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ABSTRACT

Malaysia like many other Asian countries was affected by the 1997 Financial Crisis. During this
Financial Crisis, many companies succumbed. Pomerleano (1998) found that leverage of the companies
if unchecked can be detrimental to the health of the company. He concluded that excess leverage at the
micro level and also poor profitability resulted in the 1997 East Asian crisis. The aim of this study is to
analyze the survival-ability of a sample of Malaysian public listed companies (PLCs) by analyzing the
impact of financing decision of the sample firms. Both financing and operatig leverage, along with the
performance of the companies is evaluated. This study adopts a non-parametric approach to measure the
company’s survival-ability in terms of their financing decision for their production process. In order to
achieve this main objective, the study attempts (i) to identify, using Data Envelopment Analysis (DEA),
the survivors among the PLCs based on their financing decisions and (ii) to analyze the effects of
leverage on the survival of the PLCs. This article contributes to current literature in two areas, namely;
the evaluation of the survival-ability of the PLCs via their financing decisions. Secondly, the use of
financial and operating liability leverage in evaluating survival-ability of the companies.

JEL: D320, D920, G320

INTRODUCTION

times witnessed the fall of many corporations. A number of companies listed on the Malaysia

Exchange known as Bursa Malaysia, were put under the PN4 category. Following the 1997 crisis,
Bursa Malaysia issued the Practice Note in 2001. According to the note, companies that are categorized as
PN4 are companies that face some financial problems and are no longer able to continue to form part of
the original sector. This means that companies which used to appear in a particular business sector, for
example the “consumer sector” would be removed from its original business sector and be placed in the
new PN4 sector. However, once the PN4 companies have implemented their regularization plan and no
longer fit the criteria of PN4 companies, they will be removed from the PN4 sector and be placed back in
their appropriate business sectors. Hence, the motivation of the study is to find out what has caused some
of the public listed companies (PLCs) to succumb to the crisis while others survived. However, some of
those companies that had managed to overcome the crisis finally succumbed too when the global crisis hit
the world in 2001. This is evident by the increasing number of PLCs that were either put under the PN4
category or has ceased to exist.

I ike many other countries Asia, Malaysia was also the victim of the 1997 Financial Crisis. Those

According to Pomerleano (1998), leverage if unchecked can be detrimental to the health of the firm. He
concluded that it was excess leverage at the micro level and also poor profitability that have caused the
1997 East Asian crisis. Hence, this study uses leverage to analyze the survival-ability of a sample of
public listed companies (PLCs) in Malaysia by analyzing the financing decision. Through leverage, both
the financing and operating leverage, the performance of these companies is analyzed. Survival-ability of
the PLCs is related to the ability of the PLCs to efficiently make decisions about financing of its
production activities.
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