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ABSTRACT

This study examines the role of corporate governance, specifically its representation on board committees, on the relationship between corporate 
investments and financial performance. We use quarterly data from 441 publicly traded non-financial US companies between 2010 and 2023. By 
employing the GMM methodology, the results show that corporate investment is adversely associated with financial performance, supporting the 
hypothesis of an underinvestment problem. Our findings also suggest that corporate governance, as represented by board committees, the supervisory 
and executive authorities—plays a pivotal role in mitigating the negative impact of corporate investments on firm’s financial performance. Furthermore, 
we note that the relationship between corporate governance and investments affects high-performing and low-performing companies differently, 
confirming the existence of asymmetry effect within the nexus between corporate governance and corporate investment across low and high-performing 
firms. The originality of this research lies in its comprehensive analysis of the role of strategic board committees—such as the Sustainability and 
Corporate Social Responsibility Committee, the Audit Committee, the Corporate Governance Committee, the Nominations Committee, and the 
Compensation Committee—in terms of the relationship between investment decisions and company performance, a topic rarely examined in the 
literature. The study’s findings also offer practical implications for shareholders and decision-makers by strengthening oversight mechanisms and 
improving investment decisions.

Keywords: Board Committees, Financial Performance, Corporate Investment, Underinvestment Issue, Corporate Governance 
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1. INTRODUCTION

The investment decision-making process is a fundamental 
principle for every economic entity. Efficient investment 
decisions enable organizations to function seamlessly, fostering 
shareholder faith in management. An investment choice pertains 
to the identification and procurement of both long-term and 
short-term assets that corporations use to generate more 
earnings, capital gains, or a combination of both (Hirshleifer, 
1958; 1993). To improve financial performance, managers 
should exhibit transparency in their investment decisions and 
act in the best interest of shareholders to maximize shareholder 
wealth.

Engaging in heavy investments enables firms to experience less 
financial performance (Khan et al., 2023) because managers 
may intend to maximize their self-benefits by investing in less 
productive long-term projects (the “overinvestment problem”). 
Tufano (1998) and Haushalter (2000) asserted that the over-
investment problem leads to a decline in a firm’s financial 
performance; whereby increased investments may heighten the 
level of information asymmetry between principals and agents. 
Moreover, managers may overuse the cash reserves to serve 
their self-interests because they have an ease of access to private 
information and the inherent vulnerability of funds, exacerbating 
the agency problem and consequently heightening risks and 
diminishing the firm’s value (Al-Shboul et al., 2021; Wu et al., 
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2025). Conversely, corporate investment may improve financial 
performance by augmenting the appeal and quality of their primary 
products (Khan et al., 2023). Long-term investments may also 
increase the firm’s capacity to produce substantial future profits, 
which would raise the value of the business (Duarte et al., 2024). 
More specifically, long-term investment can enhance a firm’s 
performance when firms leverage low labor costs and other 
competitive advantages, enabling them to acquire the resources 
needed to compete globally.

However, excessive confidence in investments may result in capital 
depletion and increased involvement in negative NPV initiatives. 
In this regard, corporate governance controls the negative and 
overconfidence in corporate investment, through the board’s 
committees which is a vital tool for maintaining the positive 
effect of corporate investment on performance enhancement. 
Al-Shboul et al. (2021) for example demonstrated that strong 
governance mechanisms contribute to preventing decision-
makers from making investment decisions that are harmful to 
the interests of shareholders. In this case, firms could benefit 
from this strong governance to achieve stronger investments and 
financial performance. As a result, the role of the board of directors 
in controlling the actions of managers through their strategic 
committees is still an appealing research topic of investigation to 
academic and industry professionals.

According to the agency theory (Meckling and Jensen, 1976), 
the conflict of interest between management and shareholders 
escalates the firm’s overall cost, leading to a negative association 
between corporate investment and financial performance. 
Managers may intentionally make financial decisions (including 
investment) that could lead to a decrease in firm value, such 
as managerial opportunism, insider trading, over-  and under-
investment problems, and adverse selection problems. To avoid 
value-decreasing decisions, shareholders and the board of 
directors in any economic entity should excel in their mentorship 
systems, corporate governance structures, and transparency in 
information sharing. Therefore, enhancing the functioning of 
important committees within supervisory and executive boards 
could facilitate links between shareholders and managers, thus 
improving the alignment of responsibilities within the organization 
and ultimately fostering continuous improvement in the firm’s 
financial performance.

The key objective of corporate governance is not only enhancing 
corporate management but also reaching fair, efficient, and 
transparent administration to meet certain structures, operating and 
controlling a firm to achieve long-term strategic goals to satisfy 
stakeholders. It also aligns the firm with the legal and regulatory 
requirements and ensures high standards of governance. As a 
result, the internal corporate governance, represented by the board 
of directors’ committee and/or board characteristics, has enticed 
more research courtesy over the years due to its possible impact 
on firm value. It can be defined by the process by which firms are 
controlled and directed by the board of directors (Barker et al., 
2024). Enhanced and effective corporate governance is frequently 
emphasized as a primary driver of financial performance and 
the facilitation of advantageous corporate investment decisions 

within businesses. Moreover, the board committees are essential 
in enhancing the firm’s competitiveness and promoting corporate 
sustainability (Hussain et al., 2024). Enhanced corporate 
governance can increase cash flows and/or reduce the cost of 
capital, hence demonstrating increased shareholder value (Tran, 
2014; Tripathi et al., 2024).

Previous research has investigated the influence of board 
actions and corporate investment decisions on firm attributes. 
Nevertheless, the majority of these studies predominantly 
concentrated on board characteristics, including size, meeting 
frequency, audit meetings, cultural and gender diversity, skills and 
expertise, and independence, among others (Sajwani et al., 2024; 
Arora & Singh, 2024; Suciu et al., 2021; Chen et al., 2023; Lin 
and Xie, 2024; Croci et al., 2024), while largely neglecting the 
influence of board strategic committees, such as the sustainability 
and corporate social responsibility committee, audit committee, 
corporate governance committee, nomination committee, and 
compensation committee. Moreover, previous studies indicated a 
significant deficiency in research focused on the influence of board 
committees on the relationship between corporate investment 
decisions and financial success. Consequently, inadequate research 
has been directed toward examining the influence of corporate 
governance (board committees) on the correlation between 
business investment and performance.

To bridge the above deficiencies in literature, the main objective 
of this paper is to explore whether the board committees can 
impact the association between investment decisions and 
financial performance. To reach this objective, the paper offers 
multiple contributions to the existing literature. First, it attempts 
to display evidence on the link between corporate investment 
decisions and financial performance for the US’s largest non-
financial firms within the period between Q1-2010 and Q4-2023. 
Secondly, it provides a detailed look at how board committees 
affect the connection between investment choices and company 
performance, paying special attention to important committees 
like the corporate social responsibility sustainability committee, 
audit committee, corporate governance committee, nomination 
committee, and compensation committee, since earlier research 
has mostly overlooked them as a group in their analyses. To this 
effect, this research is among the initial studies that investigate 
the influence of these committees on the relationship between 
investment firm performance and varying levels of systematic 
risk inside firms.

This paper presents subsequent findings on the studied relationships. 
Namely, it finds that corporate investment decisions negatively 
impact financial performance, indicating that US enterprises are 
not efficiently managed and may experience issues related to 
underinvestment, overinvestment, and managerial opportunism. 
Nevertheless, the principal committees of the board of directors 
mitigate the adverse impact of corporate investment on financial 
performance. This indicates that the oversight and operational 
authority exercised by the directors is crucial in mitigating the 
impact of managerial opportunism on corporate performance. 
Moreover, the study reveals that organizations exhibiting superior 
financial success have a distinct impact on the relationship between 
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board committees and corporate investment, in contrast to firms 
with inferior performance. The board’s committee enhances the 
positive impact of corporate investment on the performance of 
high-performing enterprises while mitigating the negative impact 
of corporate investment on the performance of low-performing 
firms. Our findings are informative for stakeholders and owners, 
assisting them in enhancing their capacity for successful 
investment decisions.

The primary motivation for this research stems from the ongoing 
debate in financial literature regarding the nature of the relationship 
between corporate investments and financial performance, 
particularly given the discrepancy between theoretical predictions 
and empirical findings that point to investment imbalances such as 
underinvestment. In this context, a deeper understanding of the role 
that corporate governance, and specifically board committees, can 
play in correcting these imbalances and enhancing the efficiency 
of investment decisions becomes crucial. The main contribution 
of this research lies in its provision of a comprehensive analytical 
framework that clarifies how strategic board committees, 
including audit, corporate governance, sustainability and social 
responsibility, nominations, and remuneration committees, 
contribute to mitigating the negative impact of investments on 
financial performance, while highlighting the differences in this 
role between high-performing and low-performing companies. 
At the societal level, the study’s findings contribute to supporting 
corporate sustainability and enhancing operational and financial 
efficiency, which positively impacts economic stability and 
protects the interests of stakeholders. At the business community 
level, the study provides practical guidance for decision-makers, 
shareholders, and regulators on how to design and engineer board 
committee structures that enhance oversight effectiveness, improve 
the quality of investment decisions, and raise levels of transparency 
and accountability, thereby supporting the creation of long-term 
value for both companies and markets.

The remainder of the paper is organized as follows. Section 2 
addresses the literature review and the formulation of hypotheses. 
Section 3 addresses and discusses the technique and data. Section 
4 presents the results and analysis, while Section 5 addresses the 
conclusion.

2. LITERATURE REVIEW

2.1. Corporate Investment and Financial Performance
Finance theories posited by Fisher (1930) and Keynes (1936) 
assert that corporations refrain from investing until the future cash 
flow, when discounted, equates the net present value (NPV) of that 
investment to zero. Markowitz (1952) explicitly stated that several 
factors, including discounted cash flow, payback period, and 
internal rate of return, might influence the allocation of portfolio 
assets. Subsequently, alternative models examined investing 
behavior. Tobin’s Q-theory of investment posits that firms invest 
in physical capital when the replacement cost of such investment 
is lower than the market value of existing capital.

To enhance financial performance, management should prioritize 
actions that maximize shareholder wealth (Meckling and Jensen, 

1976; Park and Byun, 2022). This can be accomplished by prudent 
investment decisions in both the short and long term that improve 
shareholder welfare. Several channels mediate the influence of 
corporate investment on company performance. The initial channel 
is the technical change, wherein investments in long-term assets, 
including technology, can enhance the firm’s capital, resulting in 
increased productivity. This enhancement may result in increased 
market share, fostering growth in sales and employment. Enhanced 
corporate investment decisions augment productivity development 
by diminishing capital adjustment costs (Fiori, 2012; Bachmann 
and Bayer, 2013).

Additionally, Fama (1978) contended that investment decisions 
are a determinant that might enhance business value. For example, 
investments that replace old machinery with new equipment by 
implementing new technologies can yield greater output than 
just “expansionary” investments. Nevertheless, investments in 
new projects may incur supplementary planting or installation 
costs. Apart from technologies, firm performance may also rise 
through investing in human capital, such as the recruitment of 
skilled and experienced workers. Enhancement of human capital 
could increase growth in sales and, hence, improve the net cash 
inflow position of firms.

The signaling theory has a strong emphasis on investment 
decisions. This theory asserts that more capital expenditures 
serve as an auspicious indicator of a firm’s future growth, 
thereby influencing profits (Alghifari et al., 2022) and increasing 
firm value by tightening stock prices and liquidity levels. Stock 
investors assess and modify their risk-return profiles to manage 
their portfolio investments according to market information. 
If investment selections result in increased profitability, 
management is proficient in generating higher earnings. High 
profitability suggests that the company possesses favorable future 
opportunities, serving as a positive signal for investors to allocate 
their capital. Consequently, better investment decisions enhance a 
firm’s reputation, thereby fostering investor faith in management, 
which in turn affects the firm’s financial performance. Investment 
decisions, being solely administrative in nature, may be susceptible 
to exploitation and transgression due to human psychological 
tendencies.

A bulk of empirical studies has examined the effect of financial 
performance on corporate investment; conversely, they have not 
offered concrete evidence about this effect. For example, Saif 
Ul Islam et al. (2022) have partially confirmed these theoretical 
predictions. Salsabila and Yossi (2023) established a correlation 
between investment choices and financial outcomes. Saif Ul Islam 
et al. (2022) have shown that investment decisions substantially 
impact financial performance, indicating that these decisions 
exert a more pronounced effect on accounting-based performance 
than on market-based performance. Alghifari et al. (2022) stated 
that investment decisions enhance the financial performance 
of Indonesian firms. According to Mioduchowska-Jaroszewicz 
(2023), the Warsaw Stock Exchange’s financial performance is 
influenced by investment choices. A study by Al-Abdullah and 
Zubon (2023) demonstrated that investment decisions positively 
influence the company’s financial performance.
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Conversely, other research identified a detrimental impact 
of investing on financial performance. Ahmad et al. (2023) 
demonstrated that investment decisions exhibit a negative 
correlation with Tobin’s Q ratio. Chang (2023) showed that 
investment in technology has a negative effect on the financial 
performance of insurance firms in the short run, while this effect 
turns to a positive sign in the long term. Ozkan et al. (2023) averred 
that investment enhances financial performance in the long run 
when firms consider ethical and socially responsible investments.

The aforementioned studies endeavored to investigate the 
influence of business investment on financial success; nonetheless, 
they have left numerous research gaps unaddressed. Moreover, 
the empirical investigations yield conflicting results and violate 
financial theory predictions, while inadequate research has been 
devoted to examining the influence of business investment on 
financial performance. Consequently, the initial hypothesis is 
articulated as follows:
H1: Corporate investment decisions have no influence on financial 
performance.

2.2. Board Committees and the Link between 
Corporate Investment and Performance
Agency theories indicate that firms with effective governance 
outperform those with inadequate governance. According to the 
resource dependency theory developed by Pfeffer and Salancik 
(1978; 2015), boards with more dual-duty members (participating 
in management and shareholders at the same time) are more 
competent in maximizing financial performance compared to 
boards with fewer single-duty directors. Although the existing 
literature has investigated the effect of corporate governance on 
financial performance, rare research effort is directed to examine 
the role of board committees in deriving the link between financial 
performance and investment decisions.

An enormous number of studies has examined the impact of 
corporate governance on financial performance. Most studies 
have focused on the effect of board characteristics, including 
board size, frequency of meetings, cultural and gender diversity, 
and board expertise on financial performance (Fariha et al., 2022; 
Sajwani et al., 2024; Almarayeh et al., 2025). However, they 
neglect the significance of the board’s committees as factors in 
corporate governance. Although previous research largely focused 
on the influence of one or two board committees (e.g., audit 
committee and corporate governance committee) (Zhou et al., 
2018; Kallamu and Saat, 2015) on corporate performance, they 
ignored the effects of other board committees, such as the corporate 
social responsibility sustainability committee, audit committee, 
corporate governance committee, nomination committee, and 
compensation committee. Prior research rarely employed these 
committees concurrently in their models. Previous research 
primarily concentrated on the influence of audit committees or 
business attributes (independent directors, board size, and financial 
experts) on financial performance (Fariha et al., 2022; Al-ahdal 
and Hashim, 2022; Alodat et al., 2022).

Agyei-Mensah (2021) argued that in publicly traded companies 
in Ghana, independent directors and financial experts negatively 

affected company investments, stating that these board 
characteristics help reduce excessive spending and improve 
investment effectiveness. Zhou et al. (2018) found no evidence 
linking board independence and audit committee features to 
business performance; instead, greater board independence 
correlated with inferior firm performance. Fariha et al. (2022) 
contended that the size of the audit committee reduces financial 
performance, whereas audit committee independence enhances 
financial performance, suggesting possible inefficiencies in board 
members’ diversity. Al-ahdal and Hashim (2022) argued that audit 
committee characteristics do not show an effect on performance 
among Indian companies, while external audit quality appears to 
enhance company performance. Alzeban (2023) contended that 
reports provided by internal audit committees tend to increase 
financial performance. Alodat et al. (2022) stated that the audit 
committee enhances ROE but does not enhance performance when 
measured by Tobin’s Q (TQ) due to the divergent outcomes in the 
firm’s ownership structures. Hu et al. (2023) pointed out that board 
independence enhances financial performance during periods of 
idiosyncratic risk, as opposed to its advising role.

Mishra (2023) contended that the ratio of independent directors 
negatively impacts business performance in the Indian market, 
affirming the significance of necessary laws regarding the presence 
of independent directors on the boards of Indian firms. Edacherian 
et al. (2024) similarly conclude that in the Indian market, audit 
committees are negatively correlated with business performance, 
whereas nomination and pay committees are positively correlated 
with financial performance. Limited evidence of the link between 
investment and financial performance in Bangladesh was reported 
by Khan et al. (2015), as most firms had a lack of audit committees 
due to family ownership dominance.

Alawaqleh and Almasria (2021) indicated that the size of the audit 
committee enhances firm performance due to the existence of 
non-executive directors who exert extensive controlling powers 
over managerial decisions. Singhania and Panda (2024; 2025) 
argued that an increase in the audit committee meetings improves 
the efficiency of the committee and then leads to greater financial 
performance. They asserted that the presence of independent 
directors within this committee may allow for professional 
accounting knowledge that improves the ability of the committee 
to apply the corporate governance codes.

Additional research has concluded that efficient corporate 
governance helps mitigate the agency problem, thereby enhancing 
investment performance (Butt et al., 2024). Finance theory 
postulates that managers are responsible for investment decisions, 
funds allocation, and, consequently, the firm’s risk-return profile 
(Holland, 2016), with these ultimate duties being directly linked 
to the board of directors. This theoretical postulation is confirmed 
by Aguilera et al. (2015), who argued that board members serve 
as the principal internal corporate governors, facilitating prudent 
financial sustainability and ensuring the survival and long-term 
success of capital investment decision-making.

Liu et al. (2023) stated that corporate governance can lessen moral 
hazard problems, suggesting that better corporate governance 
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elaborates management devotion while limiting unwanted 
spending and tunneling practices. Al-Abdullah and Zubon (2023) 
argued that board ownership enhances firm performance for 
Kuwaiti firms, demonstrating that directors are more incentivized 
to enhance financial performance due to their personal stakes in 
the firm. Chakraborty et al. (2023) found that board independence 
considerably affects investment decisions, suggesting that better 
management duties improve transparency and trust between 
investors and the firm’s performance. Karim et al. (2024) found 
that well-engaged audit committees enhance investment decisions, 
thus improving confidence in the firm’s financial reports because 
information is analyzed by professionals, which subsequently 
reduces agency costs. Xue and O’Sullivan (2023) established that 
robust corporate governance positively influences the relationship 
between investment decisions and company value.

The studies have revealed important, uncovered research gaps. 
Most studies have focused on analyzing the effects of one or 
two board committees individually as corporate governance 
mechanisms on investment decisions, falling short of assessing 
their combined influence on the firm’s investment choices. 
Moreover, the majority of studies have concentrated on board 
features, including size, meeting frequency, cultural and gender 
diversity, skills and competence, and independence, while 
neglecting the influence of board committees on the relationship 
between corporate investment and financial performance. Thus 
this research on the effects of corporate governance is of great 
appeal to corporate boards that are willing to mitigate management 
issues and thereby affect the link between corporate investments 
and financial performance.

The theoretical rationale for how corporate governance affects 
firms’ motivation to undertake more investments is associated with 
the availability of favorable investment prospects and the firm’s 
capacity to secure low-cost external funding. The influence of 
corporate governance on investment decisions can be determined 
by several managerial and professional issues, such as moral 
hazard, asymmetric information, and adverse selection problems. 
These issues could lead to insufficient efforts due to inefficient 
shareholding monitoring activities, unnecessary spending that 
yields managerial self-benefits while decreasing the firm’s value 
and tunneling problems in entrusted investments. Corporate 
governance can mitigate these issues and thereby affect the 
magnitude of investment and performance. If efficient corporate 
governance improves a firm’s capacity for increased investment, 
managers can behave in a manner that aligns with their interests 
and minimizes financial expenditures. Long-term remuneration 
influences executive actions, so it enhances future stock value and 
motivates managers to make choices that align with stakeholder 
objectives. Consequently, the subsequent hypothesis is formulated:
H2: Board committees have no impact on the link between 
investment decisions and financial performance.

2.3. High- and Low-Performing Firms
As explained, financial performance can be an effective form 
of corporate investment and governance implementation. 
The impact of corporate investment on financial performance 
for high-performing firms could be differently influenced by 

corporate governance than that for low-performing firms. Board 
committees might differently impact the link between corporate 
investment and performance for high-performing firms compared 
to low-performing firms. Unlike low-performing firms, high-
performing firms can borrow sufficient capital to meet financial 
needs and, thus, may have a greater opportunity to wait for 
deferred returns. As a result, high-performing firms are more 
likely to engage in long-term investment projects compared to 
low-performing counterparts. Furthermore, consistent with the 
agency theory, where corporate governance is considered an 
effective shareholders’ monitoring tool to conquer managerial 
reluctance to make long-horizon value-decreasing investment 
decisions (e.g., Khan et al., 2021; Suman and Singh, 2021), 
effective board committees can be a better driver of long-term 
investment decisions for high-performing firms compared to 
low-performing firms. High-performing enterprises benefit from 
seasoned board members, enhanced access to capital finance, and 
reduced information asymmetry and adverse selection issues. 
Enhanced financial performance may signify the increased 
influence exerted by institutional owners, who possess the capacity 
to oversee long-term investment initiatives due to their robust 
monitoring capabilities. These features enable such corporations 
to engage in more socially responsible activities, fostering social 
and economic well-being and development.

Various mechanisms elucidate the disparities in financial 
performance among firms and the influence of the relationship 
between corporate governance and investment. The efficacy 
of corporate investment and governance is frequently assessed 
by contrasting actual benefits with anticipated outcomes. In 
some instances, the anticipation of the prospective advantages 
of the interplay between corporate governance and investment 
appears to be founded on a limited number of widely reported 
success stories in financial performance among companies. 
Nevertheless, the experiences of these companies may not be 
universally applicable to other enterprises. If companies establish 
elevated and unrealistic expectations regarding the influence of 
corporate governance on corporate investment, even the positive 
effects of corporate governance on investment policy, which 
yield favorable outcomes but fall short of expectations, may be 
regarded as failures. Evidence demonstrating how varying degrees 
of performance influence the relationship between corporate 
governance and investment suggests that firms could establish an 
empirical foundation for developing realistic expectations.

Secondly, as companies frequently possess the capability 
to quantify investment amounts, corporate investment may 
encompass various cost categories, including training expenses, 
agency costs, implementation costs for new information and 
performance measurement systems, resource redeployment, 
and additional capital expenditures aimed at enhancing quality 
and elevating customer satisfaction. However, the benefits of 
controlling management decisions are challenging to quantify, as 
they may vary across high- and low-financially performing firms. 
Demonstrating the variation of gains based on firm performance 
could support corporate investment decisions, allowing firms 
to align return on investment with the actual experiences of 
comparable firms that have similar characteristics. Third, although 
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there is increasing implementation of corporate governance 
to control investment decisions, it is evident there is criticism 
regarding how firms with different levels of financial performance 
can express effective shareholders’ monitoring mechanisms, 
resulting in lackluster economic returns.

The link between corporate governance and its effect on investment 
decisions, in particular its varying effects on low-  and high-
performing firms, has been rarely examined by the literature. High-
performing firms can strengthen their total pool of available funds 
for new investments because such firms can generate greater growth 
in equity capital and raise more funds. Increased debt capacity allows 
firms to secure more profit, hence fostering more robust corporate 
governance mechanisms. In this case, high-performing firms can 
maintain larger reserves for future plant replacement, enabling them 
to manage their debt level effectively while generating significant 
investment income. These firms can have greater market share than 
low-performing firms. These firms may possess a larger market 
share than underperforming firms. Managers of high-performing 
organizations are keenly interested in management methods or 
strategies that enhance their firm’s success. Even in financially 
troubled situations, high-performing organizations may effectively 
evaluate substantial strategic differences that may assist shareholders 
and managers in mitigating elevated agency costs. Considering the 
preceding discourse and concerning agency theory and investment 
theory, we propose the following hypothesis:

H3: Board committees differently influence the relationship 
between corporate investment and performance for high-
performing firms relative to low-performing firms.

3. METHODOLOGIES AND DATA

3.1. Methodology
To examine the impact of board of directors’ key committees and 
investment decision firm performance, the following model is 
used as in Equation (1):

FP INV H Cit it i iti
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k
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Where: FPit denotes the proxy for firm performance for firm i and 
time (quarter) t, which takes either TOBIN’s Q (TQ) as a main 
dependent variable or the return on assets (ROA) as an alternative 
proxy for firm performance (Fernández et al., 2019). BCOMit is 
the proxy for board committees. The committees are corporate 
social responsibility sustainability committee (SUS), audit 
committee (AUD), corporate governance committee (CGV), 
nomination committee (NOM) and compensation committee 
(CPN). The use of such proxies as corporate governance proxies 
is because setting up supervisory and incentive mechanisms that 
align managerial risk and effort with the interests of shareholders 
is a major concern for the board of directors (Tosi and Gomez-
Mejia, 1989). Furthermore, INVit is the proxy for investment 
decision measured by the percentage of capital expenditures on 
operating income. An alternative proxy is also used to represent 
the investment decision which is the natural logarithm of the Net 
property, plants, and equipment (NPPE) (Med Bechir and Jouirou, 
2024). Hit represents a set of control variables per firm, which are 

firm size (SIZE) leverage (LEV), assets per share (APS) and 
Systematic risk (BETA). The other set of control variables, Cit

k , 
refers to the macroeconomic variables per country and global 
factor, such as the gross domestic product, the US effective federal 
funds rate, the west of Texas Intermediate Crude oil price index 
and the COVID-19 pandemic crisis (COVID). The description of 
the variables is summarized by Table 1.

To test for the impact of key committees on the link between 
investment decision and firm performance (interaction), the 
following model is used as in Equation (2):
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Where BCOMit×INVit is the integration variable between key 
committees and firm performance.

This study also investigates whether the committees of boards in 
high-performing firms influence the relationship between corporate 
investment decisions and performance differently than those in low-
performing organizations. High-performing enterprises, in contrast 
to low-performing ones, can secure greater funding and generate 
adequate cash to fulfill financial requirements, allowing them to delay 
returns for a longer duration. As a result, high-performing firms are 
more likely to be inclined to engage in long-term investments. Unlike 
the financial attributes, high-performing firms are capable to reach to 
an optimal strategic alignment due to being able to bring the actions 
of firm’s business divisions, employees, operations, and culture 
into a unified line, to help assure that all parties are fully aligned 
toward the firm’s goals and key business purpose. Consistent with 
the agency theory where that corporate governance is an effective 
shareholders’ monitoring tool to conquer managerial reluctance to 
make long horizon value-decreasing investment decisions (e.g., Wu 
et al., 2025), we aim to ascertain whether elevated levels of board 
committees significantly influence the relationship between long-term 
investments and the performance of high- and low-performing firms.

To investigate this issue, we initially categorize our sample 
firms into two subsamples: low-performing and high-performing 
enterprises. To examine this issue, we firstly divide our sample 
firms into two subsamples representing low-performing and 
high-performing firms. Low-financially-performing firms are 
selected when Tobin’s Q values fall below the average of Tobin’s 
Q of all firms in the sample. High- financially-performing firms 
are selected when their Tobin’s Q values exceed the average of 
Tobin’s Q of all firms in the sample. This idea is formulated using 
the model as in equations 3 and 4:
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Table 1: Variables description
Variables Description Source
Dependent variables

Tobin Q (TQ) The percentage of firm’s market value on shareholders’ equity Refinitiv/Datastream and 
authors’ own calculations

Return on assets (ROA) Net income divided by total assets Refinitiv/Datastream and 
authors’ own calculations

Independent variables
Corporate Social responsibility 
sustainability committee (SUS)

A dummy variable which is coded as the value of one if a 
firm quarter observation is a corporate social responsibility 
sustainability committee, or zero otherwise

Refinitiv/Datastream

Audit committee (AUD) A dummy variable takes a value of 1 if members of a firm’s 
board of directors and oversees its financial statements and 
reporting.

Refinitiv/Datastream

Corporate Governance committee 
(CGV)

A dummy variable which takes a value of 1 if a firm’s board of 
directors and oversees has a corporate governance committee

Refinitiv/Datastream

Nomination committee (NOM) A dummy variable takes the value of 1 if the board’s committees 
or identifying candidates for positions on a board or zero 
otherwise.

Refinitiv/Datastream

Compensation committee (CPN) A summary variable which takes a value of 1 if the board’s 
compensation committee is tasked with setting executive 
compensation packages and incentive plans.

Refinitiv/Datastream

Corporate investment (INV) The percentage of capital expenditures on operating income Refinitiv/Datastream and 
authors’ own calculations

Net property, plants, and 
Equipment (NPPE)

The natural logarithm of net property, plants, and Equipment. Refinitiv/Datastream and 
authors’ own calculations

Control variables
Firm size (SIZE) Natural logarithm of total assets Refinitiv/Datastream and 

authors’ own calculations
Leverage (LEV) Total debt divided by total assets Refinitiv/Datastream and 

authors’ own calculations
Assets per share (APS) The division of the net asset value (total assets less liabilities) on 

the number of outstanding shares.
Refinitiv/Datastream and 
authors’ own calculations

Systematic risk (BETA) The historical beta which is calculated by estimating the beta 
coefficient of the CAPM using daily data over a 1-year window.

Refinitiv/Datastream and 
authors’ own calculations

Gross domestic product (GDP) The change in the natural logarithm of the gross domestic 
products per capita

The World Bank and authors’ 
own calculations

Crude oil price (OIL) The natural logarithm of the West of Texas Intermediate crude 
oil prices

The World Bank and authors’ 
own calculations

US effective Federal funds rate 
(FED)

The US effective Federal funds rate The St Louis Federal Reserve 
and authors’ own calculations

COVID-19 effect (COVID) A dummy variable takes a value of 1 in the quarters for the years 
Q1-2020 to Q2-2022 or zero otherwise.

Authors’ own calculations

Year Year effect. It is measured by a dummy variable which takes the 
value of 1 for every year separately, or zero otherwise. It is used 
for finding robust standard errors clustered at the firm level.

Authors’ own calculations

Industry Industry effect. It is measured by a dummy variable which takes 
the value of 1 for the firms that belong to each industry sector, 
or zero otherwise. It is used for finding robust standard errors 
clustered at the firm level.

Authors’ own calculations

Where high (low) is the high (low) performing firms. Upon 
estimating the mean values of the financial performance metrics 
(TQ and ROA), we partition the sample into two subsamples. 
A subsample consists of high-performing enterprises, assigned 
a value of 1 when their performance measure exceeds the 
mean of all firms in the complete sample, and 0 otherwise. The 
second subsample is the low-performing firms, which takes 
a value of 1 when the value of their performance measure is 
lower than the mean value of all firms in the full sample, or 
zero otherwise. The estimation of the models is well-fitted 
via using the most appropriate estimation methods as well as 
diagnosed testing.

3.2. Data
The study sample comprises the 441 biggest publicly listed firms 
in the US S&P500 index. We obtained the data for our analysis, 
encompassing the period from Q1-2010 to Q4-2023. The data 
for our analysis are obtained from several sources, including 
Refinitiv/Datastream, the St. Louis Federal Reserve, and World 
Bank databases (refer to Table 1). Table 2 shows the descriptive 
statistics for the variables used in the study. The mean value of 
firm performance proxies (TQ) and (ROA) is 0.0041 and 0.0650, 
respectively. The proxy for investment decision (INV) has a mean 
value of 0.1330, while the other investment proxy (NPPE) has a 
mean value of 14.743. The committees exhibit varying degrees of 
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variability, with the corporate social responsibility sustainability 
committee and the nominating committee displaying the highest 
standard deviations.

An examination of the connection between the variables shown 
in Table  3 reveals that both proxies for financial performance 
exhibit a negative correlation with the proxies for investment 
decisions, indicating that capital expenditures are likely to 
diminish firm performance in the US market. Additionally, 
the negative relationships between the committees and the 
investment decision indicators suggest that the board committees 
usually lessen the harmful impacts of long-term investments on 
financial performance. However, when it comes to the extent of 
these effects, board committees generally increase the impact 
of corporate investment on company performance but tend 
to reduce the detrimental effects of long-term investments on 
financial performance. However, in terms of magnitudes, board 
committees tend to amplify the effect of corporate investment on 
firm performance. The other important point is the correlations 
between financial performance and the control variables. We see 
that almost all control variables are negatively correlated with 
firm performance except for COVID-19 and GDP, which show 
positive correlations.

4. RESULTS AND ANALYSIS

4.1. The Main Model
The results of the estimations of the main model reported in Table 4 
show that corporate investment is significantly and adversely 
associated with a firm’s financial performance. The table divides 
the estimations into two parts. The estimations in columns (1-5) 
show how corporate investment affects firm performance by 
using the ratio of capital expenditures to operating income as 
a stand-in for corporate investment, using the GMM system of 
equations (GMM-sys) as proposed Arellano and Bover (1995). The 
estimations in columns (6-10) present estimations for the same 
impact in columns (6-10) using an alternative proxy for corporate 
investment, specifically the natural logarithm of net property, 
plants, and equipment, using the GMM system of equations 
(GMM-sys) as proposed Blundell and Bond (1998). Generally, the 
estimations in all columns show similar results where corporate 
investment is adversely associated with firm performance. 
This suggests that the US firms are clearly suffering from an 
underinvestment problem where managers could not efficiently 
manage investment in long-term assets, showing lesser incentives 
toward shareholders’ maximization of wealth. Furthermore, the US 
firms might be characterized by adverse selection and information 
asymmetries. The adverse selection costs might come from the fact 
that managers may pursue more long-term investments to increase 
their future self-benefits, leading to negative NPV projects. In 
addition, their access to private information over shareholders 
might increase the firms’ overall costs, leading to a decrease in 
financial performance.

Our results are in line with the findings of Saif Ul Islam et al. 
(2022) who stated that increases in investments such as fixed 
assets decrease firm performance due to incurring additional 
financing costs such as interest, which reduces profits. Investing 
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in fixed assets might also generate a delay in immediate returns 
that takes time to be able to achieve greater productivity and 
profits. However, our results contradict the conclusion drawn 
by Nguyen et al. (2024), who reported a positive relationship 
between investment and financial performance in Malaysian firms, 
suggesting that investments enhance operating performance.

The other interesting issue is that the estimations of the board’s 
committees are negative, suggesting that the board’s committees 
play a role in reducing the detrimental impact of corporate 
investment on financial performance. Corporate governance 
practiced by board of directors through setting up supervisory and 
incentive mechanisms tend to be efficient in aligning managerial 
risk and effort with the interests of shareholders. This supports 
that the agency theory and the resource dependence theory. Our 
results contradict the conclusion reached by Xue and O’Sullivan 
(2023), who argued that effective governance and reliance on 
strong governance increase the interest in long-term investment, 
thereby improving financial performance.

The negative sign of firm size indicates that larger firms tend to 
show lesser firm performance. Given that our sample consists of 
the largest firms in the US market, which are highly capitalized 
and characterized by higher levels of information asymmetry, 
their size might reduce performance. Large firms may also face 
transaction, agency, and span of control costs (organizational 
costs), which at some point overcome the benefits of economies 
of scale, and thus firm performance will start to deteriorate. Our 
results confirm the findings reported by Lin et al. (2019) who 
asserted that larger firms have lower financial performance than 
smaller firms because the latter firms have greater flexibility and 
ability to adapt more effective corporate governance programs, 
thus having lower agency costs or less inefficient use of funds.

The negative effect of leverage on firm performance confirms that 
corporate debt is a value-decreasing function where more corporate 
debt engagement leads to a higher risk of bankruptcy. Furthermore, 
the adverse effect of corporate debt shows evidence of managerial 
opportunism within the US firms where managers, especially 
those who have dual duties (managers and shareholders), engage 
their firms in more corporate debt to get more personal benefits. 
This supports that capital structure theory where higher corporate 
debt is considered as a negative signal to reduce firm value since 
debt increases costs of financial distress. Our estimated results are 
consistent with Ghardallou (2023) who stated that firms with high 
financial leverage tend to have an adverse relationship between 
investment and performance because debt is likely to increase 
bankruptcy and agency costs, thereby weakening corporate 
governance strategies.

The assets per share ratio is positively associated with firm 
performance. This ratio compares the stock price to the firm’s 
total value, reflecting investors’ views when investing. Firms with 
more assets per share are more appealing to investors because 
they can make more profit. The negative impact of systematic risk 
(BETA) on firm performance suggests that higher systematic risk 
tends to reduce firm performance. Given that beta is considered 
an indicator of investment risk, where beta offers investors 
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information and/or signals about the possible riskiness of the 
firm, higher betas would offer negative news about the firm in the 
market risk, driving investors away from trading the firm’s stock, 
and thus such negative news tends to reduce firm performance. 
Our results confirm the predictions of the signaling and the capital 
asset pricing theories.

The adverse effect of crude oil prices on firm performance suggests 
that a rise in crude oil prices increases the overall costs of US firms 
(as oil-importers), and thus firms with greater long-term corporate 
investment may encounter negative consequences, shortage in 
cash or a rise in the gap of information asymmetries, resulting 
in lower financial performance. Our results are consistent with 
Andrén (2016) reported that long-term investment in periods of 
sharp changes in oil prices can affect cash flow, and thus lowering 
financial performance. Furthermore, our results contradict the 
findings of Ilyas et al. (2021) who identified that postponement 
of investments due to oil price fluctuations negatively affect the 
financial performance for firms operating in the oil sector.

The positive association between GDP and firm performance in 
the US suggests that more economic growth tends to increase firm 
performance. Excessive economic growth tends to be supportive 
to the US firms by driving their performance up. Consequently, 
the increase in GDP has been very effective in mitigating 
the detrimental impact of corporate investments on financial 
performance in the US market. Our results are consistent with 
Mitra et al. (2023) who examined the effect of GDP on financial 
performance in India and Bahrain, respectively, arguing that 
in both countries, they reported that GDP enhances corporate 
performance.

In our analysis, the increase in the US effective federal funds rate 
(tightening the monetary policy) tend to increase firm performance. 
The intension to make the US dollar stronger via increasing the 
federal funds rate tends to generate a higher yield and control the 
appreciation of the US dollar and the inflation rate, which attracts 
foreign capital to obtain higher returns on bonds and interest-rate 
products. Given that most of the large firms in the US issue bonds 
and other interest income securities, the increase in the federal 
funds rate tend to increase their financial performance. Our results 
are consistent with Lin et al. (2018) who found that firms with 
greater institutional investment are able to take advantage of the 
opportunities available from a high interest rate environment.

4.2. Interaction between Board Committees and 
Corporate Investment
The results of the interaction between the board’s committees and 
corporate investment against firm performance are reported in 
Table 5. The results are obtained using the two-step GMM system 
method proposed by Arellano and Bover (1995). In columns (1-5) 
of Table 5, the Tobin’s Q is used as a proxy for firm performance 
(dependent variable), while in columns (6-10) the return on assets 
(ROA) is used as alternative proxy for firm performance. When 
using these alterative proxies, the results remain similar and 
robust. Interestingly, we argue that board’s committees reduce the 
detrimental effect of corporate investments on firm performance 
in all estimated models. Overall, our results support the prediction 

of the corporate governance theories including agency theory, 
shareholder’s theory as well as the resource dependency theory.

To ensure robustness, the same models are re-estimated utilizing an 
alternate estimation technique, specifically the Generalized Least 
Squares (GLS) method. The findings are presented in Table 6. 
Significantly, despite the utilization of a different estimating 
method, the results remain quantitatively comparable and robust 
even for ROA and TQ.

4.3. Low and High-Performing Firms
To further extend our analysis, given the results as in Tables 4-6 
which showed an adverse effect between long-term investment 
and firm performance, we examine whether corporate governance 
differently impacts the relationship between corporate investment 
and financial performance for high-performing firms than that of 
low-performing firms. This analysis helps identify how firms with 
different level of financial performance are differently influenced 
by corporate investment when corporate governance is enhanced. 
The findings of this investigation are presented in Tables 7 and 8. 
The outcomes in Table 7 are derived using Tobin’s Q, whereas those 
in Table 8 utilize ROA as an indicator of business performance. The 
estimation method is the GMM system of equations as proposed by 
Arellano and Bover (1995). The estimated parameters in columns 
(1-5) of Table 7 present the results for firms exhibiting low financial 
performance, whereas the estimated parameters in columns (6-
10) of Table 7 illustrate the results for firms demonstrating better 
financial performance. The results reveal that for enterprises 
exhibiting low performance, corporate investment is inversely 
related to financial performance. This indicates that long-term 
investment diminishes the performance of underperforming 
enterprises. Underperforming organizations may exhibit inferior 
corporate governance, diminished growth prospects, and a reduced 
capacity to manage and mitigate agency costs and information 
asymmetry. Corporate governance, particularly through board 
committees, supports the enhancement of financial performance 
by effectively monitoring managerial and investment decisions, 
thereby mitigating the adverse impact of corporate investment 
on the performance of underperforming firms. By enhancing 
board efficiency, companies can mitigate the adverse effects of 
investment decisions on performance.

Contrarily, the findings in columns (6-10) of Table  7 yield 
conclusions that contradict those presented in columns (1-5). 
Results for high-performing firms demonstrate that enhanced 
corporate governance procedures amplify the impact of corporate 
investment on firm performance. This indicates that, in high-
performing organizations, effective board committees enhance the 
correlation between long-term investment and performance. This 
is due to the ability of high performing firms to earn more profits, 
participate in greater debt financing, and possess more expansion 
opportunities. These features can improve the positive effect of 
investments on performance due to their robust shareholder control 
mechanisms, low asymmetric information, and reduced agency 
costs, resulting in superior financial performance.

To conclude, corporate governance significantly impacts the link 
between corporate investment and firm performance. Furthermore, 
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the performance of high-performing firms is differently influenced 
by corporate investment and corporate governance than that 
of low-performing firms. This indicates that distorted effect of 
corporate investment and governance might be resulting from 
an asymmetric effect of the impact of corporate investment and 
corporate governance on the performance of high-  and low-
performing US firms.

To execute robustness check, the models in equation 3 and 4 are 
re-estimated using ROA as proxy for firm performance. The results 
of this robustness check are reported in Table 8. In columns (1-5) 
of the table shows the estimates for firms with low ROA (low-
performing firms) while columns (6-10) show the estimates for 
firms with high ROA (high-performing firms). We see that the 
results of low-performing firms are altered by corporate investment 
in a manner distinct from that of high-performing firms. Moreover, 
corporate governance intensifies the positive effects of corporate 
investment on firm performance in low-performing corporations, 
while it alleviates the adverse effects of corporate investment on 
firm performance in high-performing firms. This means whenever 
corporate governance, as represented by the board committees, 
firm performance is enhanced for both types of firms. The findings 
in Tables 8 and 7 exhibit quantitatively similar results.

5. CONCLUSION, IMPLICATIONS, 
LIMITATIONS AND DIRECTIONS FOR 

RESEARCH

The study analyzed the effect of corporate investment on 
company’s financial performance and the extent to which this 
effect is moderated by corporate governance through the key 
committees of the board of directors. Analysis of a sample of 
441 US-listed nonfinancial enterprises indicates that corporate 
investment is negatively correlated with firm performance, hence 
contradicting the predictions of investment theory. The utilization 
of board key committees as an interaction variable in corporate 
investment decisions indicates that the committees’ roles mitigate 
the adverse impact of corporate investment on firm performance, 
thereby corroborating agency and corporate governance theories, 
which posit that board members act in the best interests of 
shareholders. Although corporate investments negatively impact 
firm performance, board committees play a vital role in weakening 
this impact. This suggests that the board’s committees play a 
pivotal role on the relationship between corporate investments 
and firm performance.

The findings of this study have significant practical and regulatory 
implications for policymakers, regulators, boards of directors, and 
investors. That being said, the results underscore the importance 
of strengthening legal and regulatory frameworks that support 
the effectiveness of board committees and clarify their oversight 
and executive roles, particularly during periods of instability and 
crisis. At the corporate level, the study highlights the need to 
restructure board committees to ensure a diversity of expertise and 
competencies, thereby enhancing the board’s ability to mitigate 
inefficient investment decisions and improve financial performance. 
The findings also provide valuable insights for shareholders and 

investors into the impact of investment management decisions 
on company value and the role of governance in reducing agency 
issues and information asymmetry. On a broader economic level, 
these findings contribute to supporting corporate sustainability 
and enhancing financial stability, which in turn positively impacts 
economic growth and market prosperity.

Our findings help establish an economic foundation for efficient 
corporate investment decisions, as well as for board of directors 
to exert their power on weak managerial decisions, enhancing 
financial performance. Companies are encouraged to prioritize 
the structure and efficacy of their board committees, to ensure 
a diverse board expertise within the committees, thereby 
enhancing financial performance. Corporate governance 
practiced by the board’s committee can help identify the board’s 
effectiveness in monitoring strategies. This suggests that the 
efficacy of the board’s committees may enhance the governance 
regulations. The results offer more information to shareholders 
about the impact of the corporate investment decision taken by 
management and whether they are following value-decreasing 
and/or -increasing actions.

While this study provides significant findings, several limitations 
can be considered when interpreting its results. First, the sample 
is limited to non-financial companies listed on the US stock 
exchange, which may restrict the generalizability of the results 
to financial companies or to markets and countries with different 
regulatory and institutional frameworks. However, financial 
companies are distinct in nature, and the research’s importance lies 
in identifying frameworks that focus on non-financial companies. 
Also, further research on financial companies could serve as a 
future recommendation. Second, the study relied on quarterly data 
over a specific time period, which may not fully reflect the impact 
of long-term economic shocks or profound structural changes in 
the business environment. Nevertheless, the amount of information 
and the results are sufficient for this research framework. Finally, 
the explanatory variables were limited to a specific set of 
governance indicators and financial factors. Broader economic and 
institutional factors may also influence the relationship between 
corporate investments and financial performance, and this could 
be addressed in a separate or complementary study.

The findings of this study open broad avenues for future research 
in this field. The scope of the analysis can be expanded to 
include companies and financial institutions, allowing for deeper 
comparisons across different sectors. Furthermore, cross-country 
comparative studies can be conducted to examine the impact of 
varying regulatory frameworks and institutional environments on 
the role of board committees in investment decisions. In addition, 
future research can refine the analytical model by incorporating 
additional variables, such as global risks beyond those already 
mentioned, growth and inflation rates, financial stability, 
ownership structure, and environmental, social, and governance 
(ESG) indicators, thereby enhancing the explanatory power of 
the statistical models. Expanding the study to encompass the 
qualitative dimensions of board committee work and its impact on 
decision-making, as well as the interaction between committees 
and the board, particularly during periods of economic crisis, is 
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also highly recommended. This would aim to achieve a deeper 
understanding of the role of boards in creating long-term value.
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