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The Relationship among Corporate Governance,
Investment and Firm Value
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Abstract

In this study, we study whether the positive effect of R&D and capital investments on
corporate value results from a direct or an indirect mechanism. The results show that the
answer depends on industry characteristics and the nature of investments. The direct and
indirect effects can exist exclusively or jointly. They can even disappear simultaneously. For
the electronic industry in Taiwan, investments can increase the interests of shareholders, even
in the absence of good corporate governance. But for the non-electronic industry, it is not
the case. On the other hand, for R&D investment, which is relatively hard to be monitored,
better governance can not promote its positive effect on firm value further. But for capital
investment, which is easier to be monitored, corporate governance does its job successfully.
Therefore, corporate governance plays an inneglectable role in the relationship between capital
investment and firm value.
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