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ABSTRACT 

Intellectual Capital is gaining prominence in a knowledge-based economy. This is because 
in this type of economy, firms’ value creation depends more on intangible assets, including 
intellectual capital, rather than tangible assets. Therefore, the current research emphasizes 
on intellectual capital disclosure and intellectual capital performance practices, taking into 
consideration Malaysian Financial Reporting Standards (MFRS) adoption and Malaysian 
Code of Corporate Governance (MCCG) amendment in 2012. The current study has four 
objectives: First, it systematically studies firm characteristics as determinants of intellectual 
capital disclosure using the meta-analysis technique. Secondly, it investigates the trends and 
determinants of intellectual capital disclosure, including the regulatory changes of 
Malaysian listed companies. Thirdly, it examines the association between intellectual capital 
disclosure and intellectual capital performance with firm market capitalisation in the 
Malaysian context. Finally, it tests the moderating effect of corporate governance on the 
association between intellectual capital disclosure and intellectual capital performance with 
firm market capitalisation in the Malaysian listed companies. The study gathered secondary 
data (published papers, DataStream and annual reports data for the years 2011, 2012 and 
2013). Meta-analysis technique was used to review intellectual capital disclosure 
determinants literature. The study developed a disclosure index to measure the extent of 
intellectual capital disclosure in the annual reports and another index to measure corporate 
governance. Then, Value Added Intellectual Coefficient was calculated to measure 
intellectual capital performance. The main statistical techniques, conducted in this study, 
are: descriptive statistics, univariate analysis (i.e. one way ANOVA) and multivariate 
analysis (i.e. panel data regression). Findings from the meta-analysis technique indicated 
that firm size, profitability and industry type are determinants of intellectual capital 
disclosure. Subsequently, results from the descriptive statistics revealed moderately high 
intellectual capital disclosure extent, although there was no significant improvement over 
the years 2011 to 2013. Moreover, Malaysian listed firms disclosed more human capital 
information compared to other categories of intellectual capital. The study’s regression 
results provide evidence that Malaysian Financial Reporting Standards and corporate 
governance are determinants of intellectual capital disclosure. However, neither intellectual 
capital disclosure nor intellectual capital performance were significantly associated with 
firm market capitalisation. This is because only Capital Employed Efficiency, a component 
of intellectual capital performance, was significantly associated with firm market 
capitalisation. Nevertheless, the study found that the association between intellectual capital 
performance with firm market capitalisation became significant only when it is moderated 
by corporate governance. This study is considered useful because the meta-analysis 
technique has summarized the literature and highlighted the determinants of intellectual 
capital disclosure for future reference of researchers. Then, the regression results have 
provided empirical evidence that the regulatory requirements of Malaysian Financial 
Reporting Standards and Malaysian Code of Corporate Governance, both have had a 
positive effect on intellectual capital disclosure. These findings indicate that regulators’ 
efforts have been worthwhile. Then, from the findings, a recommendation may be made to 
companies to invest more on structural capital as Capital Employed Efficiency influences 
firm value, however human capital is disclosed most in the annual reports of Malaysian 
companies. Finally, the findings provide empirical support for agency theory and the 
importance of corporate governance in enhancing intellectual capital performance’s effect 
on firm value. As Malaysia strives to become a developed nation and promotes a 
knowledge based economy more efforts should be directed toward increasing intellectual 
capital since the study’s findings revealed that intellectual capital performance does 
influence firm value, consequently the capital market, through a direct interaction with 
corporate governance.  



 

 

 

iii 

 
ABSTRACT IN ARABIC 

ONE WAY ANOVA

 



 

 

 

iv 

APPROVAL PAGE 

The dissertation of Chaabane Oussama Houssam Eddine has been approved by the 

following: 

 

 

 

__________________________________ 

Shamsul Nahar Abdullah 

Supervisor 

 

 

 

 

__________________________________ 

Fatima Abdul Hamid 

Co-Supervisor 

 

 

 

 

__________________________________ 

Nazli Anum Mohd. Ghazali 

Internal Examiner 

 

 

 

 

__________________________________ 

Mazlina Mat Zain  

External Examiner 

 

 

 

 

__________________________________ 

Ku Nor Izah Ku Ismail 

External Examiner 

 

 

 

__________________________________ 

Tunku Mohar Tunku Mohd.Mokhtar 

Chairperson 

  

https://www.linkedin.com/in/shamsul-nahar-abdullah-2a536634
http://www.iium.edu.my/staff-details?id=2424
http://www.iium.edu.my/staff-details?id=1361
https://www.researchgate.net/profile/Ku_Nor_Izah_Ku_Ismail


 

 

 

v 

DECLARATION 

I hereby declare that this dissertation is the result of my own investigation, except 

where otherwise stated. I also declare that it has not been previously or concurrently 

submitted as a whole for any other degrees at IIUM or other institutions.  

 

Chaabane Oussama Houssam Eddine 

 

 

 

Signature…………………....……….  Date …….………………. 



 

 

 

vi 

COPYRIGHT 

INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA 
 

 

DECLARATION OF COPYRIGHT AND AFFIRMATION OF 

FAIR USE OF UNPUBLISHED RESEARCH 
 

 

INTELLECTUAL CAPITAL, CORPORATE GOVERNANCE AND 

FIRM VALUE: PRE-AND POST-MALAYSIAN FINANCIAL 

REPORTING STANDARDS ADOPTION 
 

 

I declare that the copyright holder of this dissertation are jointly owned by the 

student and IIUM. 

 
Copyright © 2017 Chaabane Oussama Houssam Eddine and International Islamic University 

Malaysia. All rights reserved. 

 

No part of this unpublished research may be reproduced, stored in a retrieval system, 

or transmitted, in any form or by any means, electronic, mechanical, photocopying, 

recording or otherwise without prior written permission of the copyright holder 

except as provided below 

 

1. Any material contained in or derived from this unpublished research may 

be used by others in their writing with due acknowledgement. 

 

2. IIUM or its library will have the right to make and transmit copies (print 

or electronic) for institutional and academic purposes.  

 

3. The IIUM library will have the right to make, store in a retrieved system 

and supply copies of this unpublished research if requested by other 

universities and research libraries. 

 

By signing this form, I acknowledged that I have read and understand the IIUM 

Intellectual Property Right and Commercialization policy. 

 

 

 

 

Affirmed by Chaabane Oussama Houssam Eddine 

                             

 

 

                                                                                                         

       ……..……………………..                         ……………………….. 

                    Signature                                            Date      



 

 

 

vii 

DEDICATION 

 

 

 

 

 

 

 

 

My beloved father, beloved mother, beloved sisters, my lovely sisters, grandmother, 

all my teachers, especially Ousstadh Taki, Dr. Fatima, and the Ummah 

 



 

 

 

viii 

ACKNOWLEDGEMENTS 

In the name of Allah, the Most Compassionate and the Most Merciful.  

First and foremost, (Alhamdulillāh) all Praises be upon Allah, Lord of the 

Universe for all blessings that He has given His' creatures. And may His blessings, 

peace and favours descend in perpetuity on our beloved Prophet Muhammad (PBUH), 

who is mercy for all the words. Truthfully, without Allah's blessings, grace and 

guidince, this thesis could not have been written. 

 

I would like to express my sincere gratitude to my supervisor Assoc.Prof 

Fatima Abdul Hamid for her wisdom, patience, understanding, insight, knowledge, 

attention, kindness, encouragement and for always having time to provide guidance 

and monitoring throughout my PhD dissertation. Words alone cannot express my 

greatest appreciation and gratitude, InshaAllah, Allah will reward her abundantly. She 

was there during the crucial periods of my research and guided me until the 

completion of this dissertation. Her dedication and effort in supervising me are very 

much appreciated.  

 

I also want to thank Prof. Dr. Nazli Anum Mohd Ghazali and Assoc.Prof. Dr. 

Hafiz Majdi Bin Abdul Rashid for helping me and always have their doors open for 

consultation. Thank you for your time. Even though at times when you were busy, you 

always had time to help me. My gratitude also to Prof Dr. Maliah Bt. Sulaiman, who 

also always inspire me with smile of spirit at all times. Not forgetting the other 

lecturers and staff of the Department of Accounting at IIUM and my fellow 

classmates who were always there to give support and confidence to me, Prof. Dr. 

Abdul Rahim Bin Abdul Rahman, Prof. Dr.Nik Nazli Bt. Nik Ahmad, and Prof. Dr. 

Shahul Hameed Hj Mohamed. I would like to send my great thanks and prayer to the 

late Dr. Selamn. I am very grateful to be one of your students. You have broadened 

my perspective in life. I pray to Allah to bless all of you in this world and in the 

Hereafter.  

 

I also would like to express my sincere appreciation to my beloved brothers in 

the Economic PhD lab who were always there to give support and confidence to me 

along the journey.  

 

I am appreciative to numerous people who help in completing this work. This 

appreciation goes to Dr. Mahboub; Dr, Abdullah and Ghani, Abdelkader Laallam; the 

two Lotfis, Charaf Timssa7, Fatah, Abdselam, Azdine, Hakim.HT, Bitam.S and all my 

beloved brothers who either contributed by physical help or by praying. 

 

I would like to convey my highest appreciation to my beloved mother, brothers 

and sisters (Hadjer, Manel, Asma and Imen), my brother in law Ghafour and the new 

baby Assim for giving me everything sincere love and prayer. I am appreciative of 

their encouragement and support in my studies and for their sacrifices during my 

studying life. Not forgetting my Aunts Saliha, Rihab, Salima, Baldia, Samia and 

Naziha, as well as, Uncle Messouad and Djamel  



 

 

 

ix 

Last but not least, I would like to express my sincere appreciation to my future 

beloved father and mother in law who would for sure support me and encourage me. 

Also, I would like to convey my deepest appreciation to my future wife.  

 

Finally, if this modest effort is successful, it is by Allah’s grace and guidance 

and if it falls short of the readers' expectations, we can only pray and hope that Allah 

will forgive me. 

  



 

 

 

x 

TABLE OF CONTENTS 

Abstract ........................................................................................................................ ii 
Abstract in Arabic ........................................................................................................ iii 
Approval Page .............................................................................................................. iv 

Declaration ................................................................................................................... v 
Copyright ..................................................................................................................... vi 
Dedication .................................................................................................................... vii 
Acknowledgements ...................................................................................................... viii 
List of Tables ............................................................................................................... xiv 

List of Figures .............................................................................................................. xvi 
List of Abbreviation ..................................................................................................... xvii 

 

CHAPTER ONE: INTRODUCTION ...................................................................... 1 
1.1 Background ................................................................................................. 1 
1.2 Problem Statement ...................................................................................... 3 
1.3 Objectives of the Study ............................................................................... 6 

1.4 Research Questions ..................................................................................... 8 
1.5 Motivation of the Study .............................................................................. 8 

1.6 Significance of the Study ............................................................................ 11 
1.7 Organisation of the Chapters ...................................................................... 14 

 

CHAPTER TWO: LITERATURE REVIEW ......................................................... 16 
2.1 Introduction................................................................................................. 16 

2.2 Context of the Study ................................................................................... 17 
2.2.1 Brief Introduction to IFRS and MFRS .............................................. 17 

2.2.2 IFRS Adoption .................................................................................. 18 
2.2.3 Malaysian Code of Corporate Governance ....................................... 23 

2.3 Background on IC ....................................................................................... 24 
2.3.1 IC Classification ................................................................................ 25 

2.3.2 IC Measurement ................................................................................ 26 
2.4 Studies on IC Practices ............................................................................... 29 

2.4.1 Literature on ICD Practices ............................................................... 29 

2.4.2 Single Country ICD Trend and Extent Studies ................................. 31 
2.4.3 ICD Comparative Studies ................................................................. 33 

2.4.4 ICD Association Studies ................................................................... 36 
2.5 ICP Studies ................................................................................................. 40 

2.5.1 Studies on ICP Extent and Determinants .......................................... 43 
2.5.2 ICP Association with Firm Value and Performance ......................... 46 

2.5.3 Studies on Moderating Effects Variables Impact on ICP 

Association with Firm Performance ................................................. 50 
2.6 Gap in the Literature ................................................................................... 53 

2.7 Chapter Summary ....................................................................................... 56 

 

CHAPTER THREE: THEORETICAL FRAMEWORK ...................................... 57 
3.1 Introduction................................................................................................. 57 
3.2 The Theoretical Framework ....................................................................... 57 



 

 

 

xi 

3.2.1 Institutional Theory ........................................................................... 57 

3.2.2 The Agency Theory .......................................................................... 59 
3.2.3 The Resource-Based Theory ............................................................. 60 

3.3 Hypotheses Development ........................................................................... 61 
3.3.1 Development of hypothesis on trend of ICD .................................... 61 
3.3.2 Hypotheses Development of ICD Determinants ............................... 63 

3.3.2.1 MFRS.................................................................................... 63 
3.3.2.2 Corporate Governance .......................................................... 64 

3.3.3 Hypothesis Development on the Effect of ICD on Market 

Capitalisation .................................................................................... 65 
3.3.4 Hypotheses Development on ICP effect on Firms’ Market 

Capitalisation .................................................................................... 66 
3.3.5 Hypotheses Development on the Moderating Effect of 

Corporate Governance on the Association of IC with Firms’ 

Market Capitalisation ....................................................................... 69 

3.4 Chapter Summary ....................................................................................... 72 

 

CHAPTER FOUR: META-ANALYSIS TECHNIQUE REVIEW ....................... 74 
4.1 Introduction................................................................................................. 74 

4.2 Background on Meta-Analysis and IC Research ........................................ 74 
4.3 Prior ICD Determinates Studies ................................................................. 76 

4.3.1 Size .................................................................................................... 77 
4.3.2 Leverage ............................................................................................ 77 
4.3.3 Profitability ....................................................................................... 78 

4.3.4 Age .................................................................................................... 78 
4.3.5 Industry ............................................................................................. 79 

4.4 Meta-Analysis Technique ........................................................................... 80 
4.5 Methodology and Data Source ................................................................... 82 

4.6 Empirical Findings...................................................................................... 88 
4.6.1 Size .................................................................................................... 88 
4.6.2 Industry ............................................................................................. 90 

4.6.3 Age .................................................................................................... 90 

4.6.4 Leverage ............................................................................................ 91 
4.6.5 Profitability ....................................................................................... 92 

4.7 Chapter Summary ....................................................................................... 95 

 

CHAPTER FIVE: RESEARCH METHOD ............................................................ 96 
5.1 Introduction................................................................................................. 96 
5.2 Sample Selection ........................................................................................ 96 
5.3 Data Collection ........................................................................................... 102 
5.4 Variables Measurements ............................................................................. 102 

5.4.1 Measurement of the Dependent Variables ........................................ 102 

5.4.1.1 Content Analysis................................................................... 102 
5.4.1.2 Index Disclosure Development ............................................ 104 

5.4.1.3 Scoring .................................................................................. 106 
5.4.1.4 Measurement of Dependent Variable Market 

Capitalisation ........................................................................ 107 
5.4.2 Measurement of the Independent Variables ...................................... 107 

5.4.2.1 Corporate Governance Checklist .......................................... 107 



 

 

 

xii 

5.4.2.2 Measurement of MFRS Adoption ........................................ 108 

5.4.2.3 Measurement of VAIC ......................................................... 108 
5.4.3 Measurement of Control Variables ................................................... 111 

5.5 Models and Statistical Techniques ............................................................. 112 
5.5.1 Statistical Techniques ....................................................................... 112 
5.5.2 Reliability and Validity Test ............................................................. 112 

5.6 Univariate Analysis .................................................................................... 113 
5.6.1 One-Way ANOVA ............................................................................ 113 

5.7 Multivariate Analysis.................................................................................. 114 
5.7.1 Panel Data Regression Models ......................................................... 114 
5.7.2 Regression Model for ICD Determinants ......................................... 116 
5.7.3 Regression Model for the Effect of ICD on MCAP .......................... 116 
5.7.4 Regression Models for the Effect of VAIC on Firms MCAP ........... 117 

5.8 Chapter Summary ....................................................................................... 126 

 

CHAPTER SIX: RESULTS ANALYSIS ................................................................. 127 
6.1 Introduction................................................................................................. 127 
6.2 Descriptive Statistics .................................................................................. 127 
6.3 Trend of Intellectual Capital Disclosure ..................................................... 130 

6.3.1 Intellectual Capital Disclosure Type and Categories Trend ............. 130 
6.3.2 Extent of ICD Sub-Categories .......................................................... 133 

6.3.3 One Way ANOVA Test for ICD Extent ........................................... 137 
6.3.4 One Way ANOVA Test for ICD Attributes...................................... 138 

6.4 Bivariate Analysis ....................................................................................... 139 

6.4.1 Correlations among Independent, Intervening and Control 

Variables ........................................................................................... 139 

6.5 Panel Data Analysis .................................................................................... 143 
6.5.1 ICD Determinants Results ................................................................ 144 

6.5.1.1 Panel Data Analysis for ICD Determinants .......................... 144 
6.5.2 ICD Association with MCAP and Moderating Effect of CG on 

ICD Association with MCAP ........................................................... 147 

6.5.2.1 Panel Data Regression Results of ICD Association 

with MCAP and Moderating Effect of CG on ICD 

Association with MCAP ....................................................... 148 
6.5.3 VAIC Attributes Association with MCAP........................................ 152 

6.5.3.1 Panel Data Regression of VAIC Attributes 

Association with MCAP ....................................................... 153 

6.5.4 VAIC Association with MCAP and Moderating Effect of CG 

on VAIC Association with MCAP ................................................... 155 
6.5.4.1 Panel Data Analysis for VAIC Association with 

MCAP and Moderating Effect of CG on VAIC 

Association with MCAP ....................................................... 156 

6.6 Chapter Summary ....................................................................................... 160 

 

CHAPTER SEVEN: RESULTS DISCUSSION ...................................................... 161 
7.1 Discussions of Research Findings .............................................................. 161 
7.2 Discussion on ICD Extent Results .............................................................. 161 
7.3 Discussion on ICD Determinants ............................................................... 166 
7.4 Discussion of ICD Effect on Firms’ Market Capitalization ....................... 169 



 

 

 

xiii 

7.5 Discussion on CG Moderating Effect on ICD Association with 

MCAP ......................................................................................................... 171 
7.6 Discussion on VAIC Attributes and Its Association with MCAP .............. 172 

7.7 Discussion on the Association of VAIC with Firms’ MCAP ..................... 174 
7.8 Discussion of CG Moderating Effect on VAIC’s Association with 

Firms’ MCAP ............................................................................................. 174 
7.9 Discussion on MFRS and CG Results ........................................................ 177 
7.10 Chapter Summary ..................................................................................... 178 

 

CHAPTER EIGHT: CONCLUSION, LIMITATIONS, AND 

SUGGESTIONS FOR FUTURE RESEARCH ....................................................... 179 
8.1 Introduction................................................................................................. 179 
8.2 Summary of the Results .............................................................................. 180 

8.3 Research Implications ................................................................................. 185 
8.3.1 Practical Implications ........................................................................ 185 

8.3.2 Regulatory Implications .................................................................... 187 
8.3.3 Academic Implication ....................................................................... 188 
8.3.4 Theoretical Implication ..................................................................... 189 

8.4 Limitations and Suggestions for Future Research ...................................... 191 

8.5 Chapter Summary ....................................................................................... 194 

 

BIBLIOGRAPHY ...................................................................................................... 195 

 

APPENDIX 1:  LIST OF COMPANIES .............................................................. 218 
APPENDIX 2:  INTELLECTUAL CAPITAL INDEX DISCLOSURE ........... 224 
APPENDIX 3:  HECKLIST OF CORPORATE GOVERNANCE ................... 228 

APPENDIX 4:  DIAGNOSTIC TESTS ................................................................ 231 
APPENDIX 5:  SENSITIVITY ANALYSIS ........................................................ 233 

APPENDIX 6:  SENSITIVITY ANALYSIS (INCLUDING INDUSTRY 

TYPE AS CONTROL VARIABLE) ......................................... 235 

APPENDIX 7:  SENSITIVITY ANALYSIS (USING MV/BV RATION) ........ 238 
  



 

 

 

xiv 

LIST OF TABLES 

Table No.                   Page No. 

2.1  Approaches to IC measurement 27 

2.2  IC classification measuring methods 28 

4.1  Selection of Studies Related to Intellectual Capital Disclosure 

Determinants 84 

4.2  Descriptions of Intellectual Capital Disclosure Studies Used in 

Meta-analysis 85 

4.3  The Measurement of the Determinants Used in the Meta-

analysis 86 

4.4  The Results of Meta-Analysis for each Independent Variable 88 

4.5  The Results of Meta-Analysis for Size 89 

4.6  The Results of Meta-Analysis for Industry 90 

4.7  The Results of Meta-Analysis for Age 91 

4.8  The Results of Meta-Analysis for Leverage 92 

4.9  The Results of Meta-Analysis for Profitability 93 

5.1  Classification of Listed Companies 99 

5.2  Population Summary 100 

5.3  Sample and its Distribution Based on Sectors 101 

5.4  Models, Hypotheses and Test 123 

5.5  Variables Measurement and Data Source 124 

6.1  Descriptive Statistics for Dependent, Independent and Control 

Variables 128 

6.2  ICD Type and Categories Means 131 

6.3  Mean Disclosure of Sub-Categories of ICD Mandatory 

Attributes 133 

6.4  Mean Disclosure of Sub-Categories of ICD Voluntary 

Attributes 135 



 

 

 

xv 

6.5  One Way ANOVA for ICD Trend 138 

6.6  One Way ANOVA of ICD Categories Trend 139 

6.7  Correlation Analysis for ICD Determinants Model 139 

6.8  Correlation Analysis for ICDT effect on the MCAP model 140 

6.9  Correlation Analysis for VAIC Attributes Effect on the MCAP 

model 141 

6.10  Correlation Analysis for VAIC Effect on the MCAP model 142 

6.11  Fixed Effect Results of ICD Determinants 145 

6.12  Fixed Effect Results of the Effect of ICD on MCAP 149 

6.13  Fixed Effect Results of Firm’s Market Capitalization 

Association with Intellectual Capital Performance Attributes 154 

6.14  Fixed Effect Results of Firms’ Market Capitalization 

Association with Intellectual Capital Performance 156 

6.15  Summary of Study’s Hypotheses, Tests and Results 159 

8.1  Summary of Study’s Results 183 

 

  



 

 

 

xvi 

LIST OF FIGURES 

Figure No.                  Page No. 

3.1  Theoretical Framework 72 

3.2  Research Plan 73 

4.1  The Association between the Firm Characteristics and ICD 79 

5.1  Research Framework for ICD Determinants 119 

5.2  Research Framework of ICD Association with MCAP, and CG 

Moderating Effect on ICD association with MCAP 120 

5.3  Research Framework of VAIC and VAIC Attributes 

Association with MCAP and CG Moderating Effect on VAIC 

Association with MCAP 121 

5.4  Research Design 122 

 



 

 

 

xvii 

LIST OF ABBREVIATION 

AGE   Firm Age 

ANOVA  Analysis of Variance 

CEE   Capital Employed Efficiency 

CEO   Chief Executive Officer 

CG   Corporate Governance   

CGI   Corporate Governance Index   

CSR   Corporate Social Responsibility 

FASB   Financial Accounting Standards Board 

FRS   Financial Reporting Standards 

GCC   Gulf Cooperation Council  

HCE   Human Capital Efficiency 

IC   Intellectual Capital 

ICD   Intellectual Capital Disclosure 

ICDM   Intellectual capital Disclosure for Mandatory Items  

ICDT   Intellectual capital Disclosure for Total Items  

ICDT   Intellectual capital Disclosure for Voluntary Items  

ICP   Intellectual Capital Performance  

IFRS   International Financial Reporting Standards 

INDUSTRY  Industry Type 

IPO   Initial Public Offering 

LEV   Firm Leverage 

MASB   Malaysian Accounting Standards Boards 

MCAP   Market Capitalization 

MCCG   Malaysian Code on Corporate Governance 

MFRS   Malaysian Financial Reporting Standards 

MV   Market Value  

NACRA  National Annual Corporate Report Awards 

PLC   Public Listed Companies   

PROFIT  Profitability 

R&D   Research and Development    

ROA   Return on Assets 

ROE   Return on Equity 

RQ   Research Question 

SCE   Structure Capital Efficiency 

UK   United Kingdom 

USA   United State of America  

VA   Value Added 

VAICTM  Value Added Intellectual Coefficient 

VIF   Variance Inflation Factor 

 

 



 

 

 

1 

CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND  

One of the key aspects highlighting the importance of Intellectual Capital (IC) in 

companies is the switch from focusing on tangible to intangible capital in value 

creation (Abeysekera, 2006). Research argues that intangible assets have grown to 

become an essential factor in generating additional value and gaining competitive 

advantage. This is consistent with Lev and Daum (2004) who state that the percentage 

of intangible assets in organisations’ value has rapidly increased from 38% in 1982 to 

62% in 1992. Whereas, Kaplan and Norton (2004) stated that firms’ value from mid-

1990 to 1998 might be represented by more than 75% of intangible assets. This 

growth has drawn attention to the issue of intangible assets. In an emerging economy, 

Salamudin, Bakar, Ibrahim and Hassan (2010) found that intangible assets represent 

44% of Malaysian firms’ market value. These statistics indicate a shift in the focus of 

management from tangibles to intangibles.  

In this regard, an intangible asset can be defined as an asset without physical 

substance and is non-monetary in nature. Assets such as corporate intellectual 

property, goodwill, patents, and copyrights are classified as intangible assets. More 

importantly, a significant proportion of intangibles is intellectual capital (IC). Chen, 

Cheng and Hwang (2005) argued that firms’ financial statements no longer depend on 

material goods in explaining firm value, but on the creation of IC. IC has been defined 

from various perspectives. From the knowledge perspective, Riahi-Balkaoui (2003) 

defined IC as the unique and precious knowledge that belongs to the firm. Similarly, 

Wagiciengo and Belal (2012, p.111) mentioned that “IC refers to the resource base of 

http://www.emeraldinsight.com/doi/full/10.1108/00251740710773961
http://www.investopedia.com/terms/i/intellectualproperty.asp
http://www.investopedia.com/terms/i/intellectualproperty.asp
http://www.investopedia.com/terms/g/goodwill.asp
http://www.investopedia.com/terms/c/copyright.asp
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an organisation which relates to, inter alia, knowledge and skill set retained by the 

organisation”. Closely linked to the knowledge perspective, IC could also be 

considered from an intellectual perspective. Kamath (2007) defined IC as the product 

of human intellect. IC could also be defined from a firm value creation perspective. 

Alipour (2012, p. 54) defined IC, “as the group of knowledge assets that are owned 

and/or controlled by an organisation and most significantly drive organisation value 

creation mechanisms for targeted company key stakeholders”. In line with the value 

creation perspective, Rehman, Rehman, Usman and Asghar (2012) stated that IC 

draws a gap between firms’ market and book value, which is a measurement 

viewpoint. Thus, IC can be defined as the difference between the market and book 

value of a firm (Liu, Tseng and Yen, 2009). 

The intention to narrow the gap between firms’ market and book values has 

attracted more research on IC’s hidden value (Salamudin, Bakar, Ibrahim and Hassan, 

2010; Maditinos, Chatzoudes, Tsairidis and Theriou, 2011). Specifically, IC improves 

firms’ competency towards its competitors, strategic asset, provides a better 

competitive position in the global market and creates firm value. It also portrays a 

clearer view of a firms’ real value thereby improving the company’s financial 

performance (Mavridis and Kyrmizoglou, 2005; El-Bannany, 2013). In light of the 

above, Abeysekera (2006) opines that since IC is a vital part of intangible assets and 

creates firm value, companies are placing greater focus on IC. 

The intention to capture IC’s hidden value, motivated researchers, to focus on 

intellectual capital disclosure (ICD) and intellectual capital performance (ICP). In 

relation to the former, Ahmed Ousama, Fatima and Hafiz Majdi (2011) studied ICD’s 

impact on firms’ value. On the other hand, Firer and Williams (2003), Chen et al. 



 

 

 

3 

(2005), and Mehralian et al. (2012) investigated ICP, as measured by the impact of 

Value Added Intellectual Coefficient (VAIC) on firm value and performance.  

The present research examines the effects of ICD and ICP on firm value. The 

study focuses on the period where Malaysian firms adopted the Malaysian Financial 

Reporting Standards (MFRS), and the Malaysian Code of Corporate Governance 

(MCCG) was amended.  

 

1.2 PROBLEM STATEMENT  

IC is a crucial asset in the firm as it, directly and indirectly, influences firm value 

(Riahi-Balkaoui, 2003; Mavridis and Kyrmizoglou, 2005; Abeysekera, 2006; El-

Bannany, 2013). Regardless of IC’s significant influence on firm value, there is no 

agreement among researchers concerning its definition, measurement, determinants, 

and framework. This is perhaps due to its intangible nature, seemingly complex and 

subjective issues which make it hard to determine, especially issues related to ICD. 

This complexity resulted in prior studies studying the determinants that shape the 

presence of ICD in the firm using different methodologies (i.e. regression analysis and 

panel data analysis), samples, measurements, period and environment, all of which led 

to different results. These mixed findings present inconsistencies and contradictions 

that should be resolved prior to extend the literature further. This study attempts to 

integrate the results from prior studies by using the meta-analysis approach. Meta-

analysis will help the current study to collect and integrate the findings of the previous 

ICD determinants’ studies. The accumulation of prior ICD determinants’ studies 

permits the present research to set up a conclusion about the most effective ICD 

determinants. The technique permits the study to examine determinants not previously 

studied.  
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Since disclosure is important, reporting standards have been issued to enhance 

disclosure practices. Given that Malaysia is targeting to become a developed nation by 

2020, it has undergone developments of standards and strategies in line with 

globalisation, global market changes, and a knowledge-based economy. Specific 

initiatives have been employed to meet this target. The Malaysian government has 

also promulgated the idea of becoming a knowledge-based society and has 

incorporated this in its economic plan from 2001 to 2010 (Economic Planning Unit, 

2001). These initiatives would promote an awareness of IC amongst the corporate 

sector as well as the society.  In addition to the efforts of becoming a knowledge-

based economy, on 1 August 2008, the Malaysian Accounting Standards Board 

(MASB) declared its plan of full convergence to International Financial Reporting 

Standards (IFRS) by 1 January 2012
1
. This resulted in a shift from Financial 

Reporting Standards (FRS) to MFRS. The MFRS is equivalent to IFRS so that 

reporting practices align with international standards. Complying with the MFRS 

would enable Malaysian firms to enhance their competitive level to be at par with 

their international counterparts. Moreover, the Malaysian government initiated a code 

of corporate governance (CG) in the form of the MCCG in 2000. This code has been 

revised on 2007 (Securities Commission, 2007) to require more transparency and 

disclosure in companies as a whole, particularly in relation to corporate governance. 

In 2012 the MCCG witnessed further amendments. The 2012 MCCG’s aims to 

strengthen the board of directors and audit committees and the internal audit function 

and ensures that they discharge their responsibilities excellently. MCCG (2012) 

captures eight principles. The principles focus on the clear roles of the board, 

reinforce the effectiveness of independent directors, and ensure timely and high-

                                                 
1
 Malaysian Accounting Standards Board (MASB), http://www.masb.org.my/index.php?option= 

com_content&view=article&id=1431É 

http://www.masb.org.my/index.php?option=com_content&view=article&id=1431
http://www.masb.org.my/index.php?option=com_content&view=article&id=1431
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quality disclosure (Bhatt, 2016). In other words, the new version of the code 

emphasises on strengthening board structure and composition by identifying the duties 

of directors as responsible and active fiduciaries. Thus, it can be argued that the new 

2012 MCCG focuses more on CG effectiveness. These changes in the standards 

should have an effect on disclosure and figures in the financial statements, including 

those related to IC since an effective CG system provides better monitoring of 

disclosure practices. Furthermore, better CG mechanisms may effectively monitor ICP 

attributes as measured by VAIC (humane, structural and customer capital efficiency), 

effectively resulting in a positive influence of ICP on firm value. 

On the other hand, Boekestein (2006) argued that the inclusion of IC in the 

company and enhancing IC information in the firm contribute to a company’s 

competitive advantage, market value, and performance. Also, prior empirical studies 

found that IC practices have improved after standards adoption (Branco, Delgado, 

Sousa and Sa, 2011; Kim and Taylor, 2011; Haji and Mubaraq, 2012; Haji and Mohd 

Ghazali, 2012; 2013; Lia et al., 2013; Wang, 2013; Haji, 2015). Even though prior 

studies showed a significant impact of accounting standards on IC practices, none of 

these studies tested the joint impact of both MFRS and CG jointly on IC practices. 

Therefore, it is worthwhile to test whether this 2012 MFRS adoption and MCCG 

amendment in Malaysia result in increasing the ICD trend. It is also useful to examine 

whether the adoption of MFRS and amendment of MCCG in 2012 significantly 

influenced the extent of ICD. Moreover, companies and stakeholders are not 

convinced unless these efforts are reflected in firm value. Therefore, it is important to 

test whether adoption efforts and costs result in better reflection of IC on firm value.  

Finally, companies and stakeholders are concerned with the MCCG 

amendment and its association with IC practices on firm value. Kenann and Aggestam 
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(2001) stated that wisdom and expertise of corporate governance, mobilised 

efficiently, harmonise different IC components toward realising firms’ targets and 

values. Thus, it is worthwhile to test the extent to which MCCG influences IC towards 

better firm value. Furthermore, the MFRS adoption and MCCG amendments require 

better more disclosure quality and transparency, which reflect better disclosure 

practices. Thus, it is worthwhile, to test whether the shifts in new standards reflect in 

better ICD practices. 

  

1.3 OBJECTIVES OF THE STUDY 

The study investigates the effect of IC on firm value of Malaysian listed companies 

considering MFRS (2012) adoption
2
 and MCCG (2012) amendment for the years 

2011, 2012, and 2013.   

With respect to MFRS, the study focused only on MFRS 116: Property, Plant 

and Equipment; MFRS 119: Employee Benefits; MFRS 136: impairment of assets and 

MFRS 138: Intangible assets, as these standards contain requirements related to IC 

practices. In this regard, the mentioned standards can be related to ICD practices; 

where these standards requirements can be related to ICD categories (human capital, 

structural capital and external (customer) capital disclosure). This can be seen in the 

MFRS 119 requirements, which can be related to ICD items under human capital 

disclosure such as employee benefits. While, MFRS 136 and MFRS 138 can be 

related to items under both structural and customer capital disclosure such as other 

internally generated assets, joint venture, good will, and information about separately 

acquired intangible assets.  

                                                 
2
 The study focused on MFRS 116: Property, Plant and Equipment; MFRS 119: Employee Benefits; 

MFRS 136: impairment of assets and MFRS 138: Intangible assets, as these standards contains 

requirements related to IC practices. 
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Also, MFRS 116, MFRS 119, MFRS 136 and MFRS 138 are related to ICP by 

measurement ratios. Where, ICP is measured through value added to the intellectual 

capital coefficient (VAIC) method. VAIC is calculated through the total of three ratios 

namely; human capital efficiency (HCE), structural capital efficiency (SCE) and 

customer capital efficiency (CEE) (more details are provided in chapter five).  In this 

respect, HCE can be related to MFRS 119 since HCE measures the value added of the 

amount of money spent on human capital. SCE can be related to MFRS 119 since 

SCE measures firm value added by the amount of money spent on firms’ internal 

equipment. MFRS 119, MFRS 136 and MFRS 138 can be related to CEE measuring 

values since CEE is a ratio of (total assets-intangible assets) divided by (operating 

revenues –operating expenses). Thus, MFRS adoption may result in an efficient ICP 

measurement.  For this, the following five objectives were developed:  

 To examine firm characteristics (firms size, profitability, leverage, age and 

industry type) as determinants of ICD using the meta-analysis technique. 

 To investigate the extent and determinants (MFRS and CG) of ICD in the 

annual reports of Malaysian listed companies for the years 2011, 2012 and 

2013. 

 To examine the association between ICD and ICP with firm value in the 

annual reports of Malaysian listed companies. 

 To examine the moderating effect of corporate governance on the 

association between ICD and firm value in the annual reports of 

Malaysian listed companies. 

 To examine the moderating effect of corporate governance on the 

association between ICP and firm value in the annual reports of Malaysian 

listed companies. 


