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Abstract: The aim of this paper is to examine the characteristics and conduct of boards in non-
financial Malaysian firms, with a particular emphasis on the companies’ financial leverage, using
panel data spanning from 2012 to 2018. Overall, the study reveals that the relationship between board
attributes and a firm’s financial leverage is significant, but mixed. Notably, we find that extremely
small or large boards are ineffective in maintaining the optimal financial leverage level that benefits
all stakeholders. Our study concludes that board independence is negatively correlated with financial
leverage, whereas the tenure of board members is negatively associated with financial leverage.
Additionally, board diversity exhibits a statistically significant and positive correlation with financial
leverage. Currently, the Malaysian corporate governance code advocates announcing regulations to
regulate corporate structures.
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1. Introduction

Research has demonstrated that the announcement of a dividend payout policy and
the role of board attributes and financial leverage in family-owned businesses are signif-
icant topics in financial management (Verhezen and Abeng 2022). The corporate board,
being the most influential management body in corporate firms, plays a crucial role in
determining dividend payout policy. As a result, there has been a growing interest in
studying the relationship between corporate board attributes and firm dividend payout
policy, with particular attention paid to the role of financial leverage. While previous
research studies have mostly focused on the direct relationship between corporate board
attributes and dividend payout policy, recent studies have emphasized the importance
of examining the indirect effect of corporate board attributes on dividend payout policy,
which may be influenced by factors such as financial leverage. This has led to ambiguity
about the direct relationship between corporate board attributes and dividend payout
policy, particularly from the perspective of developing and developed countries (Al-Najjar
and Taylor 2008). This study contributes to the existing literature by investigating the
relationship between corporate board attributes, including board independence, board
size, and board tenure, and dividend payout policy while considering the role of financial
leverage. Furthermore, the study examines corporate board behavior attributes, such as
board members’ participation, diversity, and psychological attitudes in relation to financial
leverage. The study utilizes dividend payout records at Bursa Malaysia as a case study to
provide insights into the factors that influence dividend payout policy in family-owned
businesses.
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Financial leverage is a crucial factor in increasing shareholders’ wealth. Well-managed
corporate board attributes also contribute to the aggregate market value of a company
(Michelon and Parbonetti 2012; Tahir et al. 2020a; Rouf 2011). However, greater financial
leverage can reduce a company’s worth due to an increased bankruptcy threat. Therefore, it
is crucial for every company to have comprehensive corporate board attributes and the best
capital structure to improve the market worth of the company. Corporate board attributes
refer to the system by which organizations are absorbed and measured. Current develop-
ments in economic theories suggest that the corporate board of directors is a significant part
of the governance structure of a big business company (Fama and Jensen 1983; Williamson
1983). It is not surprising that government company laws require corporate firms to be
managed under the leadership of a board of directors (Baysinger and Butler 1985).

Corporate board attributes, such as board size, independence, tenure, and diversity,
have been extensively studied in business governance research due to their significant
influence on decision making, monitoring, and future planning within firms (Raheja 2005).
Prior research has focused on the impact of these attributes on various aspects of firm
performance, including dividend payout policy (Al-Najjar and Kilincarslan 2016; Ghosh
and Sirmans 2006; Hao et al. 2014; Khan et al. 2016; Ntim et al. 2017), financial leverage
(Tahir et al. 2020b; Connelly et al. 2012; Jiraporn et al. 2012), and the relationship between
financial leverage and dividend policy (Abor and Bokpin 2010; Al-Kuwari 2009; Amidu
and Abor 2006). Examining the impact of corporate board attributes on financial leverage is
crucial as these attributes are responsible for maintaining a firm’s performance and financial
stability (Abeysekera 2010; Chaganti et al. 1985; Dallas 2001). Resource dependency theory
suggests that corporate boards with more professionals and experts can improve firm value
and financial decision-making measures (Abeysekera 2010; Chaganti et al. 1985; Dallas
2001). Additionally, having a larger number of board members may enhance monitoring
and decision-making abilities (Hillman and Dalziel 2003; Zahra and Pearce 1989), while
diverse board members may offer valuable viewpoints for problem solving (Hillman
et al. 2002). Furthermore, board behavior and attributes play a crucial role in promoting
sustainable practices and corporate social responsibility (CSR) (Masud et al. 2019; Bae
et al. 2021). A sound and balanced board can help to promote climate finance and control
corruption (Bae et al. 2021; Masud et al. 2023). Ethical corporate practices, such as shariah
practices, and a diverse board can also improve firms’ financial decisions (Masud et al.
2019; Jahid et al. 2022). The collective behavior of the board defines the corporation’s
policies and strategies, which significantly impact financial leverage and stability (Rahman
et al. 2021, 2023). The above discussion shows that a sound and responsible corporate
board is crucial for effective and efficient decision making, determining sound dividend
and leverage policies, financial stability, and predicting financial risk and tolerance levels.
Therefore, studying corporate board attributes and their impact on firm performance is
essential for effective corporate governance.

This study investigates the use of agency theory and resource dependence theory in
Malaysian non-financial firms and explores the correlation between corporate board at-
tributes and financial leverage. The findings of this research make a significant contribution
to the existing body of knowledge. The study indicates that corporate board attributes
are effective in managing and controlling financial leverage, leading to improved firm
performance. Additionally, a large board size proves to be effective in maintaining and
controlling financial leverage while enhancing firm performance. The study concludes
that the optimal board size is between 3 and 15 directors. The Malaysia Code of Corporate
Governance (MCCG) recommends a minimum of 3 directors for small firms and more than
8 directors for large firms, and therefore, the study suggests that policymakers limit the
size of a board to 5–14 directors. Our research also reveals that the presence of independent
directors on the corporate board is vital in maintaining and controlling financial leverage
and unbiased decision making. The optimal ratio of independent directors is between
7.69% and 88.89% of the total number of board members. The Malaysia Code of Corporate
Governance mandates at least 50% independent directors on a board, and thus, the study



J. Risk Financial Manag. 2023, 16, 237 3 of 12

recommends that policymakers require more than 60% of directors on a corporate board
to be independent and professionally skilled. However, because most firms in Malaysia
are family-owned (Credit Suisse Research Institute (CSRI)), and most directors therefore
belong to the families that own the firms, the tenure of board members is typically high in
the country (Benjamin et al. 2016).

The subsequent section provides a review of the correlation between corporate board
attributes and financial leverage, while the Section 3 describes the statistical analysis
technique that we used. The Section 5 discusses the conclusions and implications, and the
final section presents the hypothesis and future research directions.

2. Theoretical Discussion, Literature Review, and Hypothesis Development
2.1. Theoretical Discussion

In recent years, there has been a growing interest in exploring the relationship be-
tween board attributes and financial leverage. Scholars have employed various theoretical
frameworks to explain this relationship. However, a large majority of these studies have
utilized agency theory as the best-suited theoretical framework to describe board attributes
(Jensen and Meckling 1976; Harjoto and Jo 2011; Hillman and Dalziel 2003; de Villiers et al.
2011). According to agency theory, conflicts arise between agents and principals due to
uncertainties in business operations. These conflicts are attributed to the fact that agents
may prioritize their own interests over those of the principals they represent. In this context,
it is essential to establish a balanced financial leverage policy that considers the impact of
financial performance and profitability on a firm’s capital structure. The capital structure
of a firm is highly influenced by the company’s financial performance and profitability.
Hence, the need to strike a balance between management and owner interests is crucial
(Jensen and Meckling 1976; Harjoto and Jo 2011).

An effective and efficient corporate board can mitigate agency problems and ensure
the welfare of diverse stakeholders (Masud et al. 2018; de Villiers et al. 2011). The corporate
board plays a vital role in ensuring that the company is run in the best interests of its
shareholders and stakeholders. The board is responsible for making critical decisions that
affect the company’s financial performance and, ultimately, its capital structure. Therefore,
the board must comprise members with diverse skills and expertise to ensure that the
company is managed effectively. The presence of non-executive directors (NEDs) has been
found to be an effective strategy for minimizing agency conflicts (Baysinger and Butler
1985; Fama and Jensen 1983). NEDs bring an independent perspective to the boardroom
and can help reduce the influence of executive directors on the board. This, in turn, can help
to reduce the conflicts that may arise between the board and the company’s management.

Given the importance of corporate boards in mitigating agency problems and ensur-
ing the welfare of diverse stakeholders, the present study incorporates agency theory to
examine the relationship between board attributes and financial leverage in Malaysian non-
financial firms. The study aims to contribute to the existing literature on this subject and
provide insights that can inform policymakers and practitioners in the field. By examining
the role of board attributes in shaping a firm’s financial leverage policy, the study seeks to
shed light on the factors that contribute to the efficient management of companies in the
Malaysian context.

2.2. Corporate Board Size and Financial Leverage

Jensen and Meckling (1976) have argued that in order to develop a theory of ownership
structure for a firm, it is important to consider three main factors: property rights, agency,
and finance. This theory helps to support the rights of the owner and determine the level
of employee empowerment within the firm. By taking these factors into account, it is
possible to understand the complex relationships that exist within a firm and how they can
be managed to achieve optimal outcomes. By definition, board attributes, such as board
size, board independence, board member tenure, and board diversity, are determined by
the organization’s scope (Yermack 1996). Furthermore, Boone et al. (2007) have noted that
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board size increases with the growth and expansion of companies. Previous studies have
shown mixed results regarding the relationship between board size and financial leverage.
On the one hand, Vitolla et al. (2019) found that a large board size harms financial leverage.
Companies with larger board sizes tend to have higher financial leverage than those with
smaller board sizes, suggesting that companies with larger board sizes are more likely to
pursue debt financing than equity financing (Jensen 1986). From this perspective, Zahra
and Pearce (1989) argued that larger corporate boards are more esteemed due to their vast
data, assets, and external relations. Thus, the following hypothesis is proposed.

H1. There is a positive association between corporate board size and a firm’s financial leverage.

2.3. Corporate Board Independence and Financial Leverage

Numerous studies have investigated the relationship between board independence
and financial leverage. Some studies have found that higher levels of board independence
are associated with lower levels of financial leverage, indicating that independent boards
are more cautious in taking on debt (Adams and Mehran 2003; Yermack 1996). However,
other studies have found no significant relationship between board independence and
financial leverage (Lins 2003; Vafeas 2003). These mixed findings may be due to differences
in sample size, industry, and measurement of board independence. In addition to board
independence, board size has also been examined in relation to financial leverage. Larger
boards have been found to be associated with higher levels of financial leverage, indicating
that larger boards may be more willing to take on debt (Vitolla et al. 2019; Boone et al. 2007).
However, other studies have found no significant relationship between board size and
financial leverage (Chang et al. 2014).

Board diversity, particularly gender diversity, has also emerged as an important factor
in the relationship between corporate boards and financial leverage. Some studies have
found that greater gender diversity on boards is associated with lower levels of financial
leverage (Carter et al. 2003; Faccio et al. 2016). However, other studies have found no
significant relationship between gender diversity and financial leverage (Randoy et al.
2006; Tahir et al. 2020a). Overall, while there is no clear consensus in the literature on the
relationship between corporate board attributes and financial leverage, there is evidence to
suggest that board independence may play a role in shaping a firm’s financial decisions.
Thus, the following hypothesis is proposed.

H2. There is a positive association between corporate board independence and a firm’s financial
leverage.

2.4. Corporate Board Tenure and Financial Leverage

Long tenure makes directors more sovereign and less vulnerable to top adminis-
tration burdens. Board director tenure within a company is associated with better ex-
pertise. Significant information about the organization and its business environment is
actively monitored, and a director with a long tenure can provide better observations. The
management-friendliness hypothesis proposes that long tenures make board members
bond better with the administration at the expense of shareholders (Vafeas 2003). Long
tenured board directors can also decrease intragroup communications, thus decreasing
the quality of choices and potentially pushing them to obtain higher leverage (Ben-Amar
et al. 2013). Furthermore, board directors with long tenures can be influenced by their own
opinions and arrangements, and their data could ultimately become a less appreciated
resource in the observing process. Abbas et al. (2018) have noted an association between
financial leverage and corporate board member tenure.

H3. There is a positive association between corporate board tenure and a firm’s financial leverage.
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2.5. Corporate Board Gender Diversity and Financial Leverage

The diversity of corporate boards plays an important role in financial policies, and
gender diversity has a certain association with performance. Carter et al. (2003) concluded
that further significant research has indicated that gender heterogeneity and performance
are not related (Randoy et al. 2006). The implication here is that women and minority
directors do not participate in the systems of associations between different leaders which
typically develop in their professional practices. The question then arises whether female
corporate board members would try to decrease a company’s financial leverage to reduce
financial risk, thus pointing to the negative impact of female membership on financial
leverage. However, previous studies (Chang et al. 2014) have demonstrated that the
number of companies in developed countries with low financial leverage increased with
the induction of female board members, and that this may push them to obtain higher
financial leverage. Thus, board diversity is related to financial leverage. Firms in emerging
economies, on the other hand, are usually more financially self-conscious than those
in developed economies. Board director diversity includes gender differences within a
corporate board. There is a growing belief that a gender-diverse corporate board would be
capable of advancing the effectiveness of the corporate board. In this regard, Norway was
the first country in the world to mandate that at least 40% of the members of a board of
directors must be women (Tahir et al. 2020b). Female directors are more likely to support
the firm’s management, employing their skills and knowledge in legal matters, HRM,
announcements, and public relationships more than their male counterparts (Zelechowski
and Bilimoria 2004). The promotion of board members to senior executive positions can
lead to the “glass ceiling effect,” which tends to hinder the advancement of women and
minority directors (Farrell and Hersch 2005; Hillman et al. 2002). Hillman et al. (2002)
provide evidence that the majority of female and minority directors come from non-business
backgrounds and rise to the top positions of directorship by demonstrating exceptional
professional and institutional competence. Hence, the following hypothesis is proposed.

H4. There is a positive association between corporate board gender diversity and a firm’s financial
leverage.

3. Materials and Methods
3.1. Sample Selection, Data Collection, and Variable Measurement

The key focus of this study is non-financial companies registered on BURSA Malaysia.
Financial firms are excluded from this research due to their unique structure and features.
Secondary sources were used for the collection of data, and these included both qualitative
and quantitative data that could be used for both descriptive and explanatory research
(Kervin 1999), i.e., primary data (Cooper and Schindler 2003). Secondary data refers to
data that already exist, such as available statistics, books, and internal reports kept by
companies (Veal 2005). In this study, the firms’ annual reports were the main source used
to gather corporate board attribute data. The annual reports were downloaded from either
the firms’ websites or from BURSA Malaysia’s official website. Unpublished annual reports
were collected manually from the companies by request. Ultimately, 7 years of annual
reports from 203 out of 796 possible firms were downloaded on the basis of the availability
of data from 2012 to 2018. Board attribute data were collected manually while financial
data were collected from Thomson Reuters DataStream. The data collection procedures
are summarized in Table 1. Additionally, the statistics for this research concern Malaysian
non-financial firms during the period 2012 to 2018.
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Table 1. Variable definitions and measurements.

Variable Definition and Measurement Reference

FLEV Total debt divided by total assets (Al-Najjar and Kilincarslan 2016;
Byoun et al. 2016)

B_SIZE Total number of directors serving on a
board

(Byoun et al. 2016; Pahi and
Yadav 2018)

B_IND Total number of independent board
members on a board

(Pahi and Yadav 2018; Byoun et al.
2016; Abor and Fiador 2013)

B_TEN Average job duration of board members
on a board (Byoun et al. 2016)

B_DIV
Number of female board members on a
board divided by the total number of

board members

(Byoun et al. 2016; Saeed and
Sameer 2017)

3.2. Model Specification

We utilized the following regression model to examine the relationships between
board size, board independence, board tenure, board diversity, and financial leverage:

FLEVijt = aijt +β1 B_SIZEijt + β2 B_INDijt + β3 B_TENijt + β4 B_DIVijt + eijt

(ijt: period and firm indicator; ε: error term).

4. Data Analysis
4.1. Descriptive Analysis

Table 2 presents the summary statistics of the model. The results indicate that
Malaysian non-financial firms exhibit a low level of financial leverage, with a mean of
16.07%. Some non-financial firms have also reported losses in their activities. In terms
of board size, Malaysian non-financial firms have comparatively smaller boards, with a
mean and standard deviation of almost 7.3384 (1.83) board members, which is less than the
average for Middle Eastern companies, where the mean is 11. The largest boards have a
maximum of 15 board members, while the smallest ones have 3 board members (Ghabayen
et al. 2018). All of the non-financial firms have adhered to the guidelines set by the Securities
Exchange Commission of Malaysia (SC) and the Malaysian Code of Corporate Governance
(MCCG), which recommend more than eight board members for large firms and at least
three directors for small firms.

Table 2. Summary statistics.

Obs Mean Ste. Dev Min Max

FLEV 1.421 0.1607 0.1463 0 0.786
B_SIZE 1.421 7.3384 1.8343 3 15
B_IND 1.421 44.5811 12.470 7.69 88.89
B_TEN 1.421 9.5171 4.8671 1 29.44
B_DIV 1.421 0.1086 0.1213 0 0.5712

Notes: B_SIZE denotes the number of board members on a board; B_IND denotes the number of independent
board members on a board; B_TEN denotes the tenure of board members on a board; B_DIV denotes the corporate
board gender diversity; FLEV denotes financial leverage.

Regarding board independence, Malaysian non-financial firms have a comparatively
large number of independent board members, with a mean and standard deviation of
almost 44.85 (12.47). All of the non-financial firms have complied with the SC guidelines
which recommend that more than 50% of board members for all kinds of firms should be
independent directors.

In terms of board tenure, the board members of Malaysian non-financial firms have
a comparatively high job tenure, with a mean and standard deviation of almost 9.52
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(4.86). Concerning board diversity, Malaysian non-financial firms exhibit good diversity,
but women are insufficiently represented as board members, with a mean and standard
deviation of almost 0.1086 (0.1213). All of the non-financial firms have followed the
guidelines set by the SC and MCCG, which recommend that the boards of large firms must
have at least 33% female board members.

4.2. Panel Data

Before running the models, we applied several diagnostic tests, including a normality
test. Normality refers to “the degree to which the distribution of sample data corresponds
to a normal distribution” (Hair et al. 2010). The normality of the data was assessed using a
Hausman test, where the probability of chi-squared was 0.5553. This suggests that the null
hypothesis cannot be rejected, and we can accept that the data are normal.

To test for heteroscedasticity, this study also used fixed and random effects. The tests
were effective in adjusting for heteroscedasticity. For the multicollinearity test, we used a
variance inflation test (VIF), in which the values of the included variables should be below
10 (Studenmund 2006). This study’s VIF was less than 1.59, indicating no multicollinearity
between the variables. Additionally, we used a correlation matrix. Dohoo et al. (1997)
argued that multicollinearity occurs at the 0.9 level or greater of a correlation coefficient, as
is demonstrated in Table 3 by Chen and Rothschild (2010). This study utilized fixed and
random effects to adjust for normality, as Table 4 shows.

Table 3. Correlation matrix.

1 2 3 4 5

1 FLEV 1
2 B_SIZE 0.0360 1
3 B_IND −0.0486 −0.3591 1
4 B_TEN −0.0119 −0.0124 −0.0844 1
5 B_DIV 0.0591 −0.0306 −0.0989 −0.0085 1

Notes: B_SIZE denotes the number of board members on a board; B_IND denotes the number of independent
board members on a board; B_TEN denotes the tenure of board members on a board; B_DIV denotes the corporate
board gender diversity; FLEV denotes financial leverage.

Table 4. Multivariate Analysis.

Model Pooled
(1)

Fixed Effect
(2)

Random Effect
(3)

Coef t Coef t Coef z

CONSTANT 0.4406 5.00 *** 0.2002 7.25 *** 0.0273 6.93 ***
B_SIZE −0.0242 −3.48 *** −0.0045 −1.85 ** −0.002 −1.42
B_IND −0.0014 −1.37 0.00001 0.04 −0.00002 −0.10
B_TEN 0.0061 2.50 *** −0.0015 −1.68 * −0.0013 −1.52
B_DIV 0.2342 2.38 *** 0.07047 2.13 ** 0.0696 2.25 **

R2 0.0182 0.0086 0.0084
Prob F *** ** *

Obs 1.421 1.421 1.421
Number G 203 203

Years Yes Yes
Notes: B_SIZE denotes the number of board members on a board; B_IND denotes the number of independent
board members on a board; B_TEN denotes the tenure of board members on a board; B_DIV denotes the corporate
board gender diversity; FLEV denotes financial leverage; ***, **, and * indicate that correlations among variables
are significant at the 0.01, 0.05, and 0.10 levels, respectively. ***, **, and * indicate significance at the 1, 5 and 10%
levels, respectively (two-tailed).

For the panel data, a Hausman test was used (see Table 5) to cover the missing values
and determine whether a fixed effect model or a random effect model would be more
suitable. The null hypothesis assumes that the unique errors are not correlated with the
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regressors. If the p-value is insignificant (Prob > Chi2 is more than 0.05), the null hypothesis
is accepted, and the random effect model is deemed more suitable. If the p-value is
significant, the null hypothesis is rejected and the hypothesis is accepted, indicating that
the unique errors are correlated with the regressors. Therefore, the random effect model is
appropriate. If the results of the Hausman specification test are significant, a fixed effects
should be used, and, according to Torres-Reyna (2007), the model should be checked for the
effects of the year. STATA 14.2 provides a command to check the effect of the time period.

Table 5. Hausman test.

(b) (B) (b-B) sqrt(diag(V_b-V_B))

Fixed Random Difference S.E.
B_SIZE −0.0045 −0.0031 −0.0013 0.0009
B_IND 0.00001 −0.00002 0.00003 0.00006
B_TEN −0.0015 −0.00127 −0.0002 0.0003
B_DIV 0.0696 0.0696 0.00079 0.0119

Notes: b = consistent under Ho and Ha; obtained from xtreg. B = inconsistent under Ha, efficient under Ho;
obtained from xtreg. Test: Ho: difference in coefficients not systematic. chi2(4) = (b − B)′[(V_b − V_B) ˆ (−1)]
(b-B) = 3.02. Prob > chi2 = 0.5553.

5. Results and Discussion

Effective boards should prioritize both the monitoring and counseling functions in
the firm. Thus, effective boards are expected to maintain financial leverage. In business
environments with concentrated ownership, such as in Malaysia and other emerging
economies, ownership can be a useful tool to align the interests of executives and principals,
as has been proposed by Barako et al. (2006). In other words, the ownership structure
may help to resolve the conflicts between executives and principals. However, conflicts
may shift from executives and principals to the majority and minority. Therefore, the
board of directors may be a better mechanism to align the interests of the majority and
minority shareholders. Boards are thus designed and structured to protect the interests
of stockholders (Jensen and Meckling 1976; Fama 1980; Hair et al. 1998). An effective
corporate board can set a firm’s agenda and plans in the best interest of the company. In
the case of Malaysian non-financial firms, the boards of moderate size were found to be
more effective in maintaining financial leverage, protecting the interests of all stakeholders,
and promoting the development of their company. The monitoring function can be efficient
if the board is realistic about the complexity of non-financial firms in emerging economies.

The results of the multivariate analysis are shown in Table 4. In models (1) and (2),
board size has a significant and negative impact on financial leverage, but in model (3), the
relationship is negative and statistically insignificant. Therefore, increases and decreases in
board size affect financial leverage. This leads to the general conclusion that the size of the
board of directors is effective in maintaining financial leverage in non-financial firms, an
observation which is consistent with previous findings (Vitolla et al. 2019; Chancharat et al.
2012; Jensen 1986).

In models (1) and (3), board independence has an insignificant and negative impact
on financial leverage, while in model (2), the relationship is positive and statistically
insignificant. Therefore, increases and decreases in board independence do not significantly
impact financial leverage. This leads to the general conclusion that the independence of
the directors on a board is ineffective in maintaining financial leverage in non-financial
firms registered on BURSA Malaysia, on observation which contradicts previous findings
(Michelon and Parbonetti 2012; Tahir et al. 2020a; Rouf 2011).

The board tenure has a statistically significant and mixed impact on financial leverage
in models (1) and (2), with a positive impact in model (1) and a negative impact in model
(2). However, in model (3), the impact is negative but statistically insignificant. Therefore,
increases and decreases in board tenure have a mixed impact on financial leverage. This
leads to the general conclusion that board tenure has a mixed influence on maintaining
financial leverage in non-financial firms registered on BURSA Malaysia, an observation
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which contradicts previous findings by Ben-Amar et al. (2013), but which agreed with the
findings of Vafeas (2003).

In models (1), (2), and (3), board diversity has a statistically significant and positive
impact on financial leverage. Therefore, increases and decreases in board diversity have
a significant impact on a firm’s financial leverage. This leads to the general conclusion
that board diversity is effective in maintaining financial leverage in non-financial firms
registered on BURSA Malaysia, an observation which is supported by previous findings by
Carter et al. (2003), Chang et al. (2014), Randoy et al. (2006), and Zahra and Stanton (1988).

6. Conclusions

This study was conducted in Malaysia with a focus on non-financial firms listed on
BURSA Malaysia. The main objectives of the study were to investigate the relationship
between board attributes (board size, board independence, board tenure, and board di-
versity) and financial leverage, as well as to determine the optimal board attributes for
BURSA Malaysian non-financial firms. The results of the panel data analysis showed a
statistically mixed relationship between board attributes and financial leverage, a result
which is consistent with previous studies in the field. Therefore, we divided board at-
tributes into different categories: board size, board independence, board tenure, and board
diversity. We found that board size has an optimal range that is neither too small nor
too large, and that maintaining a moderate board size is effective in maintaining financial
leverage. We also found that board independence has a mixed relationship with financial
leverage, with some models showing a negative relationship and others showing a positive
relationship. However, overall, the relationship was found to be statistically insignificant.
With respect to board tenure, the study found that an optimal tenure is neither too short
nor too long, and that a moderate tenure is effective in maintaining financial leverage. The
study also found that board diversity is effective in maintaining financial leverage, with
gender diverse boards being particularly effective. Overall, higher board diversity was
found to be beneficial in reducing conflicts of interest and making better decisions about
financial leverage.

These findings have implications for agency theory, which suggests that conflicts
can arise between agents and principals due to uncertainties, necessitating a balanced
financial leverage policy between management and owners. The study suggests that larger
boards, greater board independence, longer board tenure, and broader board diversity can
help effectively monitor and provide resources to non-financial firms, mitigating agency
problems and ensuring the welfare of diverse stakeholders. These findings are consistent
with prior research that has utilized agency theory to explain the relationship between
board attributes and financial leverage.

From a practical perspective, this study has implications for policymakers and practi-
tioners in the field. The Malaysian Code of Corporate Governance (MCCG) recommends
specific board attributes for non-financial firms, including a moderate number of directors,
a minimum of 50% board independence, and a minimum of 40% women on the board. Our
study suggests that these policies may need to be revised to address the high board tenure
in family-owned businesses in Malaysia.

Future research can explore the impact of director experience, CEO duality, board
member age and qualifications, and the moderating role of financial leverage on the
relationship between firm performance and board attributes. This study highlights the
importance of investigating the affiliation of board members with political parties, as this
can affect their decision-making and potentially introduce agency conflicts.

In conclusion, our findings have important implications for agency theory and prac-
tical implications for policymakers and practitioners. Our recommendations can inform
future research and policy decisions, highlighting the importance of board attributes in
maintaining financial leverage in non-financial firms.
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