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Abstract: This study investigates the impact of investment efficiency on firm value with a moderating
role of institutional ownership and board independence for companies listed on the Tehran Stock
Exchange (TSE). The information from 177 companies in 2014–2021 was examined. Tobin’s Q is
a common measure for firm value, and it is a market-based measure and provides a good tool of
comparison. The results show that investment efficiency has an impact on firm value. In addition,
institutional ownership and board independence moderate this impact. There is a gap between the
impact of investment efficiency on firm value and the moderating role of institutional ownership
and board independence. This gap creates an opportunity for carrying out in-depth research on
those variables. Since the impact of investment efficiency on firm value emphasizing the role of
institutional ownership and board independence has not been studied, the study’s findings can show
the importance and necessity of this study and fill the gap in this field.

Keywords: firm value; investment efficiency; institutional ownership; board independence

1. Introduction

Valuation is a common feature of all financial activities and plays a significant role
in optimal capital allocation. The valuation of companies is one of many countries’ most
essential and most complex economic concepts. In developed and developing countries
with advanced capital markets, the value of companies is determined by investment banks
and investment consultants using specific standards for each industry. Determining the
value of a firm and identifying the factors affecting it in the capital markets has always
been a challenging topic for investors and financial analysts, and they try to determine
the factors affecting the value of the company in reality. One of the critical factors for
measuring the value of any firm is investment efficiency. Investors’ motive to invest in
the stock market is to get dividends or capital gain and company ownership. Prior to
investment, investors will take stock returns they will accept and firm value into account.
Although higher stock price equals higher corporate value and the maximum firm value
will increase profit for shareholders (Husnan 2012), the agency problem is an obstacle to
achieving the goal (Suhadak et al. 2019).

Due to the information asymmetry between owners and managers and by Signaling
theory, accounting can be defined as a mechanism for the transfer of relevant and valuable
information from the inside of the organization to the outside of it, which results in signaling
about competitive advantage, performance, and value of the company (Gumanti 2011) and
lead to better decision-making by investors (Vu 2020).

J. Risk Financial Manag. 2022, 15, 170. https://doi.org/10.3390/jrfm15040170 https://www.mdpi.com/journal/jrfm

https://doi.org/10.3390/jrfm15040170
https://doi.org/10.3390/jrfm15040170
https://creativecommons.org/
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://www.mdpi.com/journal/jrfm
https://www.mdpi.com
https://orcid.org/0000-0003-2698-9817
https://orcid.org/0000-0002-2040-4438
https://orcid.org/0000-0003-4550-8839
https://doi.org/10.3390/jrfm15040170
https://www.mdpi.com/journal/jrfm
https://www.mdpi.com/article/10.3390/jrfm15040170?type=check_update&version=1


J. Risk Financial Manag. 2022, 15, 170 2 of 13

Furthermore, improving investment efficiency minimizes investment distortion. Since
all projects with a positive net present value are funded in a perfect market, they increase
the company’s value (Stein 2003). In addition, an under-invested firm with a CEO who
has a higher level of managerial optimism can improve the firm’s investment efficiency
by reducing the degree of investment, which increases the firm’s value. However, when
companies intend to overinvest, there is insufficient evidence to show that a company
with a lower level of CEO optimism can effectively improve its investment efficiency by
reducing overinvestment and increasing its value (Chen and Lin 2013). In the real world,
where micro-investors and institutional investors do not have the same information, the
investment efficiency may be distorted by limiting companies’ ability to finance a potential
project or selecting an inferior project or expropriating resources by managers (Stein 2003).

When a distorted investment reduces the efficiency of a firm’s investment, the firm’s
value may be affected by the managerial perspective (Chen and Lin 2013). Thus, the structure
of the board and how firms are governed may distress financial performance in various ways
and can even lead to corporate disaster (Majeed et al. 2020). This structure can manage the
agency problems between shareholders and top management (Hermalin and Michael 1991).
By changing management, a company is likely to improve the company’s financial perfor-
mance, and coherent board decisions also affect corporate governance. As a result, the firm’s
board structure can affect the firm’s financial performance (Majeed et al. 2020).

A strong board of directors can increase company transparency, leading to a growing
reputation and reducing the asymmetric information gap among shareholders (Lokuwaduge
and Heenetigala 2017). Stock prices respond to variables such as board independence, and in
major economies, regulations are in place to improve the independence and qualification of
board members (Yermack 2006). In Iran, issues related to creating a competitive environment
and eliminating monopolies in the Iranian economy are controversial. The implementation
of No. 44 of the Constitution on privatization and the relative change in the government’s
approach to the economy changed the ownership structure of companies. In emerging
markets and in developing countries such as Iran, which has its own ownership structure,
economic status, legal system, government policies, culture, and especially its corporate
governance system and is facing economic sanctions, the norms in it, especially corporate
governance issues, can be different from other countries and have different results on
financial performance and firm’s value (Arianpoor 2019), which is a reason for conducting
the present study. Various corporate governance mechanisms, such as the composition of the
board of directors and ownership structures, can protect the interests of shareholders during
the corporate decision-making process (Ashfaq and Rui 2019). Institutional ownership can
also address agency problems because of its ability to be advantageous, economical, and
diversified (Habib et al. 2015). Based on previous studies, it can be argued that there is a
gap in the impact of investment efficiency on company value and the moderating role of
institutional ownership and board independence. This discrepancy creates an opportunity
for conducting an in-depth study on those variables. Since the impact of investment
efficiency on firm value with an emphasis on the role of institutional ownership and board
independence has not been studied, the findings of this research can show the importance
and necessity of this study, and so this research can fill a research gap in this field. Given
the importance of investment efficiency and a company’s financial performance in the
development of the Iranian economy, this study can help investors in financial analysis
and identify the investment behavior of companies in the Iranian economic environment.
Moreover, by allowing the country’s economic sector policymakers, a practical step can be
taken to strengthen the country’s economy.

In the following sections, the literature review and development of hypotheses are
explained first. The research methodology is described in the third section. Then, the
research findings are presented in the fourth section. Finally, the discussion and conclusion
are presented.
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2. Literature Review and Development of Hypotheses

One of the main goals of economic policies and decisions of countries is economic
development, and efficient investment has an essential impact on sustainable economic
growth and development (Hall and Lerner 2010). On the other hand, competitiveness is
a central issue considered for achieving optimal economic growth and sustainable devel-
opment. Competitive power is one of the characteristics of a successful company. Market
competition is an influential factor in corporate investment and financial performance
that can lead to increased investment and business efficiency and affects corporate value
and agency costs (Nugroho and Stoffers 2020). The agency problem is derived from the
separation between corporate ownership and corporate management, and it is an obstacle
to achieving the goal. Professional managers are responsible for running most large compa-
nies, and they feel they have the authority to run companies without taking shareholder’s
interests into account (Suhadak et al. 2019).

Since the competitive environment plays an important informational role, a strong
competitive environment creates an effective corporate governance culture and leads to
improved oversight of management decisions about investment and efficiency. This can
be accompanied by increased managerial efficiency and transparency in decision making
and improves their level of accountability, which reduces the risk of incorrect investment
decisions (Paniagua et al. 2018). Under competition, managers are encouraged to carry out
their duties in maintaining the company’s sustainability (Alimov 2014). When stock price
information improves, capital allocation is done more efficiently in companies with more
market power, increasing the company’s investment efficiency and financial performance
(Peress 2010). Thus, according to the presented theoretical foundations, Hypothesis 1 is
presented as follows:

Hypothesis 1 (H1). Investment efficiency has an impact on firm value.

On the other hand, corporate governance includes various types of agreements, or-
ganizational mechanisms, and procedures for balancing the power and responsibility of
company shareholders, management, board of directors, and employees (Zafar et al. 2008),
and competition plays a role in corporate governance, in which market competition in-
creases investment and a company’s financial performance through management discipline
and strengthens corporate governance (Laksmana and Yang 2015). Corporate governance
occurs mainly through internal mechanisms such as ownership structure (Mnasri and
Ellouze 2015).

It is one of the most critical factors affecting the proper implementation of corporate
governance and increases the reliability of corporate activities and management policies
regarding investment and protecting stakeholders’ interests (Chen 2013). In today’s world,
rapid and continuous changes occur in the economic environment, resulting in intense
competition in the global economy. Since competitiveness provides economic success in
various industries, it has increased attention.

Institutional ownership has a crucial supervisory role in reducing agency costs, control-
ling the directors, and improving current financial performance and investment efficiency
(Rashed et al. 2018) and could pressure managers into a short-term focus (Bushee 2001).
Therefore, Hypothesis 2 is presented as follows:

Hypothesis 2 (H2). Institutional ownership moderates the impact of investment efficiency on
firm value.

Another central corporate governance mechanism is independent directors who might
increase or reduce the firm performance. Independent directors are one of the primary
debates in corporate governance concerns, and they can control top management and
reduce agency problems, particularly the problem of information asymmetry. Monks and
Minow (2004) showed that independent directors play an important role in influencing firm
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performance and are likely to protect stakeholders against managerial self-serving behavior
from an agency theory perspective. Belkhir (2009) showed that independent directors could
reduce the risk of moral risks through an oversight role. These directors should mediate the
conflict between minority and majority shareholders and improve managers’ performance
through the monitoring role of managers, which ultimately leads to improved company
performance (De Andres et al. 2005).

However, the literature in emerging markets is mixed concerning the impact of in-
dependent directors on firm performance (e.g., Black et al. 2012; Mahadeo et al. 2012;
Marashdeh 2014; Ramdani and Witteloostuijn 2010). Although different studies show
mixed results on the relationship between board independence and firm performance, the
evidence supports independent directors’ impact on firm performance (Abdullah 2004). In-
dependent managers are motivated to perform their monitoring duties and do not collude
with CEOs because they are more independent and more likely to protect their reputation
in the external market (Fama 1980; Fama and Jensen 1983). In addition, due to information
asymmetry between managers and investors, managers tend to make short-term decisions
when the capital market is under pressure to increase investment value and stock prices
and avoid buying stocks (Salehi et al. 2021). Because the manager attempts to use the invest-
ment made to distort the financial statements presented to the stock market to increase the
stock price (Nyman 2005), the board’s independence significantly increases the company’s
risk, which can also affect firm value (Zhang et al. 2018). Based on the above discussion,
Hypothesis 3 is presented as follows:

Hypothesis 3 (H3). Board independence moderates the effect of investment efficiency and
firm value.

3. Research Methodology

The statistical population of this paper is all listed firms on the Tehran Stock Exchange.
This paper assesses the listed firms for 8 years, from 2014 to 2021. In Iran, the guidelines
of internal controls, the audit committee, and internal audit activity have been used since
nearly 2014. Therefore, the beginning of the research period, 2014, was considered to access
more appropriate information. Moreover, for the present research, the required information
is available until 2021.

In this paper, the firms under study were selected based on the following criteria:

1. They should not be affiliated with investment firms, financial intermediaries, holdings,
banks, and leasing; and,

2. They should have a change in the fiscal year or a change in the activity.

A total of 177 companies were selected to test the hypotheses according to the men-
tioned criteria.

Model and Variables under Study for Hypotheses Testing

Equation (1) was used to test Hypothesis 1, and Equation (2) tested Hypotheses 2
and 3.

Valueit = β0 + β1INVit + β2SIZEit + β3LEVit + β4ROAit + End Year + Year + Industry + εit (1)

Valueit = β0 + β1INVit + β2INSOWNi,t + β3BOARDit + β4INSOWNi,t × INVit

+ β5BOARDit × INVit + β6SIZEit + β7LEVit + β8ROAit + End Year + Year + Industry + εit
(2)

The dependent variable:
Valueit: Tobin’s Q is a common measure for firm value. This measure is market-based

and is considered a principal dependent variable. It has a forward-looking nature and can
capture the company’s value (Gerged et al. 2021). Tobin’s Q is calculated as the ratio of total
assets minus the book value of equity plus the market value of equity to total assets. This
measure performs better than other accounting ratios and is less affected by accounting
practices (Banos-Caballero et al. 2014). It also considers firm risk based on the company’s



J. Risk Financial Manag. 2022, 15, 170 5 of 13

capital market valuation (Smirlock et al. 1984). However, the use of this measure might
be inflated by underinvestment if companies have access to debt financing (Dybvig and
Warachka 2015; Kose and Litov 2010). Since this measure considers the market value of
companies, it provides a good comparison tool (Abdi et al. 2020; Xie et al. 2019).

Independent variable:
INVi,t is the investment efficiency. According to Biddle et al. (2009) and Houcine (2017),

this study used Equation (3) to calculate investment efficiency. Investment efficiency is a
company undertaking project with a positive net present value under no market frictions.
Underinvestment and overinvestment show investment inefficiency. Underinvestment
represents passing up investment opportunities with a positive net present value, while
overinvestment represents investing in projects with negative value (Houcine 2017).

INVi,t+1 = β0 + β1salesi,t + εi,t+1 (3)

INVi,t+1 is the total investment. It is proxied by the difference between capital expen-
ditures and asset sales for firm i at year t, scaled by capital stock at the beginning of the
period. Salesi,t is the change in sales from year t − 1 to year t for firm i scaled by prior sales.
εi,t+1 is residuals raised from Equation (3) to proxy for investment inefficiency for firm i at
year t + 1. The reason for using the model is that according to the neo-classical framework
(Hayashi 1982), the marginal Q ratio should describe solely corporate investment when
markets are perfect (Houcine 2017).

However, as it is difficult to build the Q ratio, sales growth is a proxy for investment
opportunities (Biddle et al. 2009). Unlike the Q ratio, sales growth has no theoretical basis
as a proxy for investment opportunities. Nonetheless, it can be justified by the following
intuition: an increase in sales indicates a future increase in demand for a company’s prod-
ucts (Morck et al. 1990), and to meet the growing demand, increasing production facilities
may be necessary, and investment is needed to achieve this expansion (Houcine 2013). In
Equation (3), the residuals are used as a firm-specific proxy for investment inefficiency
because it shows the deviation of the company’s actual investment level from the ex-
pected investment. The value of this deviation indicates an inverse indicator of investment
efficiency. Positive residuals or positive deviation from expected investment indicates
over-investing, and negative residuals indicate under-investing. Investment efficiency
is measured as the absolute value of this error component multiplied by a negative one.
Therefore, the larger the amount, the greater the investment efficiency (Richardson 2006).

Modifier variables:
INSOWNi,t: Institutional ownership is measured by the percentage of shares held by

an institutional owner (Alqatamin et al. 2017; Rashed et al. 2018).
Boardi,t: The number of unaffiliated independent boards divided by the total number

of board members (Bhagat and Bolton 2019).
Control variables:
SIZEi,t: Firm size is calculated as the natural logarithm of total assets. Several previous

studies have used firm size (Al-Matari et al. 2012; Cassar and Holmes 2003). The firm size
is likely to affect corporate performance positively. The log of total assets calculates this
variable. The logarithm mitigates heteroscedasticity problems (Aliani and Zarai 2012).

LEVi,t: Leverage is calculated as total debt divided by the total assets. The relationship
between leverage and corporate performance is complicated. A positive impact on corpo-
rate performance might occur due to lenders’ monitoring (Saidat et al. 2019). Leverage is
used as a proxy for financial risk (Shahwan 2015).

ROAi,t: Return on assets is defined as the net profit divided by the total assets. Com-
panies with higher ROA are expected to perform better and riskless (Aktaş and Unal 2015).
A high level of profitability ratios means a low level of financial liquidity. In turn, the
liquidity ratios are at a high level (Banos-Caballero et al. 2014; Zimon and Zimon 2019;
Zimon et al. 2022).

EndYear is the control variable of the financial year-end. If the end of financial year-end
of the firm in March, it is 1, otherwise, 0.
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4. Empirical Results
4.1. Data on Descriptive Statistics

Descriptive statistics of the main variables of this research are presented in Table 1.
Tobin’s Q can be interpreted as a score above 1, meaning that the firm is creating value
and a score below 1, meaning that the firm is destroying wealth. The mean value variable
(Tobin’s Q) in this study is 2.573, which shows that the companies create value.

Table 1. Descriptive statistics of main variables.

Variable Mean Standard Deviation Minimum Maximum

Value 2.573 2.310 0.515 20.758
INV −0.036 0.689 −0.618 7.974
SIZE 28.231 1.558 24.133 34.579
LEV 0.554 0.216 0.013 1.567
ROA 0.134 0.153 −0.404 0.830

INSOWN 0.602 0.271 0.000 0.989
BOARD 0.670 0.186 0.200 1.000

Resource: Research findings.

4.2. Data Analysis and Main Results

Table 2 shows the correlation analysis of research variables. The results show a positive
correlation between investment efficiency and a firm value at the 99% confidence level
(coefficient: 0.001).

Table 2. Correlation analysis of research variables.

Value INV SIZE LEV ROA INSOWN BOARD

Value 1
INV 0.001 *** 1
SIZE 0.226 ** 0.336 ** 1
LEV −0.283 ** 0.021 0.031 1
ROA 0.130 ** 0.043 * 0.228 ** −0.097 *** 1

INSOWN 0.116 ** −0.011 0.131 ** 0.219 ** 0.162 ** 1
BOARD 0.009 ** 0.211 * 0.021 −0.004 *** 0.021 * 0.043 * 1

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively. Resource: Research findings.

This study used the Durbin and Wu–Hausman test to test endogeneity. The results of
this test for research equations are presented in Table 3. Since the p-value is more than 0.05,
there is no endogeneity.

Table 3. Results of Durbin–Wu–Hausman test.

Equation Test χ2 Statistic p-Value Result

(1)

Durbin χ2 = 0.142 0.791 H0 is not rejected
(there is no endogeneity)

Wu–Hausman F = 0.173 0.724 H0 is not rejected
(there is no endogeneity)

(2)

Durbin χ2 = 0.788 0.274 H0 is not rejected
(there is no endogeneity)

Wu–Hausman F = 0.963 0.298 H0 is not rejected
(there is no endogeneity)

Resource: Research findings.

According to Table 4, based on Equation (1), the investment efficiency has a positive and
significant effect on the firm value with 99% confidence (sig < 0.01 and coefficient = 0.298).
Thus, Hypothesis 1 is confirmed. Among the control variables in Equation (1), the leverage
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has a negative effect on firm value (sig < 0.01 and coefficient = −0.321) while firm size has a
positive effect on firm value (sig < 0.01 and coefficient = 0.267).

Table 4. GLS for the impact of investment efficiency, institutional ownership, and board independence
on firm value.

Dependent Variable: Firm Value (Valuei,t)

Equation (1):
Coefficient (t-Stat.)

Equation (2):
Coefficient (t-Stat.)

INVi,t 0.298 *** (4.210) 0.432 *** (3.870)
INSOWNi,t 0.301 (0.830)
BOARDi,t 0.220 (0.980)

INSOWNi,t × INVi,t 0.120 ** (2.210)
BOARDi,t × INVi,t 0.712 ** (2.150)

SIZEi,t 0.267 *** (6.750) 0.470 *** (4.320)
LEVi,t −0.321 *** (−3.110) −0.198 *** (−3.980)
ROAi,t 0.225 (1.120) 0.065 (1.130)
_cons 2.341 *** (4.220) 2.320 *** (5.170)

END YEAR fixed effect Yes Yes
YEAR fixed effect Yes Yes

INDUSTRY fixed effect Yes Yes
N 1416 1416

χ2 statistic 489.27 (0.000) 460.62 (0.000)
R2 0.564 0.551

Adjusted R2 0.558 0.548
Durbin-Watson statistic 1.867 1.851

** and *** indicate statistical significance at the 5%, and 1% levels, respectively. Note for Equations (1) and (2):
Based on the Levin–Lin–Chu unit-root test, the findings show that all variables are stationary. F-Limer (Chow)
results show that at the 95% confidence level, the hypothesis of panel data was accepted. Consequently, the
Hausman test was used for selecting random or fixed-effects models. The results of the Hausman test show that
the fixed effects method should be used for hypothesis testing. The Durbin–Watson statistics show no severe
autocorrelation of the error term. The results indicate there was no variance heterogeneity. Based on the results
of the Wooldridge test, there was autocorrelation in the research model. The GLS test was used to estimate the
model’s coefficients to deal with the issue and the problem of variance heterogeneity. Resource: Research findings.

A modified multiple regression method was used to investigate the moderating role
of institutional ownership and board independence. According to Equation (2) in Table 4,
institutional ownership moderates the relationship between investment efficiency and firm
value (sig < 0.05 and Coefficient = 0.120). Therefore, Hypothesis 2 is also confirmed. The
board independence positively affects the relationship between investment efficiency and firm
value (sig < 0.05 and coefficient = 0.712), confirming Hypothesis 3. According to Equation (2),
the leverage has a negative effect on the firm value (sig < 0.01 and coefficient = −0.198), while
firm size has a positive effect on firm value (sig < 0.01 and Coefficient = 0.470).

4.3. Additional Analysis

Table 5 shows the statistical results of testing the hypotheses based on the robust regression.
According to robust regression, the investment efficiency has a positive and significant effect
on the firm value, and the size of this effect is 0.410 (sig < 0.01). In addition, leverage has a
negative effect on firm value (sig < 0.01 and coefficient = −0.190) and firm size has a positive
effect on firm value (sig < 0.01 and coefficient = 0.460). According to Equation (2), institutional
ownership and board independence have a moderating role in the relationship between
investment efficiency and firm value. The effect of institutional ownership on the relationship
between investment efficiency and firm value is 0.155 (sig < 0.01). The size of the effect of
board independence on the relationship between investment efficiency and firm value is 0.433
(sig < 0.05). Therefore, the results of this test are consistent with the results of GLS.

The summary of statistical results of Equations (1) and (2) tests based on t + 1 test
(valueit+1) is presented in Table 6. According to Equation (1), the investment efficiency has
a positive and significant effect on firm value (sig < 0.05 and coefficient = 0.321). Among
the control variables in Equation (1), the leverage has a negative effect on firm value
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(sig < 0.05 and coefficient = −0.196), while firm size (sig < 0.01 and coefficient = 0.220) and
ROA (sig < 0.1 and coefficient = 0.425) have a positive effect on firm value. According to
Equation (2) in Table 6, the institutional ownership moderates the relationship between
investment efficiency and firm value (sig < 0.05 and coefficient = 0.345). The board inde-
pendence also has a positive effect on the relationship between investment efficiency and
firm value (sig < 0.05 and coefficient = 0.434). Leverage has a negative effect on firm value
(sig < 0.05 and coefficient = −0.233), while firm size (sig < 0.01 and coefficient = 0.318) and
ROA (sig < 0.1 and coefficient = 0.322) have a positive effect on firm value.

Table 5. Robust regression for the impact of investment efficiency, institutional ownership, and board
independence on firm value.

Dependent Variable: Firm Value (Valuei,t)

Equation (1):
Coefficient (t-Stat.)

Equation (2):
Coefficient (t-Stat.)

INVi,t 0.410 *** (4.720) 0.287 *** (3.430)
INSOWNi,t 0.098 (0.260)
BOARDi,t 0.142 (1.100)

INSOWNi,t × INVi,t 0.155 *** (4.220)
BOARDi,t × INVi,t 0.433 ** (2.240)

SIZEi,t 0.460 *** (4.020) 0.755 *** (5.980)
LEVi,t −0.190 *** (−3.210) −0.221 *** (−4.150)
ROAi,t 0.114 (1.120) 0.080 (1.220)
_cons 4.080 *** (4.160) 3.592 *** (7.130)

END YEAR fixed effect Yes Yes
YEAR fixed effect Yes Yes

INDUSTRY fixed effect Yes Yes
N 1416 1416

χ2 statistic 185.65 (0.000) 210.67 (0.000)
R2 0.518 0.533

Adjusted R2 0.498 0.529
Durbin–Watson statistic 1.764 1.816

** and *** indicate statistical significance at the 5%, and 1% levels, respectively. Resource: Research findings.

Table 6. t + 1 regression for the impact of investment efficiency, institutional ownership, and board
independence on firm value.

Dependent Variable: Firm Value (Valuei,t+1)

Equation (1):
Coefficient (t-Stat.)

Equation (2):
Coefficient (t-Stat.)

INVi,t 0.321 ** (2.210) 0.321 ** (2.120)
INSOWNi,t 0.098 *** (3.320)
BOARDi,t 0.324 ** (2.270)

INSOWNi,t × INVi,t 0.345 ** (2.110)
BOARDi,t × INVi,t 0.434 ** (2.150)

SIZEi,t 0.220 *** (4.213) 0.318 *** (5.321)
LEVi,t −0.196 * (−1.880) −0.233 ** (−2.150)
ROAi,t 0.425 * (1.880) 0.322 * (1.920)
_cons 2.326 *** (4.120) 3.246 *** (5.320)

END YEAR fixed effect Yes Yes
YEAR fixed effect Yes Yes

INDUSTRY fixed effect Yes Yes
N 1416 1416

χ2 statistic 354.22 (0.000) 429.61 (0.000)
R2 0.423 0.435

Adjusted R2 0.402 0.427
Durbin-Watson statistic 1.825 1.812

*, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively. Resource: Research findings.
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5. Discussion

In this study, investment efficiency has a positive and significant effect on the firm
value. The company value is reflected in the price of the firm’s shares. The higher the
stock price, the higher the company value (Husnan 2012). When stock price information
improves, capital allocation is done more efficiently, increasing the company’s investment
efficiency and then firm performance and firm value (Peress 2010). The theory also predicts
this result.

The theoretical and empirical literature shows that ownership structure is an essential
determinant for firm value (Mnasri and Ellouze 2015), and the degree of ownership and
their relative effectiveness in disciplining and monitoring managers is likely different across
countries, and prior studies also find mixed results (Lemma et al. 2018). However, this study
indicated that institutional ownership and board independence lead to greater firm-specific
investments that produce better long-term productivity and thus increase investment ef-
ficiency. Studies show that institutional investors have the opportunities, resources, and
ability to monitor discipline and influence corporate managers (Chung et al. 2002). The
presence of these investors with large share ownership has the opportunity to benefit from
economies of scale in information collection and thus can directly bear the agency costs of
separation of ownership and control (Koh 2003). Large institutional investors reduce infor-
mation asymmetries between management and external stakeholders (Lev 1988) and have
higher incentives to monitor management myopia (Pound 1992), and the incremental bene-
fits from increased monitoring are likely to outweigh the incremental costs of monitoring
(Jensen and Meckling 1976; Ramsay and Blair 1993; Shleifer and Vishny 1986). Furthermore,
board independence is one of the indicators of corporate governance that is expected to
minimize the discrepancy between manager and shareholders’ interests, help managers get
direct advantages from the decision they are making, and receive consequences from the
decision (Suhadak et al. 2019), and these appropriate decisions can increase the welfare of
shareholders and thus increase the firm value.

In line with this argument, Bushee (1998) indicated that institutional investors’ high
turnover and momentum trading encourages myopic investment behavior when such
institutional investors have extremely high ownership levels in a firm; otherwise, institu-
tional ownership reduces pressure on managers for the myopic investment behavior. Large
shareholders can impose efficiency and productivity improvement upon management
(Shleifer and Vishny 1986; Vintila and Gherghina 2014). The institutional shareholder can
monitor the company’s executive management due to their ability to deliver information to
shareholders and monitor the organization’s performance, leading to increased efficiency
(Rashed et al. 2018). Elyasiani et al. (2010) supported this argument that management is
observed efficiently, and institutional investors’ performance is enhanced.

On the other hand, internal managers who are more motivated and efficient than ex-
ternal managers have led non-executive managers to trust the information and experience
of internal managers (Riyadh et al. 2019). Therefore, due to the focus of non-executive
managers on finance issues and corporate management activities (Uyar et al. 2020), they
have placed suitable internal managers (Riyadh et al. 2019). However, the emerging-market
literature is mixed concerning the impact of independent directors on firm performance.
Black et al. (2012) and Marashdeh (2014) found a positive association between Korea’s two
variables, a negative association in Brazil and no association in India. Although the empiri-
cal findings on the relationship between board independence and firm value are mixed,
the evidence supports outside directors’ impact on firm value (Abdullah 2004). In general,
the results of this study are predicted by the agency theory (Jensen and Meckling 1976),
which states that supervision by owners through the independent board, institutional
ownership, and public ownership should be used as a tool to check managerial behavior
benefiting them to improve efficiency that can ultimately improve financial performance
and firm value.



J. Risk Financial Manag. 2022, 15, 170 10 of 13

6. Conclusions

This paper showed the impact of investment efficiency on firm value, emphasizing the
role of institutional ownership and board independence. Since Iran’s economic environment
and conditions as a developing country are different from other countries and have a unique
ownership structure and corporate governance system, in these conditions, the impact
of ownership and executive structure on firm value can have different results than in
other countries. Therefore, it seems that ownership and executive structures following
the conditions of Iran will be necessary. For this purpose, 177 companies’ information
in 2014–2021 was examined, and firm value was measured through the most critical
accounting-based performance index.

The study found that investment efficiency impacts firm value. In addition, institu-
tional ownership and board independence moderate this impact.

This study provides empirical evidence of how institutional ownership and board
independence can affect firm value. The findings have important implications for re-
searchers, policymakers, and corporate boards such that in order to improve substantial
value, they should focus on board members and institutional ownership. To achieve strate-
gic goals and increase firm value, managers need to be accountable to their shareholders
and effectively monitor the managers’ behavior. Institutional shareholders may result
in opportunistic behavior due to collusion between the board of directors and the man-
agement (Suhadak et al. 2019). This study was based on agency theory, which provides
the theoretical foundations. This study’s results can help practitioners design corporate
financial strategies and increase firm value. According to the results, investors can be
suggested to consider investment efficiency as a factor affecting the firm value. Companies
can also minimize information asymmetry through greater board independence to increase
firm value. However, this research does not consider the risks of Iran’s economic sanctions.
It is suggested that future research consider risk factors and macroeconomics dynamics to
obtain more conclusive results, and a better understanding would be a highly desirable
area for future research. Further research is recommended to develop observations with
diverse industries and even compare companies with more/lower institutional ownership.
There are three types of investors: investors who prefer stock with high dividend yield,
investors who prefer return from dividend and capital gain, and investors who prefer
stock with low dividend yield (Black and Scholes 1974). Thus, investors’ behavior has an
important role in investment. For this reason, it is suggested that psychological attributes
and financial psychology should be considered in future studies.

This study provides new evidence of the Iranian environment, explains the results, en-
riches the relevant literature, and provides a relevant contribution to academic researchers
in making strategic decisions.

This study has some time and space limitations; therefore, caution should be taken in
generalizing the results to other times and other statistical populations. Since this study
focuses on Iranian companies, the results reflect Iran’s economic and business environment
characteristics. The results are also limited to the selected variables. Many internal and
external factors affect financial performance and firm value. Even market anomalies make
differences in the interest rate that impact investor behavior (Natarajan et al. 2020). Hence,
the firm value is also affected. In addition, because different studies have proposed various
methods for measuring the firm value, we used the essential accounting-based performance
index in this research. However, using other measures to calculate firm value can lead to
different results.

Author Contributions: Conceptualization, M.S., G.Z., A.A. and F.E.G.; methodology, M.S., G.Z.,
A.A. and F.E.G.; validation, M.S., G.Z., A.A. and F.E.G.; formal analysis, M.S., G.Z., A.A. and F.E.G.;
investigation, M.S., G.Z., A.A. and F.E.G.; resources, M.S., A.A. and F.E.G.; data curation, M.S., A.A.
and F.E.G.; writing—original draft preparation, M.S., A.A. and F.E.G.; writing—review and editing,
M.S., A.A. and F.E.G.; visualization, M.S., G.Z., A.A. and F.E.G. supervision, M.S., G.Z., A.A. and
F.E.G. All authors have read and agreed to the published version of the manuscript.



J. Risk Financial Manag. 2022, 15, 170 11 of 13

Funding: This research received no external funding.

Institutional Review Board Statement: Not applicable.

Informed Consent Statement: Not applicable.

Data Availability Statement: Not applicable.

Conflicts of Interest: The authors declare no conflict of interest.

References
Abdi, Yaghoub, Xiaoni Li, and Xavier Càmara-Turull. 2020. Impact of Sustainability on Firm Value and Financial Performance in the

Air Transport Industry. Sustainability 12: 9957. [CrossRef]
Abdullah, Shamshul Nahar. 2004. Board composition, CEO duality, and performance among Malaysian listed companies. Corporate

Governance: The International Journal of Business in Society 4: 47–61. [CrossRef]
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