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Abstract

Research aim: This study examines the interplay between revenue-expense matching, 
political connections, and firm investment efficiency within the Malaysian context. 
Design/ Methodology/ Approach: Drawing on the revenue-expense matching framework 
proposed by Dichev and Tang (2008), we construct a measure of matching quality and 
employ ordinary least squares (OLS) regression on a sample of 570 Malaysian publicly 
listed firms over the period 2000-2017 to investigate two key issues: (1) the extent to which 
matching quality influences investment efficiency, and (2) whether political connections 
moderate this relationship. 
Research finding: The empirical evidence indicates that stronger revenue-expense matching 
is positively associated with improved investment efficiency. However, this beneficial 
effect is significantly weakened in the presence of political ties. Further analyses suggest 
that this moderating influence is particularly pronounced among government-linked 
companies. Additionally, high-quality matching appears to reduce both overinvestment 
and underinvestment, although these advantages are markedly less evident in politically 
connected firms. 
Practitioner/Policy implication: While previous research has explored the intersection of 
financial reporting quality, political affiliations, and corporate investment, this study is 
among the first to empirically link revenue-expense matching with investment efficiency 
in the context of political embeddedness. The findings not only enhance understanding of 
how accounting quality and institutional structures interact to shape investment decisions 
in emerging markets, but also offer policy insights by highlighting the need for governance 
mechanisms that curb political influence and foster more efficient capital allocation. 
Research limitation: This study acknowledges limitations, including potential 
measurement issues, limited generalizability beyond Malaysia, and endogeneity concerns 
that future research could address using causal inference methods.
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1.	 Introduction

Malaysia, once tipped as the fifth Asian Tiger, held a significant position in 
the global economy during the 1990s.1 However, the rise of crony capitalism 
and widespread political corruption has led to a dramatic increase in 
accounting and financial scandals over recent decades (Tee et al., 2021; Tee 
& Rasiah, 2020). The deterioration in accounting information quality and 
its negative consequences for firms’ ability to make optimal investment 
decisions have garnered considerable interest from scholars, practitioners, 
and regulatory bodies (Bae et al., 2017; Gomariz & Ballesta, 2014). In 
this study, we pursue two interrelated lines of inquiry: first, whether the 
quality of revenue-expense matching enhances firm investment efficiency; 
and second, whether political connections attenuate this relationship by 
weakening the informational role of accounting.

The first research question examines whether revenue-expense matching 
is systematically related to firm investment efficiency. While previous studies 
have highlighted the impact of financial reporting quality on corporate 
investment decisions (Hou et al., 2016; Houcine, 2017; Li & Wang, 2010; 
Tahat et al., 2022; Verdi, 2006), empirical evidence on the specific role of 
revenue-expense matching in this context remains limited. To address 
this gap, we examine the extent to which cross-sectional differences in 
revenue-expense matching are associated with variations in firm investment 
efficiency. Matching refers to the accounting practice of contemporaneously 
recognising revenues and their corresponding expenses, resulting in a 
performance measure that more accurately reflects firms’ economic activities 
(Sivakumar & Waymire, 2003). Prior studies suggest that a high degree 
of revenue-expense matching can mitigate information asymmetries and 
reduce agency conflicts (Kim, 2018; Sunwoo et al., 2023). Consistent with 
information asymmetry theory, stronger matching reduces the informational 
gap between managers and external stakeholders, which in turn improves 
the credibility of reported performance and enhances firms’ capacity 
to channel resources into value-maximising projects (García Lara et al., 
2016). Furthermore, the revenue-expense relationship has been shown to 
explain both cross-sectional and temporal variation in earnings quality and 
persistence, which are critical factors influencing firms’ investment decisions 
(Dichev & Tang, 2009; Kim & Kim, 2021). These insights collectively 
underscore the relevance of revenue-expense matching as a determinant of 
investment efficiency. Building on this literature, we hypothesise that higher 
matching quality enhances investment efficiency. 
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The second research question explores whether political connections 
undermine the capacity of revenue-expense matching to enhance investment 
efficiency. Firms operating in markets characterised by institutional 
fragility, such as Malaysia, often depend on political affiliations to alleviate 
information asymmetries and obtain preferential access to financial and 
regulatory resources (Peranginangin et al., 2021; Tee, 2018; Wang et al., 2017). 
However, political connections may also introduce governance frictions. 
Managers in politically connected firms (PCFs) often face weaker external 
monitoring and may exploit these ties to pursue rent-seeking behaviours, 
including related-party transactions and self-dealing, thereby prioritising 
personal or political agendas over the interests of minority shareholders (Tee 
et al., 2021). Shielded from market discipline and bolstered by regulatory 
protections, PCFs often operate with reduced transparency and are more 
inclined to adopt opportunistic reporting practices to obscure earnings 
volatility (Bliss & Gul, 2012; Tee, 2020). Grounded in institutional theory, 
political connections can be viewed as deeply embedded structures within 
the business environment that shape organisational behaviour, sometimes 
in ways that conflict with efficiency-enhancing practices such as robust 
contemporaneous revenue-expense matching (DiMaggio & Powell, 1983; 
Phan et al., 2020). For instance, managers may accelerate revenue recognition 
or delay expense recognition to meet specific earnings targets. Accordingly, 
we posit that the positive effect of revenue-expense matching on investment 
efficiency is weakened in the presence of political connections. 

We select Malaysia as the empirical context of this study for three key 
reasons. First, political connections are deeply entrenched in Malaysian 
business practices and play a central role in shaping corporate outcomes 
(Gomez & Jomo, 1999). As discussed, these connections frequently substitute 
for transparency, resulting in lower earnings quality. Second, Malaysia ranks 
third globally on the most recent Crony Capitalism Index (The Economist, 
2023), reflecting the prominence and pervasiveness of PCFs within its 
economy. Third, the creation of government-linked companies (GLCs) 
under the New Economic Policy in 1969, which was initially intended to 
eradicate poverty, has inadvertently facilitated the development of political 
patronage networks and opportunities for cronyism (Gomez et al., 2017). 
Malaysian business leaders are often incentivised to maintain close ties with 
powerful politicians to secure favourable access to public resources (Wong 
& Hooy, 2018). Taken together, these features make Malaysia a compelling 
institutional setting to test our hypotheses, particularly given the richness of 
firm-level data on political connections. 

Drawing on Malaysian firm-level data, our analysis provides consistent 
evidence that stronger revenue-expense matching is positively linked to 
higher investment efficiency, suggesting that improved matching quality 
promotes more optimal investment decisions. However, this positive 
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association is substantially weakened among PCFs. The findings suggest that 
political affiliations impair the effectiveness of revenue-expense matching in 
promoting investment efficiency. When the sample is partitioned into GLCs 
and non-GLCs, the attenuation effect is evident only among GLCs, indicating 
that the moderating influence of political connections operates specifically 
within GLCs and is not observed among non-GLCs. This suggests that 
revenue-expense matching has a relatively limited influence on investment 
efficiency in non-GLCs. Additionally, when we replace investment efficiency 
with proxies for overinvestment and underinvestment, we observe that strong 
matching quality helps mitigate both types of inefficiency; however, these 
effects are weaker among PCFs. Finally, our findings are consistent across a 
range of robustness checks, including analyses that control for potential self-
selection bias related to the endogeneity of political connections, as well as 
tests that consider the statistical properties of the matching variable.

This study offers three key contributions to the literature at the nexus 
of accounting quality, political connections, and corporate investment. 
First, it advances the financial reporting literature by highlighting revenue-
expense matching as a foundational yet relatively overlooked dimension of 
earnings quality. We position matching quality as a distinct informational 
mechanism with direct implications for firms’ investment behaviour. While 
prior research has primarily examined broader constructs such as overall 
financial reporting quality (Gomariz & Ballesta, 2014; Houcine, 2017; Verdi, 
2006), accounting conservatism (García Lara et al., 2016), and composite 
measures of earnings quality (Tahat et al., 2022), our analysis isolates the 
firm-specific contemporaneity of revenues and expenses as a critical attribute 
of reporting precision and decision usefulness. Whereas earlier studies have 
largely focused on aggregate matching trends in developed economies using 
time-series analyses (Hyun & Cho, 2018; Jin et al., 2015; Srivastava, 2014), 
we shift the lens to firm-level variation in an emerging market context. In 
doing so, we complement recent Asian studies that have examined related 
aspects of earnings quality and investment efficiency, such as Li and Wang 
(2010), Chen et al. (2011), Hou et al. (2016), and Tahat et al. (2022), thus 
positioning Malaysia within a broader regional discourse on how accounting 
fundamentals support capital allocation. 

Second, we integrate this focus on revenue-expense matching with the 
literature on political connections, an institutional feature that is particularly 
salient in emerging markets. Although considerable work has examined how 
political ties affect firm performance, governance, and disclosure practices, 
few studies have investigated how such connections may influence the 
functionality of core accounting mechanisms. Our study situates revenue-
expense matching within this broader institutional context, offering a deeper 
understanding of how political embeddedness interacts with firm-level 
financial reporting behaviour.



Tan (2026) / Asian Journal of Accounting Perspectives

61

Third, by embedding our analysis within the Malaysian institutional 
landscape, this study advances the expanding stream of scholarly work 
that explores how the distinctive characteristics of emerging markets shape 
corporate financial behaviour. Malaysia offers a compelling empirical 
context, characterised by deeply entrenched political-business networks and 
a significant government presence in corporate ownership structures. By 
grounding our investigation in this environment, we address longstanding 
calls in the literature to move beyond the developed-market focus that 
dominates much of accounting and finance research, and to explore how 
foundational accounting constructs function within settings marked by 
institutional complexity and political entrenchment.

The remainder of the paper is structured as follows. Section 2 reviews 
the pertinent literature and sets out the study’s hypotheses. Section 3 details 
the research design and data sources. Section 4 presents the empirical results, 
and Section 5 concludes.

2.	 Literature Review

2.1	 Revenue-expense matching and firm investment efficiency

Within the neoclassical framework, firm investment decisions are guided 
exclusively by marginal Tobin’s Q, which serves as the primary determinant 
of capital allocation (Abel, 1983; Hayashi, 1982; Yoshikawa, 1980). 
Nevertheless, the relationship between corporate investments and cash 
flows is commonly attributed to capital market frictions, such as financing 
constraints. Prior research indicates that stock prices are influenced not 
just by fundamental corporate information but also by market trends and 
arbitrage fads (Fazzari et al., 1988). These external noises can diminish 
the ability of stock prices to guide optimal investment decisions. In fact, 
taxes, transaction costs, and other factors make the market imperfect in 
the real world. Although firms often experience either underinvestment 
or overinvestment, both of which affect investment efficiency, moral 
hazard and adverse selection remain the most critical underlying drivers of 
investment inefficiency (Stein, 2003). Grounded in information asymmetry 
theory, such inefficiencies emerge because unequal access to information 
enables managers either to engage in opportunistic projects that undermine 
shareholder interests (moral hazard) or to capitalise on private knowledge 
unavailable to outside investors (adverse selection), thereby distorting the 
allocation of capital.

Previous studies indicate that higher earnings quality serves as a crucial 
mechanism for enhancing investment efficiency (Chen et al., 2011; Gomariz 
& Ballesta, 2014; Tahat et al., 2022). In a recent paper, Kim and Kim (2021) 
argue that a key mechanism through which earnings quality influences 
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corporate investment decisions lies in the extent to which revenues and 
expenses are appropriately matched. The matching of revenues with their 
corresponding costs is a foundational accounting principle that underpins 
the accurate measurement of income and enhances the informativeness 
of financial reports (Dechow, 1994). This income statement perspective 
conceptualises periodic earnings as revenues minus the expenses appropriately 
matched to generate them. When revenues and expenses are well aligned, 
reported earnings gain credibility, and information asymmetry is reduced. 
Consequently, accrual-based information more faithfully captures firms’ 
underlying economic performance and provides a more reliable basis for 
assessing stock returns than cash flows, as it effectively addresses the timing 
concerns inherent in cash-based accounting (Sivakumar & Waymire, 2003). 

Revenue-expense matching influences corporate investment decisions 
through two primary mechanisms. First, high-quality matching helps 
alleviate information asymmetry among investors. Since investors typically 
gauge corporate value through projections of future cash flows, the 
alignment of revenues with their corresponding expenses reinforces the 
credibility and predictive utility of accounting earnings. This improved 
informational quality reduces uncertainty surrounding future outcomes and, 
in turn, lowers the risk associated with investment valuation (Kim, 2018). In 
mitigating adverse selection, precise matching discourages external capital 
providers from undervaluing securities, while in constraining moral hazard, 
it limits managerial discretion to divert resources into projects that privilege 
private benefits over shareholder value (Li & Wang, 2010). High-quality 
matching also diminishes the likelihood that investors will view issuing firms 
as low quality. Strengthening confidence in reported earnings enables more 
accurate assessments of firm value, reduces financing costs, and enhances 
capital allocation efficiency. More broadly, the heightened precision of 
financial signals associated with strong matching practices fosters market 
discipline and supports investment decisions that are both more rational and 
value-maximising (Dichev & Tang, 2008, 2009). 

Second, high matching quality can mitigate the agency conflict between 
managers and shareholders by reducing the informational advantages 
managers might otherwise exploit. The contemporaneous recognition of 
revenues and expenses functions as a monitoring mechanism, constraining 
opportunistic reporting practices and narrowing the scope for earnings 
manipulation (Dichev et al., 2013). For instance, Stubben (2010) finds that 
managers in firms with strong revenue-expense matching are less inclined 
to manipulate earnings by accelerating revenue recognition or deferring 
expenses to meet short-term performance targets. By reducing the room for 
earnings manipulation, revenue-expense matching supports the integrity of 
financial statements and orients managerial behaviour toward sustainable 
firm value growth. In doing so, it reduces informational frictions between 
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insiders and external capital providers, enhances the credibility of reported 
earnings, and complements governance mechanisms to strengthen the 
overall financial reporting system.

While direct empirical research on the link between revenue-expense 
matching and investment efficiency remains relatively scarce, related lines 
of inquiry provide preliminary evidence that high-quality accounting 
information functions as a critical mechanism for enhancing the efficiency 
of resource allocation in corporate investment (Hou et al., 2016; Verdi, 2006). 
This finding supports the expectation that high matching quality should 
enhance firm investment efficiency. Following this logic, Elaoud and Jarboui 
(2017) discovered that specialist auditors can improve a firm’s credibility 
by communicating forward-looking information about cash flows, thereby 
mitigating information asymmetries and agency costs. Houcine (2017) 
confirms that enhancing qualitative characteristics of accounting information 
improves firm investment decisions. Finally, Bilinski and Eames (2019) 
find that accurate revenue forecasts reduce the likelihood of opportunistic 
revenue manipulation, supporting the broader link between reporting 
quality and investment behaviour.

Drawing on the preceding discussion and grounded in theoretical 
reasoning, we propose the following hypothesis: 

H1:	 High revenue-expense matching improves firm investment efficiency.

2.2	 Do political connections matter?

Within the institutional context of Malaysia’s relationship-driven economy, 
where political ties often shape firm behaviour, the observed link between 
high-quality revenue-expense matching and investment efficiency raises 
an important question: To what extent does the impact of matching quality 
on investment efficiency differ between PCFs and those without such 
affiliations?

The answer likely lies in the institutional context that shapes financial 
reporting incentives. As financial reporting in different countries serves 
different economic functions, the quality of accounting information may 
vary substantially due to different market demands. For example, United 
Kingdom-based firms are more inclined to address the information 
asymmetry through an “insider access” model that facilitates closer 
engagement with key stakeholders, while Japanese and South Korean firms 
address it through the keiretsu and chaebol systems, respectively (Ball & 
Shivakumar, 2008; Wang et al., 2017). Contrastingly, Malaysian firms often 
rely on political connections to address information asymmetries, resulting 
in lower reporting quality (Tee, 2018; Tee et al., 2017). Phrased differently, 
the incentive to produce high-quality accounting information diminishes as 
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political affiliation intensifies, given that stronger political affiliations are 
often associated with increased engagement in earnings smoothing practices 
(Tee, 2020). Therefore, matching quality has a lesser impact on resolving 
information asymmetries in general and improving investment efficiency, 
particularly for PCFs, than for non-PCFs.

This dynamic is entrenched within the broader system of crony 
capitalism and political patronage, where firms derive substantial benefits 
from close ties to the government, often outweighing any associated costs 
(Shefter, 1977; Shleifer & Vishny, 1993, 1994). A key advantage for PCFs 
is regulatory protection by ruling elites, which insulates them from legal 
consequences and enforcement actions. Empirical evidence indicates that 
PCFs, across both advanced and emerging economies, often benefit from a 
reduced likelihood of legal prosecution and diminished regulatory oversight 
(Yu et al., 2015). Within Malaysia’s institutional setting, such political 
shelter enables PCFs to limit financial transparency and monitoring, which 
exacerbates moral hazard issues and undermines minority shareholders’ 
ability to seek legal redress (Tee, 2019). Faced with these conditions, PCFs 
have stronger incentives to maintain opaque financial reporting to suppress 
competition and evade social sanctions. This environment encourages 
managers to pursue rent-seeking through opportunistic financial reporting, 
further compromising accounting quality (Aney & Banerji, 2022). 

Institutional theory offers a compelling framework for analysing these 
phenomena, asserting that organisational behaviour, such as financial 
reporting practices, is shaped by the broader institutional environment 
comprising both formal structures and informal social norms (DiMaggio & 
Powell, 1983; Scott, 1987). For PCFs, entrenched patronage networks and 
regulatory leniency create institutional pressures that prioritise political 
conformity over transparency and market discipline (Nguyen et al., 2023; 
Phan et al., 2020). This results in weakened enforcement of disclosure 
standards and a tolerance for opportunistic managerial behaviours, such 
as earnings management and manipulation of revenue and expenses. 
Consequently, the institutional environment fosters information asymmetry 
and agency problems, as managers in PCFs face incentives aligned more 
closely with political objectives than with shareholder wealth maximisation. 

As highlighted earlier, when managers engage in opportunistic 
manipulation of revenues and expenses, both information asymmetries 
and agency conflicts are exacerbated. These issues are further compounded 
by institutional factors such as weak regulatory enforcement, entrenched 
political patronage, and limited protection for minority shareholders. 
In such environments, the lack of effective monitoring mechanisms and 
accountability diminishes the quality of revenue-expense matching. Guided 
by this theoretical reasoning, we advance our second hypothesis as follows:
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H2:	 Political connections weaken the positive effect of revenue-expense matching 	
	 on firm investment efficiency.

Figure 1: Conceptual Framework

 

 
3.	 Methodology

3.1	 Sample selection 

Financial statement data were obtained from the Refinitiv Eikon database, 
while information on political connections was manually extracted from 
firms’ annual reports available through the Bursa Malaysia database. The 
sample spans the period from 2000 to 2017.2 To compute the firm-level 
revenue-expense matching measure using a rolling-window estimation 
procedure, we require each firm to have at least seven consecutive years 
of historical financial data (Kim & Kim, 2021; Kim, 2018). For example, to 
estimate matching for firm-year 2007 (year t), data from 2000 to 2006 (years 
t-7 to t-1) are utilised. 

In keeping with established research (Bae et al., 2017; Ghazali et al., 2022; 
Ismail & Abdul Wahab, 2024), this study excludes firms in financial services 
and other highly regulated industries, along with observations containing 
missing data. Applying these selection criteria yields a final sample of 4,317 
firm-year observations spanning 570 publicly listed companies. To mitigate 
the influence of extreme outliers, all continuous variables are winsorised at 
the first and ninety-ninth percentiles.

3.2	 Measure of firm-level matching

To construct the firm-level measure of revenue-expense matching, we 
adopt the foundational model developed by Dichev and Tang (2008) and 
implement a rolling window estimation procedure as follows: 
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𝑅𝑅𝑅𝑅𝑅𝑅 denotes net revenue scaled by lagged total assets, while 𝐸𝐸𝐸𝐸𝐸𝐸 refers to total 
expenses, calculated as the difference between net revenue and earnings before 
extraordinary items, also scaled by lagged total assets. According to Dichev and 
Tang (2008), firms that achieve a high degree of revenue-expense matching should 
exhibit a strong contemporaneous correlation between revenues and expenses, 
ideally reflected in a coefficient of one on contemporaneous expenses. In contrast, 
expenses from prior and subsequent periods (that is, non-contemporaneous 
expenses) should not contribute additional explanatory power to the regression. 
In practice, unmatched expenses tend to behave like noise and often exhibit 
negative autocorrelation at the first lag. Thus, the regression captures the extent of 
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REV denotes net revenue scaled by lagged total assets, while EXP 
refers to total expenses, calculated as the difference between net revenue 
and earnings before extraordinary items, also scaled by lagged total assets. 
According to Dichev and Tang (2008), firms that achieve a high degree 
of revenue-expense matching should exhibit a strong contemporaneous 
correlation between revenues and expenses, ideally reflected in a coefficient 
of one on contemporaneous expenses. In contrast, expenses from prior 
and subsequent periods (that is, non-contemporaneous expenses) should 
not contribute additional explanatory power to the regression. In practice, 
unmatched expenses tend to behave like noise and often exhibit negative 
autocorrelation at the first lag. Thus, the regression captures the extent of 
expense alignment within the same reporting period, where significant 
coefficients on lagged or leading expenses indicate deviations from ideal 
matching.

Following the common practice (Kim & Kim, 2021; Kim, 2018), we 
compute the firm-level matching (MATCHING) using data from years t-7 
to t-1. Specifically, we estimate Equation (1) using a seven-year rolling 
window in three steps. First, we estimate an unrestricted version of Equation 
(1), allowing all coefficients to vary freely. Second, we estimate a restricted 
model by constraining the coefficients on both lagged and future expenses 
to zero. Third, we calculate the matching proxy as one minus the ratio of 
the R2 from the restricted model to the R2 from the unrestricted model 
(that is, 1 – 
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where 𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑡𝑡 represents firm investment, defined as the annual change in the value 
of fixed assets, long-term investments, and intangible assets, scaled by total assets. 
The residual term 𝜀𝜀𝑖𝑖,𝑡𝑡 captures the extent to which actual investment deviates from 
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such that higher values indicate greater efficiency. This transformation reflects the 
notion that smaller deviations from expected investment levels imply more 
efficient capital allocation (Cao et al., 2020; Gomariz & Ballesta, 2014). 
 
3.4. Measure of political connections  
The identification of PCFs in this study draws on well-established frameworks 
from the political economy and corporate governance literature, with particular 
emphasis on firm-level affiliations with political elites or ruling parties. Consistent 
with the seminal definition by Faccio (2006), a firm is considered politically 
connected if at least one controlling shareholder or senior executive, such as the 
chief executive officer, executive director, or board chair, maintains a direct or 
indirect relationship with political office holders, including cabinet members and 
elected officials. In the Malaysian context, where informal networks often exert 
influence comparable to formal roles, this definition is extended to encompass 
connections via immediate family members of politicians, or close personal 
relationships with political leaders. 
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where INVi,t represents firm investment, defined as the annual change in the 
value of fixed assets, long-term investments, and intangible assets, scaled 
by total assets. The residual term ε_(i,t) captures the extent to which actual 
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greater efficiency. This transformation reflects the notion that smaller 
deviations from expected investment levels imply more efficient capital 
allocation (Cao et al., 2020; Gomariz & Ballesta, 2014).

3.4	 Measure of political connections

The identification of PCFs in this study draws on well-established 
frameworks from the political economy and corporate governance literature, 
with particular emphasis on firm-level affiliations with political elites or 
ruling parties. Consistent with the seminal definition by Faccio (2006), a firm 
is considered politically connected if at least one controlling shareholder or 
senior executive, such as the chief executive officer, executive director, or 
board chair, maintains a direct or indirect relationship with political office 
holders, including cabinet members and elected officials. In the Malaysian 
context, where informal networks often exert influence comparable to formal 
roles, this definition is extended to encompass connections via immediate 
family members of politicians, or close personal relationships with political 
leaders.

This broader conceptualisation reflects the deeply embedded 
nature of patronage in Malaysia’s corporate landscape, a phenomenon 
comprehensively documented by Gomez and Jomo (1999). Their pioneering 
analysis illustrated how elite political-business networks shaped corporate 
access to public resources and regulatory advantages during the 1990s. 
Subsequent studies have expanded upon their work by constructing updated 
datasets of PCFs, with coverage extending through 2017, such as Fung et al. 
(2015), Tee et al. (2017), Wong and Hooy (2018), Peranginangin et al. (2021), 
and Tee et al. (2021b).

We incorporate updated lists of PCFs in Malaysia for our empirical 
analysis and employ a rigorous multi-source verification process to ensure 
classification reliability. Specifically, we cross-reference firm-level disclosures 
from annual reports, focusing on sections detailing substantial shareholders, 
board composition, and profiles of key senior management, with coverage 
from reputable local business media. Based on this approach, we construct 
a binary variable, PCF, coded as one if a firm is politically connected and 
zero otherwise.

3.5	 Regression models 

To empirically test our hypotheses, we employ ordinary least squares (OLS) 
regression analysis. Following established research on investment efficiency 
and revenue-expense matching (Bae et al., 2017; Biddle et al., 2009; Cheng 
et al., 2013; Cho & Choi, 2023; Ghazali et al., 2022; Khaw et al., 2023; Kim & 
Kim, 2021; Kim, 2018; Mortal et al., 2020), we control for a comprehensive 
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set of firm-specific characteristics known to influence investment behaviour. 
These controls include firm size, proxied by the natural logarithm of total 
assets (SIZE); firm age, measured as the natural logarithm of the number of 
years listed on the stock exchange (AGE); Tobin’s Q, approximated as the 
market value of equity scaled by total assets (Q); leverage, defined as the 
ratio of total liabilities to total assets (LEVERAGE); cash flow from operations 
scaled by total assets (CFO); firm performance, measured as return on 
assets (ROA); asset tangibility, proxied by the ratio of fixed assets to total 
assets (TANGIBILITY); the length of the operating cycle, measured as the 
natural logarithm of the firm’s operating cycle (OPER_CYCLE); the standard 
deviation of operating cash flows (σCFO); the proportion of years with 
negative earnings over the rolling window from year t–7 to t–1 (LOSS%); 
and audit quality, defined as an indicator variable equal to one if the firm 
was audited by a Big Four auditor (BIG4). 

To account for unobserved heterogeneity across industries and over 
time, industry and year fixed effects are included in all specifications. 
Following Petersen (2009), standard errors are clustered at the firm level to 
address potential serial correlation in the residuals. Hypotheses 1 and 2 are 
formally tested using the regression models specified in Equations (3) and 
(4), respectively. 
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4. Empirical Analysis 
 
4.1. Descriptive statistics  
 
Table 1 presents the descriptive statistics for the full sample. The mean value of 
investment efficiency (𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼) is -0.081, which is substantially lower than the 
benchmark observed in developed economies such as the United States, where the 
corresponding figure has been reported as approximately zero (Verdi, 2006). This 
outcome supports earlier research, suggesting that emerging markets, including 
Malaysia, are more susceptible to investment inefficiencies relative to their 
developed counterparts (Ismail & Abdul Wahab, 2024). The average value of 
𝑀𝑀𝐴𝐴𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 is -0.260, implying that roughly 26% of the explanatory power in the 
unrestricted model specified in Equation (1) is driven by non-contemporaneous 
expense components. The mean value of 𝑃𝑃𝑃𝑃𝑃𝑃 is 0.423, indicating that 42.3% of 
firm-year observations are classified as politically connected. This proportion 
exceeds the 10% to 12% typically reported in earlier studies, likely reflecting a 
broader and deepening involvement of the Malaysian government in corporate 
equity markets over the past decade (Bliss & Gul, 2012; Johnson & Mitton, 2003). 
 

Table 1: Descriptive statistics 
Variables Mean S.D. 5% 25% Median 75% 95% 
𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 -0.081 0.099 -0.290 -0.096 -0.050 -0.023 -0.004 
𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 -0.260 0.396 -0.412 -0.101 -0.026 -0.001 -0.001 
𝑃𝑃𝑃𝑃𝑃𝑃 0.423 0.500 0.000 0.000 0.000 1.000 1.000 
𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 5.673 0.603 4.805 5.231 5.615 6.052 6.841 
𝐴𝐴𝐴𝐴𝐴𝐴 1.366 0.236 0.954 1.204 1.362 1.556 1.708 
𝑄𝑄 0.579 0.722 0.113 0.246 0.497 0.707 0.864 
𝐶𝐶𝐶𝐶𝐶𝐶 0.048 0.834 -0.072 0.002 0.041 0.090 0.185 
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 0.413 0.195 0.129 0.275 0.401 0.531 0.738 
𝑅𝑅𝑅𝑅𝑅𝑅 0.053 0.086 -0.068 0.020 0.050 0.089 0.165 
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 0.370 0.212 0.036 0.211 0.356 0.519 0.739 
𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂_𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 2.038 0.302 1.606 1.848 1.992 2.186 2.635 
𝜎𝜎𝜎𝜎𝜎𝜎𝜎𝜎 0.059 0.036 0.017 0.034 0.052 0.075 0.130 
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿% 0.565 3.536 -2.135 0.212 0.748 1.151 3.493 
𝐵𝐵𝐵𝐵𝐵𝐵4 0.420 0.493 0.000 0.000 0.000 1.000 1.000 

Note. This table presents the descriptive statistics of all variables. The sample includes firm-year 
observations from fiscal years 2001 to 2017, where all control variables have non-missing values. 
 
4.2. Correlation  
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4.	 Empirical Analysis

4.1	 Descriptive statistics 

Table 1 presents the descriptive statistics for the full sample. The mean value 
of investment efficiency (INVEFF) is -0.081, which is substantially lower 
than the benchmark observed in developed economies such as the United 
States, where the corresponding figure has been reported as approximately 
zero (Verdi, 2006). This outcome supports earlier research, suggesting that 
emerging markets, including Malaysia, are more susceptible to investment 
inefficiencies relative to their developed counterparts (Ismail & Abdul 
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Wahab, 2024). The average value of MATCHING is -0.260, implying that 
roughly 26% of the explanatory power in the unrestricted model specified 
in Equation (1) is driven by non-contemporaneous expense components. The 
mean value of PCF is 0.423, indicating that 42.3% of firm-year observations 
are classified as politically connected. This proportion exceeds the 10% to 
12% typically reported in earlier studies, likely reflecting a broader and 
deepening involvement of the Malaysian government in corporate equity 
markets over the past decade (Bliss & Gul, 2012; Johnson & Mitton, 2003).

Table 1: Descriptive Statistics

Variables Mean S.D. 5% 25% Median 75% 95%

INVEFF -0.081 0.099 -0.290 -0.096 -0.050 -0.023 -0.004

MATCHING -0.260 0.396 -0.412 -0.101 -0.026 -0.001 -0.001

PCF 0.423 0.500 0.000 0.000 0.000 1.000 1.000

SIZE 5.673 0.603 4.805 5.231 5.615 6.052 6.841

AGE 1.366 0.236 0.954 1.204 1.362 1.556 1.708

Q 0.579 0.722 0.113 0.246 0.497 0.707 0.864

CFO 0.048 0.834 -0.072 0.002 0.041 0.090 0.185

LEVERAGE 0.413 0.195 0.129 0.275 0.401 0.531 0.738

ROA 0.053 0.086 -0.068 0.020 0.050 0.089 0.165

TANGIBILITY 0.370 0.212 0.036 0.211 0.356 0.519 0.739

OPER_CYCLE 2.038 0.302 1.606 1.848 1.992 2.186 2.635

σCFO 0.059 0.036 0.017 0.034 0.052 0.075 0.130

LOSS% 0.565 3.536 -2.135 0.212 0.748 1.151 3.493

BIG4 0.420 0.493 0.000 0.000 0.000 1.000 1.000

Note: This table presents the descriptive statistics of all variables. The sample includes firm-year 
observations from fiscal years 2001 to 2017, where all control variables have non-missing values.

4.2	 Correlation 

In Table 2, we observe that INVEFF is positively and significantly correlated 
with MATCHING, providing preliminary evidence that stronger revenue-
expense matching is associated with higher investment efficiency. INVEFF 
is also negatively and significantly correlated with PCF, suggesting that 
political connections are linked to lower investment efficiency. Collinearity 
diagnostics reveal that all variance inflation factors fall well below the 
conventional threshold of 10, indicating that multicollinearity is not a 
major concern for this analysis. Overall, the results suggest no material 
multicollinearity among the explanatory variables.
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4.3	 Main results

4.3.1	 Effect of Revenue-Expense Matching on Firm Investment Efficiency	

Model (1) of Table 3 presents our main findings for H1. The coefficient for 
MATCHING is positive and statistically significant at the 1% level, indicating 
that firms with stronger revenue-expense matching exhibit higher investment 
efficiency. This result supports H1. To assess the economic significance of 
this effect, we estimate the impact of a one-unit increase in MATCHING 
on the likelihood of improved firm investment efficiency. Specifically, a 
one-standard-deviation increase in MATCHING is associated with a 35.64 
basis point increase in INVEFF (=0.009*0.396). Given the sample average of 
INVEFF at -0.081, this corresponds to an approximate 4.40% improvement 
in firm investment efficiency. 

Regarding the control variables, the estimated coefficients largely align 
with patterns reported in previous studies (Ghazali et al., 2022; Ismail & 
Abdul Wahab, 2024; Khaw et al., 2023). Model (1) shows that the coefficient 
for AGE is significantly positive, revealing that older firms tend to exhibit 
greater investment efficiency, likely due to their accumulated investment 
experience and more stable access to internal funding (Benlemlih & 
Bitar, 2018). In contrast, the coefficients for SIZE, Q, LEVERAGE, ROA, 
TANGIBILITY and σCFO are all significantly negative. Larger and more 
profitable firms may be prone to overinvestment as a result of greater 
diversification opportunities and excess retained earnings (Khaw et al., 
2023). Meanwhile, high growth opportunities, leverage, asset tangibility, 
and cash flow volatility may constrain investment efficiency due to increased 
agency conflicts (for instance, between shareholders and debtholders) and 
heightened risk of financial distress (Chen et al., 2011; Myers, 1977). 

4.3.2	 Mitigating Effect of Political Connections	

Model (2) of Table 3 reports the results for H2. As expected, the coefficient 
for MATCHING remains positive and significant. Notably, the coefficient 
for PCF is negative and significant at the 5% level, suggesting that political 
connections impair firm investment efficiency. From an institutional 
standpoint, the findings indicate that PCFs operate within formal and 
informal frameworks, which influence managerial behaviour and frequently 
limit their ability to attain efficient investment outcomes. More importantly, 
the coefficient on the interaction term MATCHING × PCF is negative and 
significant at the 5% level, indicating that the positive effect of revenue-
expense matching on investment efficiency is weaker for PCFs than for 
non-PCFs. These findings imply that institutional pressures and embedded 
norms associated with political connections can constrain the effectiveness 



Revenue-Expense Matching, Political Connections and Firm Investment Efficiency 

72

Ta
bl

e 
3:

 R
ev

en
ue

-e
xp

en
se

 m
at

ch
in

g,
 P

ol
iti

ca
l C

on
ne

ct
io

ns
 a

nd
 C

or
po

ra
te

 In
ve

st
m

en
t E

ffi
ci

en
cy

M
od

el
 (1

)
M

od
el

 (2
)

M
od

el
 (3

)
M

od
el

 (4
)

M
od

el
 (3

) v
s.

 M
od

el
 (4

)
Fu

ll 
sa

m
pl

e
Fu

ll 
sa

m
pl

e
Sa

m
pl

e 
w

ith
 p

ol
iti

ca
l 

co
nn

ec
tio

ns
Sa

m
pl

e 
w

ith
ou

t p
ol

iti
ca

l 
co

nn
ec

tio
ns

D
if

f. 
in

 c
oe

f.

M
A

TC
H

IN
G

0.
00

9*
**

* (
0.

00
2)

0.
00

9*
**

 (0
.0

03
)

0.
00

5 
(0

.0
03

)
0.

00
9*

**
 (0

.0
02

)
-0

.0
01

 [0
.0

02
]

PC
F

-0
.0

02
**

* (
0.

00
4)

M
A

TC
H

IN
G

 ×
 P

CF
-0

.0
11

**
 (0

.0
07

)
SI

ZE
-0

.0
01

* (
0.

00
4)

-0
.0

02
 (0

.0
04

)
-0

.0
02

* (
0.

00
4)

-0
.0

03
 (0

.0
05

)
0.

00
1 

[0
.6

39
]

A
G

E
0.

02
0*

* (
0.

00
8)

0.
01

9*
* (

0.
00

8)
0.

03
0*

**
 (0

.0
10

)
0.

01
0 

(0
.0

10
)

0.
02

0 
[0

.0
06

]
Q

-0
.7

3*
 (0

.0
42

)
-0

.0
73

* (
0.

04
2)

-0
.0

43
* (

0.
03

8)
-0

.1
05

**
* (

0.
03

5)
0.

06
3 

[0
.0

23
]

CF
O

0.
02

8 
(0

.0
32

)
0.

02
8 

(0
.0

32
)

0.
04

1 
(0

.0
33

)
0.

01
5 

(0
.0

29
)

-0
.0

56
 [0

.4
55

]
LE

V
ER

A
G

E
-0

.0
17

* (
0.

01
1)

-0
.0

17
 (0

.0
11

)
-0

.0
12

* (
0.

01
2)

-0
.0

21
* (

0.
01

2)
0.

01
0 

[0
.3

42
]

RO
A

-0
.1

07
* (

0.
05

6)
-0

.1
00

 (0
.0

57
)

-0
.0

80
 (0

.0
31

)
-0

.1
30

* (
0.

02
9)

-0
.0

50
 [0

.1
63

]
TA

N
G

IB
IL

IT
Y

-0
.0

49
**

* (
0.

01
1)

-0
.0

49
**

* (
0.

01
1)

-0
.0

32
**

* (
0.

01
2)

-0
.0

62
**

* (
0.

01
1)

-0
.0

94
 [0

.0
08

]
O

PE
R_

CY
CL

E
-0

.0
02

 (0
.0

07
)

-0
.0

02
 (0

.0
07

)
-0

.0
04

 (0
.0

09
)

-0
.0

00
 (0

.0
09

)
-0

.0
04

 [0
.6

57
]

σC
FO

-0
.1

45
**

* (
0.

05
3)

-0
.1

44
**

* (
0.

05
3)

-0
.1

54
**

 (0
.0

65
)

-0
.1

38
**

 (0
.0

62
)

-0
.0

17
 [0

.0
45

]
LO

SS
%

0.
00

0 
(0

.0
00

)
0.

00
0 

(0
.0

00
)

0.
00

1 
(0

.0
01

)
0.

00
0 

(0
.0

01
)

0.
00

1 
[0

.2
62

]
BI

G
4

-0
.0

02
 (0

.0
05

)
-0

.0
03

 (0
.0

05
)

-0
.0

07
 (0

.0
05

)
0.

00
3 

(0
.0

05
)

-0
.0

10
 [0

.9
43

]
Co

ns
ta

nt
-0

.0
60

* (
0.

03
0)

-0
.0

56
* (

0.
03

1)
-0

.0
54

 (0
.0

37
)

-0
.0

35
 (0

.0
19

)
-0

.0
19

 [0
.5

87
]

Ye
ar

 F
E

🗸
🗸

🗸
🗸

🗸
In
du
st
ry
 F
E

🗸
🗸

🗸
🗸

🗸
O

bs
er

va
tio

ns
4,

31
7

4,
31

7
2,

06
6

2,
25

1
4,

31
7

A
dj

us
te

d 
R2

0.
06

4
0.

06
4

0.
06

1
0.

08
0

0.
06

2

N
ot

e:
 R

ob
us

t s
ta

nd
ar

d 
er

ro
rs

 a
re

 re
po

rte
d 

in
 p

ar
en

th
es

es
, w

hi
le

 p
-v

al
ue

s 
ar

e 
re

po
rte

d 
in

 s
qu

ar
e 

br
ac

ke
ts

. T
he

 s
up

er
sc

rip
ts

 *
, *

*,
 a

nd
 *

**
 d

en
ot

e 
si

gn
ifi

ca
nc

e 
at

 th
e 

co
nfi

de
nc

e 
le

ve
ls

 o
f 9

0%
, 9

5%
, a

nd
 9

9%
, r

es
pe

ct
iv

el
y.

 



Tan (2026) / Asian Journal of Accounting Perspectives

73

of revenue-expense matching in guiding optimal investment decisions, 
consistent with the expectations derived from institutional theory (Phan et 
al., 2020). Thus, these results provide robust support for H2.

To further explore H2, we divide the sample based on the presence 
of political connections and re-estimate Equation (3) for each subsample. 
By splitting the sample instead of relying on interaction terms, we allow 
the coefficients of all control variables to differ across the two groups 
(Armstrong et al., 2010). The results are reported in Models (3) and (4) 
of Table 3. In Model (3), the coefficient for MATCHING is positive but 
statistically insignificant, suggesting that revenue-expense matching does not 
significantly affect investment efficiency among PCFs. In contrast, Model (4) 
demonstrates a positive and highly significant coefficient on MATCHING at 
the 1% level for non-PCFs, indicating that better revenue-expense matching 
strongly enhances investment efficiency in this group.

The final column of Table 3 presents the differences in coefficients for 
each variable in Equation (3) between PCFs and non-PCFs. Consistent with 
H2, the difference in the MATCHING coefficient is significant at the 5% level, 
reinforcing the conclusion that the relationship between revenue-expense 
matching and investment efficiency is primarily driven by non-PCFs.

Collectively, the findings in Table 3 demonstrate that firms exhibiting 
stronger revenue-expense matching generally achieve higher levels of 
investment efficiency. However, this beneficial effect is substantially weaker 
among PCFs. The evidence suggests that the capacity of revenue-expense 
matching to improve investment efficiency is diminished in the presence of 
political connections.

4.4	 Further analysis 

4.4.1	 Effects of GLCs and Non-GLCs on the Effectiveness of Revenue-Expense Matching
 

Malaysia’s GLCs, much like state-owned enterprises (SOEs) in China, are 
often structured to advance the political objectives of ruling elites and 
are frequently tasked with broader policy responsibilities (Gomez et al., 
2017). Given the centralisation of both financial resources and regulatory 
authority within the government, GLCs often enjoy preferential access to 
government-distributed capital and benefits. At the same time, they are 
frequently insulated from competitive market pressures due to regulatory 
protections that diminish the disciplining effects of market forces. In 
contrast, connections between non-GLCs and political actors are generally 
more tenuous and less effective, given the limited political influence of their 
affiliated individuals (Wong & Hooy, 2018). These structural advantages 
create incentives for GLCs to engage in opportunistic behaviours such as 
aggressive tax planning, opaque financial disclosure, and reduced accounting 



Revenue-Expense Matching, Political Connections and Firm Investment Efficiency 

74

information quality, which can distort revenue-expense alignment and impair 
the informativeness of analyst forecasts (Tee et al., 2017). Recent studies 
(Ghazali et al., 2022; Phan et al., 2020) further demonstrate that GLCs are 
more likely to prioritise non-shareholder objectives, such as supporting socio-
economic policy goals, which in turn can undermine investment efficiency. 
Based on this theoretical and empirical foundation, we expect the adverse 
influence of political connections on the relationship between revenue-expense 
matching and firm investment efficiency to be more pronounced in GLCs than 
in non-GLCs. Specifically, we hypothesise that the observed detrimental effects 
of political connections are primarily driven by GLCs.

To empirically examine this prediction, we partition the sample into 
GLCs and non-GLCs. Table 4 reports the results. Models (1)-(3) and (4)-(6) 
present the findings for GLCs and non-GLCs, respectively. Consistent with 
the earlier analysis in Table 3, the coefficient for MATCHING is positive 
and statistically significant across all model specifications, reaffirming the 
positive association between revenue-expense matching and investment 
efficiency. Crucially, Model (3) reveals that the interaction term MATCHING 
× PCF is negative and significant for GLCs, whereas Model (6) shows that the 
corresponding coefficient is insignificant for non-GLCs. These results suggest 
that the dampening effect of political connections on the efficiency benefits of 
revenue-expense matching are primarily attributable to GLCs. The findings 
imply that GLC managers may be more inclined to obscure the diversion or 
misallocation of resources through income-smoothing strategies embedded 
in less transparent reporting practices. Consequently, poor matching 
quality among GLCs exerts a stronger influence in undermining investment 
efficiency relative to their non-GLC counterparts.

4.4.2	 Over vs. Underinvestment	

H1 posits that high matching quality is positively associated with greater 
firm investment efficiency. Extending this logic, we further contend that 
strong revenue-expense matching can mitigate value-distorting behaviours 
related to both overinvestment and underinvestment. To explore this issue, 
we categorise firms based on the residual values from Equation (2): positive 
residuals indicate overinvestment (OVERINV), while negative residuals 
indicate underinvestment (UNDERINV). Using these subsamples, we 
re-estimate Equations (3) and (4), replacing INVEFF with OVERINV and 
UNDERINV, respectively.

Table 5 reports the findings. Panel A reports results for overinvestment, 
and Panel B for underinvestment. In Panel A, Model (1) shows that the 
coefficient for MATCHING is negative and significant, suggesting that 
higher matching quality helps reduce overinvestment. Model (3) reveals a 
significant negative relationship between revenue-expense matching and 
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overinvestment for non-PCFs, while Model (2) shows no such relationship 
for PCFs. Consistent with this pattern, Model (4) confirms that the mitigating 
effect of revenue-expense matching on overinvestment is significantly 
weaker for PCFs. In Panel B, we obtain similar direct effects of MATCHING 
on underinvestment, in which revenue-expense matching mitigates 
underinvestment, but no evidence for PCFs. 

To further investigate whether these patterns vary by ownership 
structure, we split the sample into GLCs and non-GLCs and re-estimate 
Equation (4) using OVERINV and UNDERINV as dependent variables. In 
Panel A, Models (5) and (6) show that the interaction term MATCHING 
× PCF is significantly positive for GLCs and statistically insignificant for 
non-GLCs. By contrast, Panel B reports no significant interaction effects for 
underinvestment in either subgroup.

The results from the interaction analyses can be synthesised into three 
key observations. First, the weakening effect of political connections on 
the association between revenue-expense matching and overinvestment is 
predominantly concentrated among GLCs, with little evidence of a similar 
pattern in non-GLCs. Second, GLCs appear to intensify overinvestment 
tendencies, suggesting that the adverse influence of political ties on the 
matching–investment efficiency nexus is primarily driven by distortions 
in overinvestment behaviour. Third, political connections do not 
materially affect the association between revenue-expense matching and 
underinvestment, indicating an asymmetrical moderating effect. 

4.5	 Robustness checks 

4.5.1	 Political Connections and Endogeneity
	

To empirically address potential self-selection bias, we adopt the propensity 
score matching (PSM) approach introduced by Rosenbaum and Rubin (1983), 
employing the nearest-neighbour matching technique to pair PCFs in the 
treatment group with comparable non-PCFs in the control group. According 
to Bliss and Gul (2012), Boubakri et al. (2012), Tee (2019) and Tee et al. 
(2022), propensity scores are estimated based on firm-specific characteristics 
associated with the 

likelihood of political affiliation, including SIZE, LEVERAGE, ROA, 
and BIG4. Table 6, Panel A reports the mean differences of the covariates 
across 992 matched pairs. The absence of statistically significant differences 
between the treatment and control groups suggests that the covariates are 
well balanced post-matching. Using the matched sample, we then re-estimate 
the specifications outlined in Equations (3) and (4). As reported in Panel B of 
Table 6, the main findings remain robust and statistically significant, further 
supporting the validity of our results.



Revenue-Expense Matching, Political Connections and Firm Investment Efficiency 

78

Table 6: Propensity-score Matching

SIZE LEVERAGE ROA BIG4
Panel A: Descriptive statistics of 992 pairs of PCFS and non-PCFs
PCFs 5.701 0.424 0.061 0.466
Non-PCFs 5.664 0.408 0.048 0.375
Diff. 0.037 0.016 0.013 0.091
p-value 0.237 0.992 0.533 0.204

Model (1) Model (2) Model (3) Model (4)
Full sample Full sample Subsample 

with political 
connections

Subsample 
without 
political 

connections
Panel B: The impact of revenue-expense matching and political connections on firm investment 
efficiency
MATCHING 0.002*** (0.001) 0.001*** (0.002) 0.001 (0.000) 0.001*** (0.001)
PCF -0.002*** (0.005)
MATCHING × PCF -0.007** (0.008)
Constant -0.031 (0.039) -0.031 (0.039) -0.086 (0.045) 0.026* (0.064)
Control variables 🗸 🗸 🗸 🗸
Year FE 🗸 🗸 🗸 🗸
Industry FE 🗸 🗸 🗸 🗸
Observations 1,984 1,984 992 992
Adjusted R2 0.074 0.074 0.088 0.097

Note: Robust standard errors are reported in parentheses. The superscripts *, **, and *** denote 
significance at the confidence levels of 90%, 95%, and 99%, respectively.

4.5.2	 Alternative Proxy for Firm-Level Matching

As our continuous variable for the matching proxy remains highly skewed 
even after winsorisation (see Table 1), we follow Sunwoo et al. (2023) by 
employing the coefficient on current-period expense (β2) in Equation (1) as an 
alternative proxy for firm-level matching (MATCHING2). We repeat the tests 
from Table 3 and find that the results reported in Table 7 are qualitatively 
similar.
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Table 7: Alternative Proxy for Matching

Model (1) Model (2) Model (3) Model (4)
Full sample Full sample Subsample 

with political 
connections

Subsample 
without 
political 

connections
MATCHING2 0.047*** (0.041) 0.043*** (0.40) 0.006 (0.001) 0.050*** (0.047)
PCF -0.064** (0.052)
MATCHING2 × PCF -0.132* (0.145)
Constant -0.083* (0.060) -0.078* (0.061) -0.35 (0.037) -0.063 (0.052)
Control variables 🗸 🗸 🗸 🗸
Year FE 🗸 🗸 🗸 🗸
Industry FE 🗸 🗸 🗸 🗸
Observations 4,317 4,317 2,066 2,251
Adjusted R2 0.063 0.063 0.064 0.076

Note: Robust standard errors are reported in parentheses. The superscripts *, **, and *** denote 
significance at the confidence levels of 90%, 95%, and 99%, respectively.

5.	 Conclusion

This study examines the interrelationship between revenue-expense 
matching, political connections, and firm investment efficiency within the 
institutional setting of Malaysia, a relationship-based economy characterised 
by persistent political entanglement in corporate affairs. Our empirical 
evidence indicates that firms with stronger revenue-expense matching tend 
to achieve higher investment efficiency, lending support to the notion that 
rigorous accounting practices improve resource allocation. Importantly, 
the positive impact of matching quality is significantly stronger among 
firms without political ties, suggesting that political connections dampen 
the informational benefits of revenue-expense alignment. Further analysis 
indicates that this heterogeneity is largely driven by GLCs, where political 
considerations appear to distort internal capital allocation. In addition, we 
find that strong revenue-expense matching curbs both underinvestment 
and overinvestment behaviours, though these benefits are substantially 
diminished in the presence of political affiliations.

These results offer several important practical implications. First, 
investors may view revenue-expense matching quality as a credible signal 
of financial discipline and operational transparency. Nonetheless, they 
should exercise additional diligence when interpreting financial information 
from PCFs, as political affiliations may influence managerial decisions 
and shape the economic interpretation of reported figures, even when 
financial statements are independently audited. Investors are also advised 
to integrate governance assessments into their analysis of GLCs to ensure 
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robust oversight and accountability. Second, regulators should prioritise 
strengthening disclosure requirements and market governance mechanisms 
for PCFs to curtail opportunistic behaviour and reinforce investor confidence. 
A combined approach of tightening disclosure rules and reducing political 
interference may help diminish firms’ incentives to cultivate politically 
motivated alliances. Lastly, for policymakers, reforming the governance 
architecture of GLCs through merit-based board appointments, as practised 
in jurisdictions such as Singapore, could enhance managerial accountability 
and reduce politically motivated capital misallocation (Gomez et al., 2017).

Notwithstanding its contributions, this study acknowledges several 
inherent limitations. First, consistent with previous studies, our proxies 
for revenue-expense matching and investment efficiency are inherently 
imperfect and may not capture all relevant dimensions with the same level 
of granularity observed in United States–based datasets. Second, while 
Malaysia offers a rich institutional setting for studying political connections, 
the generalisability of our results to other emerging or developed economies 
may be limited by differences in legal enforcement, investor protection, and 
governance norms. Third, the political context in Malaysia during our study 
period (2000–2017) was relatively stable, which may have amplified the 
observed effects of political connections. The 2018 regime change, marking 
a historic shift in political power, underscores that such institutional stability 
is not permanent. Consequently, the applicability of our findings to periods 
of political volatility remains uncertain. Fourth, and more critically, we 
acknowledge potential endogeneity concerns. For instance, the degree of 
revenue-expense alignment and the existence of political connections may 
be simultaneously shaped by unobserved firm-level characteristics, such as 
managerial competence or political lobbying capacity, which may also exert 
a direct influence on investment efficiency. Although our research design 
attempts to mitigate such concerns through robustness checks and fixed 
effects, future studies may consider using quasi-experimental methods or 
instrumental variable approaches to better isolate causal effects.

Taken together, these findings advance the growing body of research 
at the nexus of revenue-expense matching quality, political economy, and 
corporate investment behaviour. By illustrating how institutional structures 
influence the effectiveness of internal information systems, this study 
provides a more nuanced perspective on the mechanisms through which 
political affiliations can erode financial transparency and compromise 
investment efficiency. Future research could investigate the impact of 
political regime changes to evaluate how power shifts affect the moderating 
role of political connections. Additionally, cross-country comparisons or 
investigations of firm-level governance reforms may offer further insights 
and deepen our understanding of these dynamics across diverse institutional 
settings.
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Notes

1	 Malaysia is widely regarded as one of Southeast Asia’s emerging 
“Tiger Cub” economies, a term denoting its ambition to replicate the 
export-led industrialisation and technological advancement strategies 
successfully executed by the original Asian Tigers. These aspirations 
reflect a broader national development agenda centred on global 
integration, manufacturing dynamism, and innovation-driven growth 
(Hale, 2023).

2	 The year 2017 was selected as the terminal point for our analysis 
due to a significant structural shift in Malaysia’s political landscape 
following the 14th General Election. The unprecedented regime change 
introduced institutional and constitutional uncertainties that likely 
disrupted pre-existing political-business alliances. Many previously 
connected firms may have experienced a severance of ties with political 
elites, while newly empowered actors forged alternative networks of 
influence under the new administration. Given these complexities, 
extending the sample beyond 2017 could compromise the internal 
validity of our political connection classification and introduce noise 
into the empirical analysis.
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