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Abstract: Malaysian Government–linked Companies (GLCs) are part of the government policies in developing the 

nation. Due to GLCs role and significant presence in the market, issues on GLCs and Non-GLCs financial 

performance is often a question mark. Hence, the current study aims to contribute to the body of knowledge on the 

factors that have an impact on GLCs performance, in comparison with Non-GLCs. Specifically, the present study 

analyzed the factors that have different impact on the financial performance of GLCs and Non-GLCs such as 

GLCs social obligations, corporate governance, and market structure. Based on the matched sample of 39 GLCs 

and 39 Non-GLCs listed on the Main Board of the Bursa Malaysia over a 5-years period of 2011 to 2015, this study 

found that there is no significant difference in financial performance measures (ROA and ROE) between these two 

groups of companies. This study concluded that despite the GLCs social obligations that negatively affected its 

financial performance, there is no significant difference in the financial performance between these two groups of 

companies due to the crowd out of private investment (Non-GLCs) in the market that positively affected the 

financial performance of GLCs. 

Keywords: GLCs, social obligation, corporate governance, private investment, crowding out. 

1. INTRODUCTION 

Malaysia high economic growth in the 1980s and early 1990s is due to its political stability that resulted from an active 

government role in ensuring the harmonization among races in this multi-racial country. The government role includes the 

introduction of the New Economic Policy, with the aim of resolving the issues of development and social concerns. 

Through this policy, few public corporations were established, and these entities are currently known as Government-

linked companies (GLCs), which is defined by the government as ―business entities that the government has a controlling 

stake‖  (Ministry of Finance (MOF), 2007). The Asian Financial Crisis (AFC) 1997/1997 has severely hit GLCs 

performance. Therefore, the government has introduced a ten-year GLCs transformation program from 2004 to 2015 in a 

bid to improve its governance, performance, and competitiveness. After the program, GLCs is expected to perform 

beyond the economic and financial benefits to shareholders, including to benefits all stakeholders and contribute to 

Malaysia‘s future. While the initial set up of these GLCs was to support countries development and social concern, in 

recent times, its presence in the market is significant. As at December 2015, 17 largest GLCs have a market capitalization 

of USD 125 billion (Putrajaya Committee in GLC High Performance (PCG), 2015). GLCs are presence in almost all 

industries, and some GLCs are dominant in the industries and crowd out private investment in Malaysia (Menon and Ng, 

2013; The National Economic Advisory Council (NEAC), 2010). The private investment remains sluggish since the AFC. 

Therefore in 2010, the government launched the New Economic Model among others to reenergize the private investment 

and rationalize the government role in business (NEAC, 2010). Therefore, the primary purpose of this study is to analyze 

the factors that led to the difference/similarities in the financial performance between GLCs and non-GLCs. The first 

objective is to investigate factors such as social obligations, corporate governance and market structure that are related to 

the performance of Malaysian GLCs and non-GLCs. Then, the second objective is to assess any difference/similarities in 

the financial performance between GLCs and non-GLCs.  
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Research problem on the GLCs social obligation and crowding out involves a content analysis on government reports and 

other sources of information to reaffirm GLCs social duties and the crowding out of private investment that has an impact 

on the market structure. Then, by using data on listed GLCs and non-GLCs from 2011 to 2015, this study conducted an 

empirical analysis to see the difference in the financial performance of GLCs and non-GLCs and finally made a 

conclusion. Limited research on the factors that has an impact on the difference or similarities in the financial 

performance of GLCs and Non-GLCs is the motivation for this study. Previous researchers studied on SOEs/GLCs 

financial performance, in comparison with the private sector (Ab Razak, Ahmad and Joher, 2011; Najid and Rahman, 

2011; Bhatt, 2016; Ang and Ding, 2006). Other local researchers studied on GLCs performance in relationship with 

degree and type of government ownership (Lau and Tong, 2008; Muhamed, Stratling and Salama, 2014) and board 

mechanism (Haniffa and Hudaib, 2006; Bin and Yi, 2015). As known to date, there is no study of the factors that makes 

the difference or similarities in GLCs and non-GLCs financial performance, particularly concerning the crowding out of 

private investment issues due to GLCs presence. 

This study found that there is no significant difference in the financial performance between GLCs and non-GLCs. 

Therefore, it can be concluded that the combination of factors such as GLCs social obligations and crowding out impact 

on the market structure favoring GLCs led to the insignificant difference between the financial performance of GLCs and 

non-GLCs. In 2015, GLCs has more politician/government official (negative), and professional on its board than the non-

GLCs board has. Therefore, it can be concluded these board structures may not led to the difference in the financial 

performance between GLCs and non-GLCs. Concerning the market structure, Menon and Ng (2013) concluded that there 

is a crowding out of private investment due to GLCs presence. Therefore, the market structure is in favor of GLCs that 

may contribute to the difference in the financial performance of GLCs and non-GLCs. The finding of this study will 

contribute to the comprehensive knowledge of government intervention and its effect on GLCs performance in 

comparison with private companies. While the government aims to improve the performance of GLCs, crowding out of 

private investment caused by GLCs presences is equal importance for achieving Malaysian government aims to be a high-

income nation in 2020. 

The rest of the paper is organized as follows: Section 2 described the GLCs, the impact of social obligations, market 

structure and board structure on GLC performance. Section 3 explains the research methodology used for this study. 

Section 4 analyze and discuss the result. Section 5 concludes the study. 

2. LITERATURE REVIEW 

2.1 Background of GLCs: 

Malaysian Public Enterprises (PEs) are used in government internal resource configurations to achieve socio-economic 

objectives (Gomez, 2009; Malaysia Economic Planning Unit (EPU) website). Some of these PEs legal forms have 

changed to stock companies while some others were created for strategic purposes. Other than this, the government or its 

proxies made a substantial investment in enterprises that allow the government to exercise control. These companies are 

now known as GLCs, where the government defined it as ‗companies that have a primary commercial objective in which 

the government has a direct controlling stake' (PCG, 2005). In this context, the controlling stake is defined as ‗the 

government's ability (not just percentage ownership) to appoint board members, senior management, and make major 

decisions (e.g. contract awards, strategy, restructuring and financing, acquisitions and divestments, etc.) for GLCs, either 

directly or through the government proxies‘ (PCG, 2005). These government proxies are called Government-linked 

Investment Companies (GLICs), defines as the federal government entities that allocate some or all of their funds to 

invest in GLCs (PCG website). The evolution and history of GLCs can be divided into four phases; nationalization, 

corporatization, recapitalization and restructuring and development of internationally competitive financial institutions 

(PCG, 2015). The first phase is linked with the takeover of Colonial companies to assume control. Then in the second 

phase, the government corporatized some government departments, and these entities have adopted private sector 

practices to improve efficiencies. The last two phases were related to the Asian Financial Crisis (AFC) that has severely 

hit GLCs financial performance. Following the crisis, the government launched a ten-year GLCs Transformation Program 

(GLCTP) in May 2004, in a bid to improve the performance and governance of GLCs. To date, GLCs presence in almost 

all industries where 17 substantial GLCs have a market capitalization of USD17 billion. 
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La Porta, Lopez-de-Silanes and Shleifer  (1999)  categorizes companies according to ultimate owners into four groups;  a  

family or individual, the government, widely held financial institutions, and widely held corporations. According to this 

definition, Non-GLCs is companies that are not owned by the government but by private shareholders; family and 

individual, financial institutions or corporations. Concerning the legal status, both GLCs and Non-GLCs are entities 

incorporate under the Malaysian Companies Act, where their structure consists of the board and the management. 

However, regardless of the similarities in company structure and regulatory body, in GLCs, the government can exercise 

its control in the major decisions, which is not the case in Non-GLCs. Concerning their financial performance, specific 

companies‘ characteristics are the most founding factors. As been studied in Greece and Africa, company's leverage, size, 

age, export activity, location, and efficient management have an impact on companies‘ financial performance (Liargovas 

and Skandalis 2010; Mbo and Adjasi, 2014). However, due to government controlling stake in GLCs, other factors 

matters concerning a significant or insignificant difference in the financial performance between GLCs and non-GLCs 

that will be discussed in the sections. 

2.2 Social obligations: 

Government ownership in companies is to maintain control for pursuing political targets, economic development at 

national or industry rather than company level, or of political support (Shleifer and Vishny, 1994; Shen and Lin, 2009). 

Hence, the link between ownership structure and firm value needs to be examined in conjunction with the main elements 

of a company's operating environment, such as socio-economic policies, governmental intervention, law, and regulations. 

(Tam and Tan, 2007). Concerning Malaysia, the government views their ownership in GLCs as a mechanism to be part of 

the economic activities rather than maximizing the value of GLCs (Rasli, Goh and Khan, 2013). Dahlan (2010) examined 

four Malaysian GLCs and concluded that GLCs are facing the problem in balancing the profitable goals and social agenda 

mandated to them.  He further found that there is mix view on whether GLCs operate as a profit making entity and 

discharge their social obligations (Dahlan, 2010). On the other hand, private companies purpose, mission objectives are to 

be profitable and maximizing their shareholder's value (Wong, 2004). Therefore, they are more competitive, innovative 

and more costs conscious (Boycko et al., 1996; Boubakri and Cosset, 1998; Shleifer, 1998; Dewenter and Malatesta, 

2001; Sun and Tong, 2002). Other than this, GLCs are more regulated than the private companies as to align their 

objectives with the government agendas that may not work for the goal of maximizing profit and politicians may require 

government companies to hire more workers than needed or to maintain excess employment at the expense of firm 

performance.  

2.3 GLCs presence and market structure: 

Private investment has been the primary source of Malaysian growth in the late 1980s. It was rising consistently from 

1987 to 1997 to over 30% of the Gross Domestic Product (GDP) (Guimaraes and Unteroberdoerdter, 2006). Then 

following the AFC, the private investment collapsed to 7.7% of the GDP  (Menon, 2011). However, the Bank Negara 

Malaysia (BNM), the central bank of Malaysian in 2015 reported that private investment remains sluggish until today 

(NEAC, 2010; Menon and Ng, 2013). In the case of Malaysia, the government through its proxies has stakes in GLCs 

thus holds a vested interest in ensuring that GLCs succeed. Based on the research by Menon and Ng (2013), they argued 

that the government preferential treatment given to GLCs as well as their less credit constrained than private competitors 

allows GLCs to profitably increase investment in sectors where they already have a significant presence (Menon and Ng, 

2013). Therefore in some industries, GLCs presence discouraged private investment (NEAC, 2010, p.5). In 2010, the 

government admitted that this is due to the unfair advantage over private companies (NEAC, 2010, p. 121). A study by 

Menon (2012) argued that due to the GLCs significant market capitalization, they possess market power that discourages 

the entry of private investment. A further empirical study by Menon and Ng (2013) discovered that some industry 

dominance GLCs has crowded out private investment between the years 2007 to 2012.  As Molyneux, Goddard and 

Wilson (2004) argued, market concentration weakens competition by fostering collusion among few companies and 

resulting in above-normal profits. The degree of concentration negatively impacts competition but is positively associated 

with profits—the larger the market level, the less the degree of competition and higher the profits.  

2.4 Corporate Governance –Board of Directors structure: 

Fama and Jensen (1983) explained that agency problem happens when there is a separation between decision-making and 

residual risk bearing and concerned with resolving problems that can occur in an agency relationship. Corporate 

governance that is defined as ‗the system by which companies are directed and controlled‘ could mitigate agency problem 
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(The Financial Aspects of Corporate Governance (1992). However, in government companies‘ structure, there is second 

agency problem; politician/bureaucrats self-interest where they are in a position to exert influence on them (Wong, 2004, 

p. 8-9). Therefore, as the owner, the government can pursue their interests at the expense of other shareholders by 

reducing the effectiveness of the monitoring capacity of the board. For example, Yu and Zheng (2014, p. 203) found that 

government is prone to appoint politically connected directors without professional backgrounds in Chinese SOEs. As 

discovered by Fan, Wong, Zhang (2007, p. 353), politically connected Chief Executive Officers do not enhance a firm's 

efficiency but rather confirms the goals of the politicians.  

The ultimate objective of corporate governance is to realize the long-term shareholder's value while taking into account 

other stakeholders' interest. Concerning this, the board of directors (board) of a company is the critical decision control 

devices in financial mutual and is regard as one of the corporate governance elements that can be used as a control 

mechanism in reducing agency problem (Fama 1980, p.293; Fama and Jensen, 1983, p.311). As been concluded by Mbo 

and Adjasi (2014), the strong board drives the performance of African SOEs. In the Malaysian context, the government 

launched the GLCs transformation program initiated in 2004, in which the program emphasized on the improvement in 

the board structure of GLCs. For example, the program proposed that company‘s boards should have members consisted 

of various expertise to steer companies and enhance performance (PCG, 2006). As mentioned by Hamid (2008), more 

directors with professional qualifications would be an advantage to the company, and this could enhance performance. 

Thus, in a recent study, Nasir (2017) studied on the GLCs board structure after the transformation program found that the 

number of professional directors in GLCs has improved from 2004. Other than this, the board structure of GLCs and Non-

GLCs are difference concerning the presence of politician/government official on the board of GLCs, which is linked to 

politician/bureaucrats self-interest. With this regard, Muhamed et al. (2014) discovered that the presence of politician on 

GLCs board negatively affects its performance. In addition to this, while the government through the transformation 

program plan to move away from government from GLCs (PCG, 2015), a study by Nasir (2007) found that there is no 

significant difference in the number of politician/government official on GLCs board between 2004 and 2015. She further 

concluded that while there are also more politician/government officials in GLCs, there are also more professional in 

GLCs board, as compared to Non-GLCs.  

3. RESEARCH METHODOLOGY 

This study investigated the GLCs social obligation, corporate governance (board structure) between GLCs and Non-

GLCs, GLCs presence in the market and compared GLCs performance with non-GLCs. About the analysis of GLCs 

social obligations, corporate governance and presence in the market and crowding out of private investment issues, this 

study uses exploratory qualitative research methodology.  Hence, this research extensively uses secondary data from 

various past researchers, economic reports, company annual reports as well as articles from journals, working papers, and 

books. This study focuses on the federal-level GLCs and Non-GLCs that are listed on the Main Board of Bursa Malaysia, 

to enhance the reliability of information obtained since these companies are required by law to publish their annual report 

and accounts. Accordingly, data on GLCs and non-GLCs financial performance were obtained from the Annual Reports 

of these two groups of companies. Hence, the information on Return on Asset (ROA) and Return on Equity (ROE) of 

GLCs and non-GLCs from 2011 to 2015 are employed, and this study used statistical analysis to see the difference in 

their financial performance.  

3.1 Data selection: 

Data distribution for the present study excluded financial institutions and trust companies due to different regulatory 

requirements, similar to the study by Ab. Razak et al. (2011), Haniffa and Hudaib (2006) and Muhamed et al. (2014). The 

number of GLCs and corresponding non-GLCs after controlling specific variables such as age, size, profitability and 

sectors are 78 companies. This study analyses the normality of the data to investigate whether the data is normal 

distribution or not. Based on the test that has been performed using SPSS, it concluded that the data were not normally 

distributed. Hence, this study used non-parametric Mann-Whitney U test, a statistical test of a non-parameter type that is 

commonly used for comparing two independent samples when the outcomes are not normally distributed. 

3.2 Performance measures: 

In comparing the financial performance of GLCs and non-GLCs, this study disregards market-based measures as they can 

be affected by many uncontrollable circumstances (Gani and Jermias, 2006). Thus the measures used in this study are 
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ROA and ROE. ROA is measured as net income divided by the end of year total assets. This test is more suitable in a 

country where the capital market is imperfect, and the level of the debt-equity ratio is usually high (Chang and Choi, 

1988). To examine how much profit is obtained by using shareholders' investment in a company, ROE will provide the 

sum of net income as a percentage of shareholders' equity. According to Thompson and Yeung (2001), Both ROA and 

ROA are displayed in percentage where the higher the percentage, the better state of the company regarding performance. 

In measuring the performance of companies, both variables widely employed in measuring firm performance, as been 

used in studies by Rahman and Haniffa, Muhamed et al. (2014) and Bhatt (2016). 

4. ANALYSIS 

As mentioned previously, GLCs social obligation is related to pursuing political targets, economic development at 

national or industry rather than company level, or of political support (Shleifer and Vishny, 1994; Shen and Lin, 2009). 

GLCs in Malaysia continue to be to be part of the economic activities rather than maximizing the value of GLCs (Rasli, 

Goh and Khan, 2013). Therefore, in comparing the performance of GLCs and Non-GLCs, this social obligation has 

negatively affected GLCs financial performance, in comparison with Non-GLCs as Non-GLCs are not obliged to perform 

a social role. Concerning the board structure, professional directors positively affected the performance of companies 

(Hamid, 2008), while politicians/government officials on board negatively affected GLCs performance (Muhamed et al., 

2014). Therefore, with regard to the comparison of board structure GLCs and Non-GLCs study by Nasir (2007) found 

that there is no significant difference in the number of politician/government official on GLCs board between 2004 and 

2015. She further concluded that while there are also more politician/government officials in GLCs, there are also more 

professional in GLCs board, as compared to Non-GLCs. Therefore, both board structure elements neutralize the impact 

on GLCs performance, when compare with Non-GLCs performance. The BNM in 2015 reported that private investment 

remains sluggish until today (NEAC, 2010; Menon and Ng, 2013). Based on empirical analysis from 2007 to 2011 for a 

total of 443 companies, Menon and Ng (2013) concluded that in some industries, GLCs presence discouraged private 

investment, as they possess market power that discourages the entry of private investment. As Molyneux et al. (2004) 

argued, companies market dominant weakens competition and higher the profits. Therefore, it can be concluded that the 

dominance presence of GLCs positively associated with its financial performance, as compared to Non-GLCs.  

4.1 Descriptive statistic: 

This study examined the difference in ROA and ROE of 39 GLCs and Non-GLCs from 2011 to 2015. The means and 

variables for the variables are presented in Table 1. 

Table 1 

 

2011 2012 2013 2014 2015 

Mean GLC NGLC GLC NGLC GLC NGLC GLC NGLC GLC NGLC 

ROA 5.8944 6.3164 4.6687 8.3587 5.7997 7.3533 4.1203 7.3203 3.4095 6.7018 

ROE 11.204 13.680 12.725 26.111 12.086 18.774 9.267 19.929 8.854 20.102 

Variance 

ROA           85.84        155.87  147.088      102.301      74.74        9117.02  71.94        69.12          154.76      85.86 

ROE        282.49     696.166   657.93          544        362.48       1871.10   393.01          2247.46          696.3    2950.98 

It is apparent from the first-row column 1 of Table 1 that the ROA mean for GLCs is lower than in Non-GLCs in all years 

from 2011 to 2015.  Similarly, with regard to ROE in row 2, GLCs has a lower mean than Non-GLCs in various years.  

However, to see whether the difference in ROA and ROE between GLCs and Non-GLCs is significant or not, Mann-

Whitney U is a suitable test and result will be discussed in the next sections. 

4.2 Mann-Whitney U Test: 

A statistical test of non-parametric type is used when the data are not normally distributed or when the sample size is 

small. As the result has shown that the data is not normally distributed although the sample size is not small, this study 

used the Mann-Whitney U test in order to examine the significant whether there is a significant difference between GLCs 

and Non-GLCs with respect to ROA and ROE, as displayed in Table 2 and Table 3.   
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Table 2 

ROA 

Mann-Whitney U Test 2011 2012 2013 2014 2015 

Value of U 713.5 640.5 578.5 610.5 616 

Z-Score  -0.46469 -1.19421 -1.8138 -1.49401 -1.43905 

P-value 0.64552 0.23404 0.0703 0.13622 0.14986 

Table 3 

ROE 

Mann-Whitney U Test 2011 2012 2013 2014 2015 

Value of U 734 707 643 664.5 661 

Z-Score  -0.25983 -0.52965 -1.16923 -0.95437 -0.98934 

P-value 0.79486 0.59612 0.242 0.34212 0.32218 

The Mann-Whitney U Test for variables in GLCs and non-GLCs in Table 2 and Table 3 show that the significant level of 

1 tailed is more than 5% as shown in P-value, indicating that there is no statistically difference in variance between GLCs 

and Non-GLCs in various years from 2011 to 2015. 

5. CONCLUSION 

 GLCs play a major role in the social and economic development of Malaysian. Due to its importance, their governance, 

performance, and presence in the market are often debated among scholars and policy makers. With the introduction of 

GLCTP, the government expects there is an improvement in GLCs performance. However, regardless to this, GLCs 

presence should not crowd out private investment, as been studied by Menon and Ng (2013).  In this study, it is concluded 

that despite the social role that GLCs has to oblige which negatively impact its performance, there is no difference in the 

performance of GLCs and Non-GLCs with regard to ROA and ROE between 2011 and 2015. This study concluded that 

this insignificant difference is due to crowd out of private investment that favoring GLCs regarding market structure, thus 

improved GLCs performance, in comparison with Non-GLCs performance. 
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