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Abstract: This study investigates the internal financial factors that influence firm 

performance among non-financial listed companies in Malaysia from 2013 to 2023. 

Using the Resource-Based View (RBV) as the theoretical foundation, the research 

focuses on four key variables: firm size, sales growth, debt-to-equity ratio, and cash flow 

ratio. Return on Assets (ROA) serves as the primary measure of firm performance. Data 

was collected from 30 companies listed on Bursa Malaysia and analyzed using panel data 

regression techniques, including Pooled OLS, Fixed Effects Model (FEM), and Random 

Effects Model (REM). Diagnostic tests, including normality, unit root, multicollinearity, 

and heteroskedasticity, were conducted to ensure robustness. The REM was identified as 

the most appropriate model based on the Hausman test. Empirical findings revealed that 

cash flow ratio, debt-to-equity ratio, and sales growth have significant effects on firm 

performance, while firm size showed an insignificant impact. The results provide critical 

insights for corporate managers, investors, and policymakers in enhancing financial 

planning, investment strategies, and policy development aimed at improving firm 

resilience and profitability, particularly in the context of economic volatility and post-

pandemic recovery. 
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INTRODUCTION 

  

Firm performance refers to a company’s capability to manage its resources effectively to 

achieve business goals, maintain operations, and remain competitive over time. 

According to the OECD (2023), productivity, which reflects how efficiently inputs are 

transformed into outputs, aligns closely with firm performance metrics like profitability, 

efficiency, and long-term stability. In today’s rapidly evolving economic environment 

influenced by global shifts and technological advances, understanding the drivers of firm 

performance is crucial. Modern assessments now emphasize internal adaptability and 

strategic resource management rather than focusing on profits alone. High-performing 

firms are recognized for their resilience and agility in managing disruptions, which serve 

as indicators of long-term organizational health (McKinsey, 2023; KPMG, 2021). 

Firms can be broadly categorized into financial and non-financial sectors, each 

having distinct structures and operational frameworks. While financial firms operate 

under strict regulatory guidelines, non-financial firms rely heavily on efficient internal 
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resource management to stay competitive. In Malaysia, non-financial firms significantly 

contribute to national output and employment, accounting for over 38% of GDP through 

MSMEs in 2022 (DOSM, 2023). However, performance across this sector remains 

inconsistent due to challenges like inefficient capital structures and resource 

mismanagement. These issues highlight the importance of investigating internal financial 

factors that impact performance, especially in firms where internal capabilities determine 

long-term sustainability. 

Global economic challenges since 2013 including the U.S.-China trade war, 

commodity price fluctuations, and the COVID-19 pandemichave created volatility that 

significantly impacted firms. In Malaysia, non-financial firms experienced heightened 

cost pressures due to the depreciation of the Ringgit and rising import prices. 

Domestically, policy changes like the GST implementation and subsidy cuts added 

further strain. Despite an uneven recovery in 2022–2023, firms with strong internal 

financial management, including healthy liquidity and lower leverage, demonstrated 

greater resilience. The pandemic era revealed that firms that managed resources 

strategically and leveraged digital transformation were more likely to recover and sustain 

profitability, underscoring the value of effective internal financial controls in navigating 

external shocks. 

In recent years, non-financial listed firms in Malaysia have faced growing 

challenges due to internal inefficiencies and external macroeconomic pressures, 

including a shortage of digitally skilled labour, economic uncertainty, and regulatory 

complexity. Despite government initiatives under RMKe-12, issues such as poor capital 

management and inconsistent profitability persist. While past studies largely focus on 

the financial sector, limited research explores internal financial factors in the non-

financial sector across pre- and post-pandemic periods. To fill this gap, this study uses 

Return on Assets (ROA) to analyze the effects of firm size, sales growth, cash flow ratio, 

and debt-to-equity ratio on firm performance from 2013–2023. 

This study investigates the internal financial factors influencing firm performance 

among 30 non-financial firms listed on Bursa Malaysia from 2013 to 2023. Firm 

performance is measured by Return on Assets (ROA), a reliable accounting-based 

indicator. The four internal variables examined are firm size, sales growth, cash flow 

ratio, and debt-to-equity ratio. Firm size is assessed using the natural logarithm of total 

assets, sales growth represents revenue competitiveness, the cash flow ratio indicates 

liquidity strength, and the debt-to-equity ratio reflects a firm’s leverage. The study aims 

to explore how these internal elements affect firm performance and contribute to 

financial sustainability. 

 

LITERATURE REVIEW 

 
Firm Performance 

 

Firm performance, commonly measured by Return on Assets (ROA), is influenced by 

internal resources, aligning with the Resource-Based View (RBV) that emphasizes 

valuable, rare, inimitable, and non-substitutable (VRIN) assets as drivers of competitive 

advantage. Mailani (2024) and Bhandari (2022) highlight that firms with strong 

intangible assets and ESG practices tend to achieve higher ROA. Studies on Korean firms 

show R&D significantly boosts ROA, while Indian research reveals that poor working 



3 

 

 

capital practices and excessive debt reduce profitability (Garg, 2024). Thus, effective 

internal resource management enhances ROA, while financial inefficiencies undermine 

firm performance and long-term sustainability. 

 

Firm Size 

 

Firm size, typically measured by total assets or revenue, can signal stronger performance 

as per signaling theory (Mansikkamäki, 2023). Larger firms often attract more 

investment and resources, leading to improved efficiency and competitiveness (Kim 

Quoc Trung, 2021). Elouaourti (2023) found that firm size positively influences 

performance globally, though financing strategies vary by size. Ahmed (2023) 

highlighted firm size as a moderator in profitability, with larger firms performing better 

due to operational advantages. However, Yadav (2022) noted that beyond a certain scale, 

firms may face diseconomies of scale and inefficiencies, resulting in a negative impact 

on profitability despite their size. 

 

Sales Growth 

 

Sales growth, measured by the percentage increase in revenue, is a key indicator of a 

firm’s competitiveness and long-term sustainability, especially in emerging markets like 

Malaysia. Dodoo (2020) found that a 1% increase in sales growth significantly improved 

ROA among Ghanaian firms, linking it to strategies like product innovation and customer 

expansion. Xie (2022) emphasized that sales growth influences firms’ foreign investment 

decisions based on performance feedback, while Zhou (2024) found a strong positive 

correlation between sales growth, stock returns, and firm performance. Overall, studies 

confirm that higher sales growth enhances profitability through increased market share 

and operational efficiency. 

 

Debt-To-Equity Ratio 

 

The debt-to-equity (D/E) ratio, a key measure of financial leverage, significantly impacts 

firm performance as it reflects capital structure efficiency. Aman (2023) and Al-Naimi 

(2021) found a negative relationship between high debt reliance and ROA, citing reduced 

equity efficiency and increased agency costs. However, Arhinful (2023) observed a 

positive impact of debt on ROA among Tokyo-listed firms, emphasizing tax advantages 

and better capital access when debt is well-managed. These mixed findings suggest that 

the effect of D/E on performance depends on how firms balance debt and equity, manage 

financial risks, and strategically utilize leverage to enhance profitability. 

Cash Flow Ratio 

 

Liquidity, particularly measured through the cash flow ratio (CFR), plays a crucial role 

in sustaining firm operations and profitability, especially in emerging markets like 

Malaysia. CFR, defined as operating cash flow over current liabilities, reflects a firm's 

short-term solvency. Dodoo (2020) found a significant positive relationship betweenCFR 

and ROA in Ghanaian non-financial firms, while Noury (2020) confirmed the reliability 

of operating cash flow as a financial health indicator in French firms. Conversely, Yang 

(2020) warned that overconfident managers may overuse internal cash, leading to 
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negative OCF. Overall, strong CFR enhances financial resilience and supports 

sustainable performance across volatile markets. 

 

METHOD 

 

This study adopts panel data as its main research method to examine the relationship 

between key financial indicators and firm performance. Panel data, which combines 

cross-sectional and time-series dimensions, involves tracking multiple firms over a 

specific time period. In this study, data from 30 non-financial Malaysian firms spanning 

2013 to 2023 is analyzed, forming a balanced dataset with repeated yearly observations. 

This approach enables the investigation of both short-term variations and long-term 

performance trends. It also accounts for firm-specific and time-specific effects, providing 

a more comprehensive understanding of how variables like firm size, sales growth, debt, 

and liquidity influence performance. Figure 1 presents the theoretical framework that 

illustrates the direct relationship between the dependent variable, firm performance 

measured by Return on Assets (ROA), and four independent variables which are firm 

size, sales growth, debt-to-equity ratio, and cash flow ratio. 

 

 
 

Figure 1: Theoretical Framework 

 

Diagnostic checks are crucial in panel data regression to ensure the model's validity and 

reliability. Four key tests are conducted: the normality test, commonly using the Jarque-Bera 

method, assesses whether the data follows a normal distribution, with a p-value below 0.05 

indicating non-normality (Rao, 2024). The unit root test evaluates data stationarity, where a p-

value under 0.05 suggests the data is stationary and suitable for analysis (Lee, 2025). 

Multicollinearity is examined using the Variance Inflation Factor (VIF); a VIF above 5 indicates 

high correlation between independent variables, potentially compromising the regression model 

(Jacob M, 2023; Singh, 2024). Lastly, heteroscedasticity is a violation of constant error variance, 

is tested using the Modified Wald Test, where a significant result indicates unequal variance in 

error terms (Yusoff, 2022). 

 

Panel data analysis involves three main types of models: Pooled Ordinary Least Squares (POLS), 

Fixed Effects Model (FEM), and Random Effects Model (REM). The POLS model treats all 

firms and time periods uniformly, assuming constant intercepts and slopes across entities, making 

it the simplest but least flexible method (Yusoff, 2022). The FEM controls for unobserved, time-

invariant firm-specific traits by assigning each entity its own intercept, effectively removing bias 
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from omitted variables linked to individual characteristics (Kelejian, 2017). Meanwhile, the 

REM assumes firm-specific effects are random and uncorrelated with independent variables, 

allowing for more efficient estimates if this assumption holds, but potentially producing biased 

results if violated (Tilburg, 2025). 
 

RESULTS 

 

Normality testing using the Jarque-Bera test assesses whether sample data follow a 

normal distribution based on skewness and kurtosis as in the Figure 2. In this analysis, 

all variables yielded a p-value less than 0.05, leading to the rejection of the null 

hypothesis (H0). This indicates that the data are not normally distributed. 

 

Figure 2 

Descriptive statistics 

 
 

The unit root test was conducted to assess the stationarity of the variables in the panel 

data as in the Table 1. Based on the results, the p-values for firm performance (FP), log 

firm size (lnFS), debt-to-equity ratio (DTEQR), cash flow ratio (CFR), and growth (G) 

were all below 0.05, leading to the rejection of the null hypothesis. This indicates that 

these variables do not contain a unit root and are therefore stationary. 

 

 

 

Table 1  

Unit Root 
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Multicollinearity occurs when independent variables in a regression model are highly 

correlated, which can distort the reliability of coefficient estimates. Using the Variance 

Inflation Factor (VIF) as suggested by Singh (2024), values exceeding 5 indicate strong 

multicollinearity. In this analysis, all variables showed VIF values below 5, indicating 

no multicollinearity issues and confirming that the predictors are reliable for regression 

analysis as stated in Figure 3. 

 

Figure 3 

Variance Inflation Factors 

 
 

Heteroskedasticity arises when the variance of error terms in a regression model is not 

constant, potentially affecting the reliability of estimates. Using the Modified Wald Test, 

as suggested by Yusoff (2022), the analysis revealed a chi-square p-value less than 0.05 

as in Figure 4. This leads to the rejection of the null hypothesis, indicating that the model 

suffers from heteroskedasticity, and the error variances are not constant across 

observations. 
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Figure 4 

Wald Test 

 
 

 

Based on the result of the Redundant Fixed Effect, which explains that either POLS or 

FEM is the appropriate model. It shows the Probability Cross-section F is 0.000 which 

is less than 0.05, it means, reject null hypothesis (H0), therefore it is indicated that FEM 

is the accepted model from this redundant fixed effect. Meanwhile, the result of the 

Hausman test determines the best model between REM and FEM. From the result, the 

Probability Cross-section F is 0.1901, which is greater than 0.05. Hence, it failed to reject 

null hypothesis (H0). This means, the Random Effect Model (REM) is the best model to 

explain factor that influence firm performance in Malaysia. The F-test value of 9.79 with 

a p-value of 0.0000 indicates that the overall regression model is statistically significant 

at the 5% level, meaning at least one independent variable significantly affects firm 

performance (ROA) in Malaysia. The model explains 10.76% of the variation in firm 

performance, while the remaining 89.24% is influenced by other factors. Although the 

model is significant, the low R² suggests that the independent variables have a weak 

explanatory power as in Figure 5. 
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Figure 5 

Summary of the result 

 
 

Estimate equation based on result from Random Effect Model as in Figure 6: 

Figure 6 

Result Equation 

 

The regression slope coefficients indicate the relationship between each independent 

variable and firm performance (FP). A 1-unit increase in Log Natural Firm Size (LNFS) 

leads to a 0.11% increase in FP, while a 1-unit increase in Debt-to-Equity Ratio 

(DTEQR) results in a 0.01% decrease in FP. Similarly, increases in Cash Flow Ratio 

(CFR) and Growth (G) by 1 unit lead to improvements in FP by 0.03% and 0.01%, 

respectively, suggesting that firm size, cash flow, and growth positively influence 

performance, whereas higher leverage slightly reduces it. 

 

Table 2  

Level of significance based on P-value 
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The table interprets the significance of independent variables based on their p-values 

compared to a significance level of 0.05. A variable is considered statistically significant 

if its p-value is less than 0.05, leading to the rejection of the null hypothesis (Ho). In this 

analysis, Debt to Equity Ratio (DTEQR), Cash Flow Ratio (CFR), and Growth (G) are 

significant predictors since their p-values (0.0387, 0.0000, and 0.0215 respectively) are 

less than 0.05, indicating that these variables have a statistically significant effect on the 

dependent variable. On the other hand, Log Natural Firm Size (LNFS) is not significant 

(p-value = 0.8458), meaning there is insufficient evidence to suggest it affects the 

dependent variable, and thus the null hypothesis is accepted for this variable. 

 

CONCLUSION 

 

Based on the findings, the Random Effects Model (REM) was determined to be the most 

appropriate to explain factors influencing firm performance in Malaysia. The model is 

statistically significant, with an F-statistic of 9.79 (p < 0.05), indicating that the 

independent variables collectively affect firm performance measured by ROA. Among 

the variables, Debt-to-Equity Ratio (DTEQR), Cash Flow Ratio (CFR), and Growth (G) 

have significant effects, while Log Natural Firm Size (LNFS) does not. However, the R-

squared value of 0.1076 suggests that only 10.76% of the variation in firm performance 

is explained by these variables, implying that other unobserved factors may also play a 

substantial role. 

 

For future research, it is recommended to include additional variables such as innovation, 

corporate governance, market competition, and macroeconomic indicators (e.g., GDP 

growth, inflation) to better capture the factors influencing firm performance. Researchers 

could also explore the impact of digital transformation or sustainability practices on firm 

outcomes. Moreover, using a longer time frame or expanding the sample size to include 

more firms across various sectors could enhance the robustness and generalizability of 

the findings. Lastly, applying advanced econometric techniques such as dynamic panel 

data models or structural equation modeling may provide deeper insights into the causal 

relationships among variables. 
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