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Objective: The study aims to examine the factors affecting corporate investment
efficiency and to introduce and analyze the main measurement models.

Methods and Materials: This research is descriptive—analytical and relies on
secondary data from companies listed on the Tehran Stock Exchange. The sample was
selected using a systematic elimination method, and data were collected from audited
financial statements, annual reports, and official databases. Investment efficiency was
measured using established models such as Richardson (2006), Biddle et al. (2009),
Chen et al. (2011), and Tobin’s Q. Panel regression techniques and diagnostic tests
were applied to analyze the data.

Findings: The results showed that financial reporting quality, corporate governance,
disclosure levels, and audit quality had significant positive effects on investment
efficiency, while earnings management and managerial overconfidence were
negatively related. Balanced capital structures and optimal use of free cash flows
improved efficiency, whereas excess internal resources without proper oversight
resulted in overinvestment. At the macro level, green fiscal policies and IFRS adoption
indirectly enhanced investment efficiency.

Conclusion: Investment efficiency is a multidimensional construct influenced by
financial, institutional, behavioral, and policy factors. Strengthening corporate
governance, improving reporting quality, and employing advanced technologies such
as artificial intelligence can reduce inefficiencies and promote more effective resource
allocation.

Keywords: Investment efficiency, corporate governance, financial reporting quality,
free cash flow, IFRS
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EXTENDED ABSTRACT
Introduction

Investment efficiency is one of the central topics in corporate finance and accounting research, as
it reflects how effectively firms allocate scarce resources to value-creating projects. In efficient markets,
firms are expected to invest only in projects with positive net present value, but in practice, deviations
such as overinvestment and underinvestment frequently occur due to information asymmetry, managerial
behavior, financing frictions, and institutional settings (Benlemlih & Bitar, 2018). The issue is of both
theoretical and practical importance, since inefficient investment decisions can destroy shareholder value,
increase firm risk, and destabilize broader economic systems (Amjadian & Borhani, 2025).

Prior literature highlights several determinants of investment efficiency, including financial
reporting quality, corporate governance, audit quality, corporate social responsibility, managerial
behavior, and financing constraints. For example, transparent and comparable financial reporting reduces
information asymmetry and allows capital providers to monitor managerial actions, thereby improving
efficiency (Alhadi et al., 2021). Studies have also emphasized that the adoption of International Financial
Reporting Standards (IFRS) enhances financial reporting comparability and improves firms’ investment
decisions, particularly in developing markets (Alruwaili et al., 2023). Similarly, disclosure practices linked
to environmental, social, and governance (ESG) reporting are found to positively influence investment
efficiency by reducing agency costs (Ellili, 2022).

Managerial behavior plays another crucial role. Overconfident managers are more likely to
overinvest, especially when internal financing is available, whereas cautious managers may forgo
profitable opportunities, resulting in underinvestment (Asadi et al., 2021; He et al., 2019). Research on the
Tehran Stock Exchange has shown that managerial ability moderates the relationship between financial
reporting quality and investment efficiency, with significant implications for future stock price crash risk
(Hosseini, 2021). Similarly, CFO participation on boards has been associated with improved monitoring
and better allocation of resources (Liu et al., 2021).

Corporate governance and ownership structure are also consistently linked with investment
efficiency. Effective governance mechanisms mitigate agency conflicts and ensure managers do not
deviate from value-maximizing investment strategies (Elberry & Hussainey, 2021). Evidence from
financially distressed firms shows that strong governance moderates the relationship between cash
holdings and investment efficiency (Aksar et al., 2022). In emerging markets, governance frameworks also
interact with corporate social responsibility, tax avoidance, and risk disclosure, shaping firms’ ability to
invest efficiently (Firmansyah & Triastie, 2020).

At a macroeconomic level, government fiscal and environmental policies strongly influence
corporate investment behaviors. For instance, green fiscal policy in China has been shown to improve
investment efficiency in renewable energy industries (Chang et al., 2020). Similarly, renewable energy
investments in China have benefited from green finance initiatives and shareholder control mechanisms
(Wang & Zhao, 2022). The reduction of government subsidies, however, has forced renewable energy firms
to rely more on financial leasing, reshaping their investment strategies (Xie & Lin, 2025). Other studies
indicate that economic complexity and financial development significantly moderate the effectiveness of
foreign direct investment and its contribution to domestic efficiency (Ranjbar & Rassekh, 2022).



Recent scholarship has also expanded into social and demographic determinants of investment
efficiency. Social capital and genetic capital have been introduced as new factors contributing to the
development of investment knowledge and more sustainable financial decision-making (Zamaniyan et al.,
2025). Similarly, health capital and social security systems influence household investment behavior,
underscoring the multi-dimensional nature of investment efficiency (He et al., 2025).

At the same time, new technologies such as artificial intelligence and system dynamics models
have emerged as valuable tools for evaluating investment efficiency. Al-based algorithms have been
applied to predict investment outcomes with risk management criteria (Khaleghizadeh Dehkordi et al., 2022),
while dynamic modeling provides decision-makers with a framework to simulate long-term investment
project performance under uncertainty (Motamedi & Darvish Motavalli, 2025). Other research has explored
the role of audit risk disclosures (Deng et al., 2023), enterprise risk management committees (Jiang et al.,
2023), and tax-related conservatism (Sharifpour Qeshouni & Jabarzadeh Kangarloei, 2023) in shaping
investment efficiency.

In sum, existing studies reveal that investment efficiency is a multi-faceted phenomenon shaped
by firm-level governance, managerial psychology, financial reporting, corporate social responsibility,
macroeconomic policy, and emerging technologies. However, despite the growing body of literature,
inconsistencies remain regarding the extent to which these factors interact across industries, countries, and
institutional contexts. The present study contributes by systematically examining these determinants and
applying established measures such as Richardson’s (2006) model, Tobin’s Q, and extensions by Biddle
et al. (2009), Chen et al. (2011), and others, to evaluate firm-level investment efficiency in the selected
sample.

Methods and Materials

The study adopted a descriptive—analytical design, relying on secondary data collected from
publicly listed companies. The research sample was selected using a systematic elimination method,
excluding financial intermediaries such as banks, insurance companies, and investment firms. Firms were
included if they maintained consistent listing status during the period under study, shared a fiscal year
ending in March, and provided complete financial statements.

Data were collected from audited financial statements, annual reports, and stock exchange
databases. Variables of interest included measures of financial reporting quality, earnings management,
corporate governance characteristics, corporate social responsibility indicators, adoption of IFRS,
disclosure levels, audit quality, capital structure, and free cash flows.

Investment efficiency was measured using multiple models. The primary approach was based on
Richardson’s (2006) framework, which decomposes total investment into expected and unexpected
components, with deviations interpreted as inefficiencies. Complementary models included Biddle et al.
(2009), Chen et al. (2011), and Tobin’s Q sensitivity tests. Additional indicators from Rajan and Zingales
(2000), Ahn and Denis (2004), and Garcia Lara et al. (2016) were also used to validate robustness.

Data analysis employed panel regression techniques. Diagnostics such as the Hausman test and
Chow test determined whether fixed or random effects models were appropriate. Heteroskedasticity and
autocorrelation were tested and corrected where necessary. The methodology ensured robust estimation
of the impact of explanatory variables on investment efficiency across firms and years.

Findings
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The results indicated that firms with higher financial reporting quality exhibited significantly
greater investment efficiency, supporting the hypothesis that transparent reporting reduces information
asymmetry and guides resources toward value-creating projects. Earnings management, by contrast, was
negatively associated with efficiency, suggesting that distorted reporting leads to both under- and
overinvestment.

Corporate governance mechanisms, including board independence, ownership concentration, and
CFO presence on boards, were found to positively moderate investment efficiency. Audit quality and
mandatory disclosure levels also showed significant positive effects, indicating that external oversight and
transparent communication constrain managerial discretion.

Corporate social responsibility engagement correlated with higher investment efficiency,
reflecting the role of social trust and stakeholder alignment in mitigating agency problems. Adoption of
IFRS further improved efficiency by enhancing comparability and international credibility of financial
statements.

Financing factors exhibited mixed results. Strong capital structures with balanced debt—equity
ratios supported efficient investment, while excessive free cash flows often resulted in overinvestment
when governance was weak. Managerial overconfidence was shown to amplify these effects, leading to
substantial inefficiency in firms with abundant internal financing.

At the macro level, firms in renewable energy sectors demonstrated improvements in efficiency
when supported by green fiscal policies and shareholder monitoring. However, reductions in government
subsidies led to increased reliance on financial leasing, reshaping investment patterns. Social security
provisions and health capital also influenced household-level investment behavior, suggesting broader
demographic linkages.

Technological integration, particularly the use of artificial intelligence models and system
dynamics frameworks, proved effective in predicting and enhancing investment outcomes. Firms utilizing
advanced analytics achieved more consistent alignment with expected investment benchmarks, thereby
reducing inefficiencies.

Discussion and Conclusion

The findings confirm that investment efficiency is contingent upon an intricate interplay of
financial reporting quality, governance structures, managerial psychology, and macroeconomic
frameworks. Strong governance and transparent reporting systems act as safeguards against both
overinvestment and underinvestment, aligning managerial actions with shareholder value. Conversely,
opportunistic managerial behavior, facilitated by information asymmetry and weak oversight,
significantly undermines efficiency.

The role of corporate social responsibility underscores the importance of non-financial
dimensions, as socially responsible firms are better positioned to earn trust, reduce conflicts, and direct
investments toward sustainable projects. Similarly, regulatory and policy interventions, such as IFRS
adoption and green fiscal policies, provide systemic mechanisms to reduce inefficiencies across industries.

The mixed results regarding financing factors highlight the dual-edged nature of internal resources:
while necessary for operational flexibility, excessive free cash flow without governance discipline can
lead to value-destroying projects. This reinforces the argument that capital allocation decisions must be
evaluated not only on availability of resources but also on institutional context and managerial incentives.



Technological advancements introduce a promising frontier for improving investment efficiency.
The integration of Al and dynamic modeling in investment evaluation offers firms the ability to simulate,
predict, and optimize resource allocation with greater accuracy. As financial markets evolve, these tools
will likely become indispensable in balancing risk, sustainability, and efficiency.

Overall, the study contributes to the growing literature by demonstrating that investment efficiency
is a multi-dimensional construct shaped by institutional, behavioral, financial, and technological factors.
For policymakers, regulators, and corporate managers, the findings emphasize the need for integrated
frameworks that strengthen governance, enhance transparency, and leverage emerging technologies to
ensure efficient capital allocation and long-term value creation.
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