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                                            Purpose

                                        
                        The purpose of this paper is to examine the association between politically connected (POLCON) firms and stock price synchronicity, and whether this association can be attenuated by institutional investors.

                    
                


            
                
                                            Design/methodology/approach

                                        
                        This paper uses an ordinary least square regression model to examine the association between POLCON firms and stock price synchronicity; institutional ownership and stock price synchronicity; the moderating role of institutional ownership on the association between POLCON firms and stock price synchronicity; institutional domiciles and stock price synchronicity; and the moderating role of institutional domiciles on the association between POLCON firms and stock price synchronicity.

                    
                


            
                
                                            Findings

                                        
                        The result shows that POLCON firms are positively associated with stock price synchronicity. Further, the author also finds that institutional monitoring, through higher ownership by local institutional investors is associated with lower stock price synchronicity. In addition, this study documents evidence that institutional investors, particularly local institutional investors can improve stock price informativeness in POLCON firms.

                    
                


            
                
                                            Research limitations/implications

                                        
                        The results suggest that POLCON firms are plagued by severe agency problems, resulting in limited flow of firm-specific information to the capital markets. However, the author shows that POLCON firm’s agency problems can be attenuated through effective monitoring by institutional investors. Further, institutional domiciles are shown to be significantly associated with stock price synchronocity. However, effective monitoring is largely driven by local institutional investors, in line with the geographical proximity theory.

                    
                


            
                
                                            Practical implications

                                        
                        The results suggest that regulators should increase their surveillance and monitoring effort, particularly on firms with close ties to the government. In particular, POLCON firms should be required to be more transparent in their corporate dealings. Additionally, auditors should intensify their audit efforts on POLCON firm to provide more reliable financial information to minority shareholders, investors and analysts. Finally, institutional investors should be incentivized by the Malaysian Securities Commission, via, the code of governance to play an effective monitoring role in Malaysian firms.

                    
                


            
                
                                            Originality/value

                                        
                        This study reveals that POLCON firms’ severe agency problems can be alleviated by effective institutional monitoring. Further result identifies institutional domiciles as a significant factor in influencing monitoring effectiveness in POLCON firms. This paper provides insights into the dynamic interaction between political connections, institutional monitoring, firm governance and capital markets behavior of an emerging market.

                    
                


                    

    

                
        Keywords

        	 Malaysia
	 Institutional investors
	 Political connections
	 Stock price synchronicity
	 Instittutional domiciles


    

                

        Acknowledgements

        The authors acknowledge the helpful comments from one anonymous referee and seminar participants at the 2016 European Accounting Association Conference in Maastricht, the Netherlands.


    

                                    
    Citation

    
        Tee, C.M. (2017), "Political connections, institutional investors monitoring and stock price synchronicity: Evidence from Malaysian firms", Managerial Finance, Vol. 43 No. 11, pp. 1236-1253. https://doi.org/10.1108/MF-03-2017-0099
    


            
            
        

    
                
                
        Publisher
:
        Emerald Publishing Limited

    

                
        Copyright © 2017, Emerald Publishing Limited
    

                        


            
                                    Related articles



                            

        

    


    
    

    

    
  
    
      
        Support & Feedback 
      

    
    
      Manage cookies
    
  


  
    
      

        
          We’re listening — tell us what you think

          	
              Something didn’t work…

              Report bugs here

            
	
              All feedback is valuable

              Please share your general feedback

            


        


        
          Join us on our journey

          	
              Platform update page

              Visit emeraldpublishing.com/platformupdate to discover the latest news and updates

            
	
              Questions & More Information

              Answers to the most commonly asked questions here

            


        


      

    

  








    
    
        
            
                
                
                    	
	
	
	


                

                © 2024 Emerald Publishing Limited

            

            
            
                Services

                	Authors
	Editors
	Librarians
	Researchers
	Reviewers


            

            
                About

                	About Emerald
	Working for Emerald
	Contact us
	Publication sitemap


            

            
                Policies and information

                	Privacy notice
	Site policies
	Modern Slavery Act
	Chair of Trustees governance statement
	Accessibility


            

        

    




    



    
















  
  
    
    
        
            ×
        
    

    
        

    





    

    

    

    









