q. Whereas, a negative relationship was discovered between capital structure with 
ROA and EPS. In short, all results proved that capital structure has either positive or negative 
relation to firm performance depending on the proxies selected. 
In Malaysia, Chan & Abdul Azizi (2017) indicated that a property firm with high debt to equity 
ratio prior to the 2008 global financial crisis (GFC) led by a continuing poor performance 
during the GFC period and beyond. Abdul Hadi, Yusof & Yap (2015) affirmed that the 
Modigliani-Miller theory provides better clarification compared to the Trade-Off theory in 
explaining Malaysian property firms. Their study indicated that EPS has more pervasive effect 
as compared to leverage in influencing firm’s value. Salim and Yadav (2012) analyzed the 
effects of capital structure towards firm performance of 237 listed Malaysian companies in 
several sectors such as construction, consumer product, industrial product, plantation, property, 
trading and service. The study used return on equity, return on asset, Tobin’s Q and earning 
per share as dependent variables and long-term debt, short-term debt, total debt ratios and 
growth as independent variables. The results showed that the return on asset (ROA), return on 
Equity (ROE) and earning per share (EPS) have negative correlation with short term debt 
(STD), long term debt (LTD) and total debt (TD). However, there is a positive correlation 
between the growth and firm performance in all sectors. A study was done by San & Heng 
(2011) on capital structure and corporate performance of construction companies which were 
listed in Bursa Malaysia from 2005 to 2008, before and during the crisis. A sample of 49 
construction companies was categorized into big, medium and small sizes according to the 
paid-up capital. Results prove that a relationship exists between capital structure and corporate 
performance in selected proxies among the three categories of company. 
 
Property Overhang and Firm’s Financial Sustainability 
Apart from the issues of imbalances in capital structure, property firms are also facing hard 
times due to property overhang. According to Ferlito (2019), the contributors towards the 
underperformance of property sector that would lead to economic downturn is recognizable in 
the increasing number of unsold units, declining number of transactions and the progressive 
reduction of property prices. It was recorded that over the last few years, the Malaysian 
property market has been characterized by sluggish sales and a rising number of unsold homes 
(Asia Analytica, 2020). This is mainly true, given that there was an overhang of 50,008 
residential units worth RM33.96 billion in the country as of the third quarter of 2019 based on 
data from the National Property Information Centre (NAPIC), from the Unsold Property 
Enquiry System Malaysia (UPESM). The volume includes both residential and commercial-
titled housing namely terraced homes, detached houses, apartments, condominiums, serviced 
apartments and Small-office Home-offices (SoHos). Out of the total, 60% was contributed 
mainly by the non-landed sub-sector with serviced apartments (17,459 units) as well as 
apartments and condominiums (13,630 units). As of the first quarter of 2017, there were 22,175 
overhang homes worth RM13.27 billion. As reported by Ng (2020), the volume of the overhang 
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indicated a massive increase of 126% in volume and 156% in value by the third quarter of 2019 
within two-and-a-half years of which needs to be rectified. Looking at the third quarter results 
shown in 2019, it will take time for property overhang to be solved in the market to achieve 
supply-demand balance.  
Hung (2020) in his articles indicated that a property overhang tends to occur when the housing 
production exceeds the rate of housing absorption. The situation is also amplified by country’s 
economic performance as it involves the public’s purchasing power. However, property 
overhang is mainly caused by oversupply of property units. According to NAPIC, overhang is 
defined as residential or commercial units which have received a Certificate of Completion and 
Compliance (CCC) but remained unsold for more than nine months after launch (Ng, 2020).  
Furthermore, due to the issues of property overhang, they will ultimately change the accounting 
transaction of the firms and will cause an increase in their liabilities, hence, unfavorably affects 
their debt covenant ratio. Consequently, property overhang is considered a major concern and 
it has affected the whole local market. Therefore, the external factor that might contribute to 
the financial sustainability chosen for the current study was the number of unsold properties 
which was used interchangeably with the term property overhang. Nonetheless, the literature 
on property overhang with financial sustainability is beyond the authors’ reach. Thus, the 
novelty of this study may contribute in filling the literature gap within the current area of 
research. All in all, the findings of significant relation between the property overhang with 
firm’s financial sustainability could provide a meaningful insight. 
 
Theoretical Framework and Hypothesis Development  
The indicators of financial sustainability require the inclusion of several financial components 
that resemble the business performance. Several studies have paralleled financial sustainability 
with profitability by measuring it with long-term profitability ratios like return on assets such 
as findings in Imhanzenobe (2020,2019), Okoye, Erin, Ado,& Isibor (2017), Umobong (2015) 
and Hasan et al.(2014) to name a few. While Emmanuel (2015) in defining financial 
sustainability indicated that it can be evaluated through profitability, liquidity, solvency, 
efficiency, and effectiveness. Thus, the current study used an accounting ratio of Return on 
Asset (ROA) as representations of financial sustainability. Consequently, higher value of the 
variable indicates financially sustainable property firms. The ROA was used since it gives an 
all-encompassing view of profitability as it relates profit (in the form of earnings before interest 
and tax) to the total asset of the firm (Imhanzenobe, 2019). Aside from that, ROA also measures 
how efficiently a company can make a profit within a specific period (Foo, Jamal & Abdul 
Karim, 2015; Salim & Yadav, 2012). 
 
Return on Asset (ROA) = Net Income / Total Assets, (1) 
  
Next, the independent variables were selected from the capital structure components. The 
capital structure is a mixture of long term financing with respect to the choice between debt, 
equity and hybrid securities such as convertible debt and preferred shares which are used to 
finance the company’s operation (Abdul Hadi et. al, 2015). The indicator for leverage is the 
Debt ratio (DTA). It indicates the ability of a company to settle off its liabilities such as 
borrowings with its current and non-current assets. It also indicates the amount of assets that 
the company is obligated to sell off to pay the liabilities. Therefore, a company with higher 
liability is considered risky. (Foo et al., 2015; Salim & Yadav, 2012) 
  
Debt to Asset Ratio (DTA) = Total Liabilities/ Total Assets (2) 
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The second indicator for capital structure is the debt to equity ratio (DTE) which indicates the 
weightage of company financing that comes from bank loans or creditors and from 
shareholders or investor financing. (Hadi et al., 2015). The ratio analyses the debt level of a 
company used to run the business and it also identifies the risk level associated with the way 
the capital structure is set up. Higher value indicates that the company is highly levered. 
 
Debt to Equity Ratio (DTE) = Total Liabilities/ Total Equity (3) 
 
The next indicator is equity to asset ratio (ETA) which is the solvency ratio. The ratio indicates 
how much assets are owned by investors in a company. In simpler words, it shows the 
shareholders’ fund to total assets of a company. It is a solvency ratio, which indicates the 
company owner’s investments by comparing the total equity with the total asset. The higher 
the value, the less leveraged the property firms are.  
 
Equity to Asset Ratio (ETA) = Total Equity/ Total Assets (4) 
 
Meanwhile, the property overhang (PO) indicator is based on the surplus units of unsold 
properties for the total of residential and commercial units. It is based on the number of 
properties unsold of all statuses including constructed, under construction and yet to be 
constructed as reported in the Valuation and Property Services Department of Malaysia and the 
data were obtained from the (Unsold Property Enquiry System Malaysia) 
Additionally, the control variables used are Liquidity (LIQ) and Firm size (SIZE). The liquidity 
indicator was measured using the current ratio formula of current asset over current liability. It 
indicates the ability of property firms in paying its short term debts; with higher liquidity 
representing superior firms’ ability in fully utilising its current assets to pay off their current 
debts on time and can minimize the risks posed (Sonia & Khafid, 2020). The firm size was 
measured by the log value of firm’s total asset. Larger firms size indicates greater company 
assets with greater capital thus, setting a benchmark of a good firm’s performance (Husna & 
Ibnu, 2019). The significant relations between ROA with liquidity and firm size were proven 
by Odusanya, Yinusa & Ilo (2018), Seissian, Gharios & Awad (2018), Isik, Unal & Unal (2017) 
and Doan (2020) in their studies.  
In an attempt to scrutinize the effect of capital structure and property overhang with the 
financial sustainability of property sector in Malaysia, the paper formulated main principal 
research hypotheses as follow: 
  
HI: There is an association between capital structures and overhang property with the firm’s 
financial sustainability  
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Figure 1: Theoretical Framework 
 
Research Methodology 
The current study proposed a theoretical framework on the factors influencing financial 
sustainability, using a panel data for a sample of 65 property firms listed on Bursa Malaysia. 
The time series observed was from 2015 till 2019, which is a total period of 5 years. A total of 
325 observations were recorded based on unbalanced panel data. The property firms chosen 
were the firms with published data for the 5 years on either Bursa Malaysia or on their official 
page. Panel data had the ability in controlling heterogeneity which contributed to unbiased 
results. Additionally, the efficiency of panel data was captured due to its capacity in mitigating 
the multi-collinearity problems that arise in cross-sectional or time-series data (Griliches and 
Hausman, 1986). All data was extracted from the Thomson Routes Database. This study 
assumed that the data are dependent across varied years, making the pooled Ordinary Least 
Squares (OLS) not appropriate for the researchers’ structure. Thus, the static panel data using 
Random Effect (RE) and Fixed Effect (FE) was also applied to test the model estimation. In 
examining the impact of capital structure and property overhang with the financial 
sustainability, the panel regression equation which was repeated observations on the same set 
of cross-section units was proposed as follows:  
 
ROAit=α + β1DTA1it

 
+ β2DTE2it

 
+β3ETA3it

 
+β4PO4it β5LIQ5it β6SIZE6it +μi + λt + εit (5)  

 
The subscripts i and t represent the firms (cross-section) and time (time series) respectively. 
While μi is the firms specific variable, λt is the time specific variable, and εit is the random 
disturbance which may exist due to the presence of some outliers in the data set.  
 
Findings 
Descriptive Statistics  
Data of 65 property firms listed on Bursa Malaysia within the 2015-2019 period with the 
following variables and also the amount of overhang property are shown in Table 1. The Debt 
over Equity has the highest mean value of the capital structure indicators over the study period, 
indicating that property firms in Malaysia have higher preferences of debt over equity. This is 
also true based on the standard deviation value which also indicates higher variability for DTE. 
Hence, it suggests that property firms in Malaysia might have heavily relied on debt financing 
and apparently taken more risks. The descriptive table also reveals that the mean value of ROA 

Independent Variable  
Debt to Asset (DTA) 
Debt to Equity (DTE) 
Equity to Asset (ETA) 

Doan (2020), Seissian et a.l (2018,) Chan & Abdul Azizi (2017) 
,Foo et al. (2015); Salim & Yadav(2012) 

 
Property Overhang (PO) 

(Valuation and Property Services Department of Malaysia)) 
 

Liquidity (LIQ) 
Log Total Asset (SIZE) 

Doan (2020), Seissian et al. (2018), Gharios & Awad (2018), 
Chan & Abdul Azizi (2017), Isik, et al. (2017) 

 

Dependent Variable  
Financial Sustainability 

 
Return on Asset (ROA 

Doan (2020) 
 Imhanzenobe (2020,2019), 

Seissian et al. (2018) 
 Okoye et al. (2017),  

Umobong (2015) 
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is only 2.97%, with the value ranging from -17.3% with a maximum value of 37.7% indicating 
an alarming threat towards financial sustainability. It is further supported by low variation in 
profitability with 0.0608 of standard deviation. As for total numbers of overhang property in 
Malaysia, it was indicated by the range from 17,073 units to the maximum of 55,688 units of 
unsold property with a combination of both commercial and residential properties within the 
5-year period of study. 
 
Table 1: Descriptive Statistics 

VARIABLES OBS Mean Std.Dev Min Max 
DTA 325 0.391 0.159 0 0.875 
DTE 325 0.812 0.675 0 7.014 
ETA 325 0.591 0.174 0 0.973 
LIQ 325 2.728 3.495 0 35.15 
ROA 325 0.0297 0.0608 -0.173 0.377 
PO 325 36,715 14,675 17,073 55,688 
SIZE 322 6.881 1.258 4.307 11.12 

 
Multicollinearity Issues among Variables 
In rectifying the problems of multicollinearity among variables, Variance Inflation Factor 
(VIF) and the pairwise correlation (PWC) were run. The result indicates no presence of 
multicollinearity among variables since the VIF values for all the observations reported are less 
than 10 (García, García, López Martín & Salmerón, 2014). The VIF results of the current study 
are DTA (3.64), DTE (2.95), ETA (2.91), PO (1.10), CR (1.02) and SIZE (1.02) with the mean 
VIF of 2.11 as depicted in Table 2.  
 
Table 2: Result of VIF and Pairwise correlation (PWC) 

  ROA DTA DTE ETA PO LIQ SIZE VIF 
ROA 1             - 
DTA -0.2819 1           3.64 
DTE -0.2798 0.7292 1         2.95 
ETA 0.2714 -0.7427 -0.7598 1       2.91 
PO -0.1335 -0.0453 0.0117 0.0024 1     1.1 
LIQ 0.0372 -0.005 -0.0107 0.0278 -0.1041 1   1.02 
SIZE 0.1355 0.252 0.1558 -0.241 0.0586 -0.1015 1 1.02 

Mean VIF 2.11 
 
To confirm the multicollinearity, the Pairwise correlation (PWC) analysis was performed and 
as indicated by Gujarati (2014), larger value than 0.80 in their coefficients regressors signified 
multicollinearity problems that are required for omission of the variable. The current results 
indicate no serious problem of multicollinearity as presented in Table 2. The highest correlation 
coefficient regressors value reported is for DTE (0.7292) and ETA (-0.7427) which was less 
than the threshold (<0.80). Overall, the analysis revealed that the multicollinearity is not 
detrimental to the results of multiple regression estimations since both VIF value and the 
pairwise correlations coefficients support the non-existent multicollinearity. Thus the model 
specification developed with the selected variables is valid for prediction. 
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Panel Data Analysis 
Next, current study employed regression methods using panel data including Pooled 
Regression (POLS), Fixed Effects model (FEM) and Random Effects model (REM) as depicted 
in table 3.  
In confirming the existence of specific effect or heterogeneity in the model prediction, the 
Breuch-Pagan Lagrange Multiplier (BP-LM) test (Breusch and Pagan, 1980) was used to 
distinguish between the Pooled OLS and the RE. The results in Table 3 illustrate that RE is the 
best fit model in explaining the relationship between the capital structure and others selected 
IV with the firm’s financial sustainability. The BB-LM reported chi-bar-square value of 67.07 
with significant probability at 99% confidence level (P < 0.01); thus rejected the null of σμ2 = 
0; that the slopes and intercepts are similar across the firm thus data cannot be pooled. Results 
indicate existence of firm random-specific effects on the data, hence the RE model provides a 
better estimation.  
Next, the problems of endogeneity in the model estimation and to identify the final best-fit 
model prediction between the RE and FE; the Durbin–Wu–Hausman (DWH) specification test 
(Hausman, 1978) was performed. The DWH result as reported in table 3 indicate the chi-bar-
square value of 6.64 with insignificant probability. The test fails to reject the null, as the p-
value (Prob>chi2) is greater than 5%. Hence, the current study selected the RE model, implying 
that the company’s effects, though present in the data set, are not correlated with the 
explanatory variables and can be taken very well at random. Therefore, the RE estimators will 
be consistent and efficient thus, the interpretation of results is based on RE model. 
Afterward, the heteroskedasticity diagnostic test and serial correlations were performed and 
the results are reported in Table 3. The modified Wald Statistic for group wise 
heteroskedasticity in the residual of a fixed effects regression model (Greene, 2000) indicated 
a chi-bar-squared of 9.6E+32 with the probability significant to 99% confidence level. Hence, 
signify the problem of heteroskedasticity, and confirming that the non-constant of the variances 
for the selected model. Also, the Woolridge test for autocorrelation in panel data was performed 
and result indicated X2 value which is significant at 1% with F-value of 29.388 thus implies 
presence of variance inequality. The panel model thus indicated serial correlation problems. 
To rectify the problems of heteroskedasticity and serial correlation problems, the OLS with 
heteroskedasticity and serial correlation robust standard error (Hoechle, 2007) were conducted 
and results are depicted in table 3. 
Based on the results of robust random effect, DTA, ETA, PO and SIZE was significant and 
portrayed the existence of a relationship with the firm’s financial sustainability designated by 
ROA. Whereas, ETA, and LIQ signify insignificant results. The results for capital structure 
indicators suggest a significant negative coefficient (-0.0671) at 10% level between the DTA 
of the property firms in relations with the ROA. Reduction in the use of debt will increase the 
ROA to surge the firm’s financial sustainability. Thus, coherently justify the positive 
coefficient (+0.0632) for ETA at 1% significant level with ROA. The results suggest that the 
property firm that are heavily burdened with debt consequently required to service their high 
debt cost in which will lower the pre-tax profit margin. Thus, will impair the return as well. 
This was corroborated by the previous study of Doan (2020), Chan & Abdul Azizi (2017), 
Ebrati, et al. (2013), and Salim and Yadav (2012) which also signify negative impact with debt 
capacity. Yet it contradicts with the study by Seissian et al. (2018) and Charles & Veronica 
(2018) and Abdul Hadi, et al. (2015) that denote positive relations with ROA. 
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Table 3: Results of Pooled OLS, Random Effect GLS and Fixed Effect and Robust OLS with 
Hetero & Serial Correlation 

Variables Model (1) Model (2) Model (3) Model (4) 

 Pooled OLS Random Effect Fixed Effect 
RE with Hetero & 
Serial Correlation 

DTA -0.0869** -0.0671 -0.0476 -0.0671* 
DTE -0.00798 -0.00585 -0.00621 -0.00585 
ETA 0.029 0.0632* 0.128** 0.0632*** 
LIQ 0.000686 0.0000356 -0.00115 0.0000356 
PO -0.0205*** -0.0216*** -0.0268*** -0.0216*** 
SIZE 0.0116*** 0.0123*** 0.0297** 0.0123*** 
Constant 0.185** 0.165** 0.0552 0.165* 
Observations 322 322 322 322 
R-squared 0.165 0.1041 0.116 0.1041 
Model Fit(F-
stat) 10.41***  5.42***  
BP- LM Test  67.07***   
Hausman Test   6.64  
Multicollinearity 2.11 2.11 2.11 2.11 
(mean VIF)     
Heteroskedasticity  9.6E+32***  
( -Stat)     
Serial Correlation  29.388***  
(F-Stat)     

1 Figure in the parentheses is t-statistics, except for Bruech-pagan LM test, hausman test, heteroskedasticity and 
serial correlation test, which are p-values. 
2 Asterisks *, ** and *** denote statistical significance level respectively at 10%, 5% and 1%. 
 
For the PO, result indicates having a significant impact on the ROA signified by the negative 
coefficient (-0.0216) at 1% significant level. Results thus revealed the importance of reducing 
the number of property overhang in the market since it will hinder the financial sustainability 
of property firms. Next,SIZE posits a significant positive relation with ROA with the positive 
coefficient (+4.06) at 1% significant level similar to Odusanya et al. (2018) and Isik et al. 
(2017) yet is in contradiction with Doan (2020) and Seissian, et al. (2018). Results suggest that 
bigger firms are more financially sustainable compared to smaller firms. This is because firms 
with bigger size have cost advantage in producing the inputs with lower cost compared to 
smaller firms, thus, will resemble in increasing profit and consequently boosting the financial 
sustainability. 
 
Discussion and Conclusion 
The current study aimed to investigate the relationship between firm’s financial sustainability 
with the choices of capital structure and overhang property among 65 listed property firms in 
Bursa Malaysia. The robust random effect results from Table 3 signified the significant 
relationships between the firm financial sustainability represented by ROA with the capital 
structure indicators of DTA and ETA together with overhang property and firm size while 
evidencing insignificant relations with DTE and Liquidity. Consequently, the test results have 
supported Hypothesis 1, affirming its efficiency for predictions. The hypothesis has also been 
proven as test results had implied that less dependency towards debt financing together with 
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reduction in the numbers of overhang property will secure the financial sustainability of 
property firms from Malaysia’s perspective.  
The results for the choices of capital structure are consistent with the findings of Doan (2020), 
Chan & Abdul Azizi (2017) and Ebrati et al, (2013). Results evidenced that equity financing is 
more preferable than debt financing in explaining the improvement of firm’s financial 
sustainability of property firms in Malaysia. Current study supporting the Pecking Order 
Theory of capital structure indicating that a firm with higher profitability level will be having 
lower debt level, since the high profitability companies will eventually be having ample 
internal fund to finance their operations (Myers, 1984). This was further supported by previous 
study of Rajan and Zingales (1995) specifying that the variety of financial ailments will occur 
due to excessive use of debt or equity in the capital structure mix that might lead to the 
possibility of default risk and bankruptcy. However, the present study is in contradiction with 
the tradeoff theory by Modigliani and Miller (1963) which stated that increase in debt will 
eventually increase the profitability due to the tax benefits that reduce the cost of having the 
debt.  
Additionally, the property overhangs also signify negative impacts towards the financial 
sustainability of property firms. The over supplying properties issues in Malaysia have led to 
numbers of building being complete yet having slow sales during the economic downturn 
which is an alarming threat towards financial sustainability of property firms. Supported by 
Adilena (2019), the overhang of completed units is significant in defining the local property 
market performance. In addition, stringent mortgage guidelines which limit the prospect 
buyer’s eligibility have put the slow economy and property market performance under pressure 
(Adilena, 2019). Lim & Mohd Suki (2020) suggested that the traditional property developer 
firms should strengthen the marketing strategies to improve the company market share and 
selling off the completed balance of unsold stock units. The Government involvement in 
resolving the concerns over property supply and demand mismatch in Malaysia is plausible 
which could benefit the developers and investors and further sustain the financial performance 
of the property industry.  
Finally, current study proposed that larger firms size are able to increase the firm’s financial 
sustainability which is supported by the previous study done by Odusanya et al. (2018) and Isik 
et al. (2017) . Rationally, firms with larger asset composition have the ability to fully utilize 
their resources in generating maximum profits. Moreover, larger firms are more financially 
sustained due to its diversification ability with larger market power, hence, able to employ 
better technology and efficient utilization of firm’s asset which eventually contribute to firm’s 
profitability (Isik et al. 2017) .  
Nevertheless, a limitation was observed in this current study as it did not analyze the effects of 
capital structure from the viewpoints construction sectors to sum up the property performance. 
However, this study could provide a significant contribution towards the literature on financial 
sustainability of property firms from Malaysia’s perspective. Despite the presence of plentiful 
studies on capital structure and firm’s performance, it still remains as a wide research area that 
requires further investigations and researches especially through the lenses of financial 
sustainability. It is urged that the study is further improved by having more proxies to measure 
the financial sustainability and extending to other sectors as well.  
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