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Xuan Quynh Pham (Vietnam), Hoang Thanh Truc Nguyen (Vietnam)

THE EFFECT OF INVESTMENT
ON THE PERFORMANCE

OF VIETNAMESE LISTED FIRMS:
MODERATING ROLE

OF AGENCY COSTS

Abstract

This study investigates how investment influences firm performance, taking into ac-
count the moderating role of agency costs in an emerging market context. Using a bal-
anced panel of 269 non-financial firms listed on the Ho Chi Minh City Stock Exchange
from 2013 to 2022, the study applies the System Generalized Method of Moments
(SGMM) to address potential endogeneity. The results reveal a nonlinear, inverted
U-shaped relationship between investment and operational efficiency, indicating the
existence of an optimal investment threshold. Beyond this level, further investment
reduces performance due to overinvestment behavior. Moreover, agency costs are
found to negatively affect both performance and the efficiency of investment decisions.
Firms facing higher agency problems experience weaker performance improvements
from increased investment, confirming the moderating effect of agency costs. The find-
ings provide new evidence from a transitional market characterized by information
asymmetry and weak governance structures, contributing to the literature on invest-
ment efficiency and agency theory. Policy implications highlight the need for gover-
nance transparency and effective monitoring mechanisms to mitigate agency-induced
overinvestment.

Keywords agency costs, emerging market, investment, optimal
investment, overinvestment, performance, SGMM,
Vietnam

JEL Classification 016, G31, G32, G34

INTRODUCTION

Investment decisions are among the most critical determinants of
firm performance and long-term value creation. According to mod-
ern financial theory, firms invest in fixed and current assets to expand
production capacity, enhance competitiveness, and sustain future
growth. However, the effect of investment on firm performance is not
always linear or positive. In imperfect capital markets, characterized
by information asymmetry and weak monitoring mechanisms, in-
vestment outcomes often depend on the extent of agency conflicts be-
tween managers and shareholders.

Agency theory (Jensen & Meckling, 1976) suggests that managers, when
controlling internal funds, may not always act in the best interests of
shareholders. Instead of distributing excess cash as dividends, managers
may pursue empire-building strategies or invest in unprofitable projects
to expand their personal influence (Jensen, 1986). Such inefficient re-
source allocation and overinvestment lead to capital misallocation and
ultimately to poor company performance. These issues are particularly
relevant in emerging markets like Vietnam, where limited transparency
and concentrated ownership structures exacerbate agency problems.

http://dx.doi.org/10.21511/imfi.23(1).2026.11
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Prior studies have reported mixed evidence regarding the relationship between investment and firm
performance. While some research (Ehie & Olibe, 2010; Esther et al., 2003; Saleh, 2018) shows that
investment enhances profitability and firm value, others find an inverted U-shaped pattern (Fu, 2010;
Kim et al., 2018; Morgado & Pindado, 2003), suggesting the existence of an optimal investment level. Yet,
little attention has been paid to how agency costs moderate this relationship, especially in developing
economies where financial markets remain imperfect.

Vietnam offers a unique setting for examining this issue. Despite rapid capital market development,
information asymmetry and weak governance mechanisms continue to distort investment efficiency.
Firms often rely on internal financing due to limited access to external capital, while managerial discre-
tion over cash flow creates fertile ground for agency-related inefficiencies. However, empirical evidence
linking investment, performance, and agency costs in the Vietnamese context remains scarce.

By incorporating agency costs as a moderating factor, this paper provides a more comprehensive un-
derstanding of investment efficiency under imperfect financial market conditions. First, it provides new
empirical evidence from an emerging market characterized by high information asymmetry. Second, it
integrates agency theory with investment-performance analysis, highlighting the nonlinear nature of
the relationship. Third, it offers policy implications for improving governance transparency and moni-

toring mechanisms to reduce agency-driven overinvestment.

1. LITERATURE REVIEW
AND HYPOTHESES

Investment is widely recognized as a central driver
of firm value and long-term growth. Under the as-
sumptions of perfect capital markets (Modigliani
& Miller, 1958), firms can freely choose between
internal and external sources of finance without
affecting firm value, and they will invest until the
marginal benefit of investment equals the margin-
al cost of capital. In reality, however, financial mar-
kets are imperfect due to information asymmetry,
making investment decisions sensitive to both fi-
nancial constraints and managerial incentives.

According to Richardson (2006), firms may deviate
from their optimal investment level when capital
allocation is influenced by internal cash availabil-
ity or agency problems. Two opposite forms of inef-
ficiency can occur: underinvestment, when firms
are unable to finance profitable projects because of
limited funds, and overinvestment, when managers
deploy excess internal resources into projects with
negative net present value. Overinvestment typical-
ly arises when managerial discretion is strong and
monitoring is weak, as described by Jensen (1986).

The relationship between investment and perfor-

mance has been examined across various contexts,
yet empirical results remain mixed. Studies that

http://dx.doi.org/10.21511/imfi.23(1).2026.11

ignore market imperfections often report a positive
association between investment and firm perfor-
mance (Ehie & Olibe, 2010; Saleh, 2018), implying
that expanding investment improves profitability
and firm value. In contrast, research conducted in
environments characterized by information asym-
metry and capital market imperfections tends to
reveal a nonlinear pattern. Morgado and Pindado
(2003), Fu (2010), and Kim et al. (2018) find an
inverted U-shaped relationship between invest-
ment and performance, suggesting that efficiency
improves only up to a certain level of investment.
Beyond this threshold, the marginal return on in-
vestment declines, and excessive spending reduces
operational efficiency. Empirical evidence from
emerging markets further supports this view. A
study in China (Kim et al., 2018) confirm that over-
investment leads to diminishing returns and weak-
er firm performance. However, the magnitude and
direction of this effect may vary depending on the
institutional setting and the degree of managerial
control. These findings imply that investment effec-
tiveness is not only determined by financial capa-
bility but also by the governance mechanisms con-
straining managerial behavior.

Regarding agency costs and performance, agency
theory (Jensen & Meckling, 1976) provides the
theoretical foundation for understanding how
conflicts of interest between owners and man-
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agers affect firm outcomes. When shareholders
delegate decision-making authority to managers,
asymmetric information and differing objectives
give rise to agency costs. These costs include the
expenses of monitoring and controlling manage-
rial actions as well as the residual losses resulting
from unaligned incentives.

Empirical research on the impact of agency costs
on performance offers diverse conclusions. Several
studies (Black & Kim, 2012; Hermalin & Weisbach,
2001; Liu et al., 2015) demonstrate that higher
agency costs tend to reduce efficiency, as man-
agers pursue self-serving objectives rather than
maximizing firm value. Conversely, some authors
(e.g., Chen, 2015) argue that certain governance
structures associated with higher agency costs
may enhance performance by increasing manage-
rial involvement or external oversight. Differences
in institutional settings, measurement approaches,
and sample characteristics largely explain these
inconsistencies. In emerging markets such as
Vietnam, agency costs are often amplified by in-
formation opacity and concentrated ownership.
Limited investor protection and weak monitoring
mechanisms allow managers to exercise greater
discretion in resource allocation, which can un-
dermine investment efficiency and firm profitabil-
ity. Consistent with the majority of empirical evi-
dence, this study expects that greater agency costs
will adversely affect firm performance.

The interaction between investment and agency
costs has recently received growing attention. In
firms with abundant free cash flow, managers may
use discretionary funds to expand their control
or prestige through excessive investment — com-
monly referred to as the “empire-building” phe-
nomenon (Jensen, 1986). Agency problems thus
amplify the likelihood of overinvestment and
weaken the positive impact of investment on firm
performance. Empirical studies provide strong
evidence for this moderating mechanism. Titman
et al. (2004) and Liu et al. (2021) document that
the negative relationship between abnormal in-
vestment and profitability is particularly severe
in firms with weak external monitoring and high
agency costs. Nghia and Cong (2021) similarly
find that when agency problems intensify, addi-
tional investment no longer enhances operational
efficiency and may even destroy value.

142

In transitional economies such as Vietnam, where
information asymmetry is pervasive and gov-
ernance structures remain underdeveloped, the
moderating role of agency costs becomes even
more critical. Firms burdened with high agency
costs tend to channel internal resources into less
productive projects, especially when cash flows
are abundant but growth opportunities are scarce.
This behavioral tendency implies that agency costs
distort the investment-performance relation-
ship, shifting the optimal investment threshold
downward.

The reviewed literature has provided valuable in-
sights into the relationship between investment,
agency costs, and firm performance. Previous
studies have demonstrated that investment deci-
sions play a pivotal role in determining corporate
outcomes, yet their effects are not uniform across
different contexts. Several scholars report a posi-
tive link between investment and performance,
while others document a nonlinear, inverted
U-shaped pattern. These mixed findings suggest
that investment efficiency depends not only on fi-
nancial capacity but also on the institutional envi-
ronment and governance mechanisms that influ-
ence managerial behavior.

Although the role of agency costs in shaping firm
performance has been widely discussed, most em-
pirical evidence originates from developed econ-
omies with strong investor protection and trans-
parent governance systems. In such settings, agen-
cy conflicts are relatively moderate, and external
monitoring effectively constrains managerial op-
portunism. Consequently, the extent to which
agency costs can distort investment efficiency un-
der less effective governance structures remains
underexplored. Moreover, only a limited number
of studies have explicitly examined the moderat-
ing role of agency costs in the investment-perfor-
mance relationship, leaving a conceptual and em-
pirical gap in the literature.

Third, and most importantly, the Vietnamese
stock market offers a distinctive but underex-
amined environment to test this mechanism. As
one of the fastest-growing emerging markets in
Southeast Asia, Vietnam exhibits several institu-
tional features that make it ideal for investigating
how agency problems affect investment efficien-

http://dx.doi.org/10.21511/imfi.23(1).2026.11
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Notes: Agency costs are expected to moderate the relationship between investment and firm performance.

Figure 1. Research framework

cy. The market is characterized by concentrated
ownership, limited disclosure quality, and rela-
tively weak investor protection - conditions that
intensify information asymmetry and managerial
discretion. At the same time, Vietnam has expe-
rienced substantial capital market reforms and a
surge in corporate investment during the past de-
cade, providing a unique setting to observe how
firms allocate resources in the presence of gover-
nance imperfections. Despite these features, em-
pirical research linking investment, agency costs,
and performance in Vietnam remains scarce, and
existing evidence is often fragmented or method-
ologically limited.

To address these gaps, this study investigates
how investment affects firm performance under
the moderating influence of agency costs in the
Vietnamese context. To attain this goal, the study
evaluates the subsequent hypotheses:

HI: Investment has an inverted U-shaped non-
linear effect on firm performance.

H2: Agency costs have a negative effect on firm
performance.

H3: The impact of investment on firm perfor-

mance is moderated by agency costs.
This study aims to fill this gap by analyzing how

investment affects firm performance under the
moderating influence of agency costs.

2. METHODOLOGY

Based on the theoretical framework and hypoth-
eses developed in the previous section, this study
examines how investment affects firm perfor-

http://dx.doi.org/10.21511/imfi.23(1).2026.11

mance under the moderating influence of agency
costs. The empirical model incorporates both di-
rect and interaction effects to test the nonlinear
nature of the investment-performance relation-
ship. The baseline functional form is expressed as
follows:

FF, = ﬂo + ﬂlln +ﬂ213 + ﬂ3ACn +IB4CEt

+B;DEBT, + BSIZE,, + B,SALE, (1)
8

+B,AGE, + B,COV, + B, Zlndustry +é&,,

J=1

FB: = ﬂo + ﬂl]it +ﬂ213 +ﬂ3ACn +IB4CEt
+,DEBT, + f,SIZE, + B.SALE,
+BAGE, + B,COV, + By (ACT), @

8
+8, (AC.Iz )it +ﬂjz;lndustry+8i,,
=

where FP, denotes the business performance of
firm i in period ¢, I is the level of investment, and
AC, represents agency costs. Equation (1) captures
the direct effects, while Equation (2) incorporates
the interaction terms (AC,.I,) and (AC” .]5)
to test the moderating influence of agency costs.
The remaining independent variables serve as con-
trols. Specifically, CF, is the cash flow of firm i in
year t; DEBT, denotes the financial leverage, mea-
sured by the debt-to-assets ratio; SIZE, represents
firm size, proxied by the natural logarithm of total
assets; SALE, is the annual growth rate of sales;
AGE, is the number of years the firm has been
in operation; and COV, captures the COVID-19
pandemic effect. The models also include industry
dummy variables

i]ndustry

J=1

143



Investment Management and Financial Innovations, Volume 23, Issue 1, 2026

to control for unobserved sectoral heterogeneity
across firms. The research sample is classified into
nine industry groups: Materials, Consumer Goods,
Industries, Property, Pharmaceutical and Medical,
Public Utilities, Consumer Services, Information
Technology, and Oil & Gas. The residual term eit
denotes the random error. Table 1 provides a more
detailed definition of the variables.

From estimating Model (1), Equation (la) is de-
rived by differentiating firm performance with re-
spect to the investment variable:

OFF,
ol.

it

= 151 + 2ﬂ2]n~ ©)

The optimal investment threshold is then obtained
by setting the first derivative equal to zero, as ex-
pressed in Equation (1b):

I = S )
25,

Next, we examine the interactive role of agency
costs using Model (2). Firms are classified into two
categories: high agency cost (HAC) firms, where
AC = 1, and low agency cost (LAC) firms, where
AC =0, indicating negligible agency conflicts. The
procedure for identifying agency cost levels is de-
scribed in the subsequent section. In Model (2),
the coefficients B, and [, determine the opti-
mal investment level for LAC firms (when AC =
0). Accordingly, the optimal investment level for
these firms is calculated using Equation (1b). In

contrast, for HAC firms (where AC = 1), the op-
timal investment level is given by the following
expression:

I = (B +ﬂ10) (5)

2B+ BYD

The study employs the sales-to-assets ratio (S/TA)
together with the quality of investment opportuni-
ties to classify firms into high-agency-cost (HAC)
and low-agency-cost (LAC) groups. The S/TA ratio
serves as a measure of asset utilization efficiency and
is expected to exhibit a negative relationship with
agency costs. Firms with a high S/TA ratio are con-
sidered to have lower agency costs, whereas those
with a low S/TA ratio are likely to experience higher
agency costs. This approach aligns with the findings
of Pawlina and Renneboog (2005) and Guariglia
and Yang (2016), who suggest that firms with lim-
ited investment opportunities face a higher risk of
overinvestment, particularly when internal funds
are abundant. Following this logic, the current study
calculates the average S/TA ratio for each firm dur-
ing the sample period and ranks firms in descending
order. The classification also considers the quality of
investment opportunities (Q). Based on these crite-
ria, firms are grouped as follows (see Table 2).

This grouping method captures the combined effect
of asset turnover and investment opportunities on
agency behavior. Firms with lower asset utilization
efficiency and fewer growth opportunities are cat-
egorized as HAC, reflecting greater managerial dis-
cretion and weaker monitoring mechanisms.

Table 1. Identification and measurement of variables

Variables Symbol Measurement References
_Firm Performance PP Net profit to total assets (ROA) Fu (2010), Nghia and Cong (2021)
: : h X K :
; Glrovsft rate of m\l/estm'enlt expenditures i Morgado and Pindado (2003), Richardson
Investment in fixed assets, financial investments, )
: (2006), Nghia and Cong (2021)
and investmentrealestate ¢ T T e
Agency costs AC i Dummy variable: 1 = firms classified as i Ang et al. (2000), Pawlina and Renneboog
B .. high-agency-costgroup; 0 =otherwise | (2005)
i Cash flow from operating activities/ i  Richardson (2006), Guariglia and Yang

Cash flow CF

Debt

total assets (2016)

Operating scale

Revenue growth

,,,,,,,,,,,,,,,,,,,,,,,,, (2016)
Natural logarithm of total assets Richardson (2006), Guariglia and Yang
,,,,,,,,,,,,,,,,,,,,,,,,, (2016) N
Lima Criséstomo et al. (2014), Guizani and
Annual growth rate of sales Ajmi (2021)

Operatingyears ~~~© AGE

cov

Covid-19 pandemic

Dummy variable: 1 =2020-2022; 0 =
2013-2019

Fu and Shen (2020), Shen et al. (2021)
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Table 2. Identifying agency costs

S/TA ratio Investment opportunities Agency costs category
S/TA<1 Q<1 High Agency Costs (HAC)
S/TA<1 Q>1 Low Agency Costs (LAC)
STA1 B B Q>1 R Low Agency Costs [LAC)
S/TA>1 Q<1 Low Agency Costs (LAC)

The empirical analysis is based on data collected
from the FiinGroup database'. The study employs
a balanced panel dataset consisting of 269 non-
financial firms listed on the Ho Chi Minh City
Stock Exchange (HOSE) over the period 2013-2022.
Financial institutions are excluded due to their dis-
tinct regulatory environment and accounting prac-
tices. After data cleaning and consistency checks,
the final dataset comprises 2,690 firm-year obser-
vations. This period captures the post-restructuring
phase of Vietnam’s capital market and includes sig-
nificant macroeconomic and governance develop-
ments, making it suitable for analyzing the relation-
ship between investment, agency costs, and firm
performance. Table 3 presents the sample distribu-
tion by industry classification, based on the firms’
main business activities and products.

Table 3. Sample distribution by industry
classification

Number

Sub-sectors ) % of firms
of firms
Materials f 45 © 1673
Consumergoods . 50 1859
Industries 73 .
PORRItY 39450
_Pharmaceutical and Medical & 11 i 409 .
Public Utilities 23
ConsumerServices 14820
_Information Technology & 7 200
Oil and Gas

Before estimating the models, the stationarity of
the panel data series is examined. If the variables
are found to be non-stationary at their original
level, appropriate transformations are applied to
ensure valid estimation results. In panel data anal-
ysis, three conventional estimation techniques are
commonly used: pooled Ordinary Least Squares
(pooled OLS), random effects (RE), and fixed ef-
fects (FE) estimations. However, Roberts and
Whited (2013) highlight that endogeneity may bias
the results of these estimations, leading to incon-

1 One of the most reliable financial information sources in Vietnam.

http://dx.doi.org/10.21511/imfi.23(1).2026.11

sistent coefficient estimates and misleading infer-
ences regarding firms’ financial behavior.

To detect potential endogeneity, the Wu-Hausman
test (Baum et al., 2007) is employed. Given the da-
taset’s characteristics, specifically, a large cross-
sectional dimension and a relatively short time
span, the System Generalized Method of Moments
(SGMM) estimator is adopted for the main analy-
sis. This method effectively addresses simultane-
ity and omitted-variable bias while controlling for
firm-specific effects. Consequently, SGMM is con-
sidered appropriate for the current study and en-
sures robust and consistent parameter estimation.

3. RESULTS

Before estimating the regression models, it is es-
sential to examine the stationarity of the panel da-
ta to ensure the reliability of the results. Similar to
time-series data, panel data contain a temporal di-
mension; thus, unit root tests are required to verify
whether the statistical properties of the variables re-
main stable over time. The Levin-Lin—-Chu (LLC)
test (Levin et al., 2002) is employed for this purpose.
The results, reported in Table 4, indicate that all
variables are stationary at level I(0), as their t-statis-
tics are statistically significant at the 1% level. This
confirms that the mean and variance of the vari-
ables do not change over time, ensuring the robust-
ness and consistency of the regression estimates.

Table 4. Unit root test results

l Levin-Lin-Chu
Variables — Results
t-statistic P_value
FP -18.8391 0.0000 1(0)
N B S S N
e -2.8e+02 0.0000 1(0)
CF —35.5939 0.0000 1(0)
DEBT 276230 0.0000 o)
SIZE 7276477 0.0000 o)
SALE 7126145 00000 . .MO)
AGE —76.8340 0.0000 : 1(0)
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Table 5 presents the summary statistics for all vari-
ables, including the mean, minimum, maximum,
standard deviation, and number of observations.
The average return on assets (ROA), represent-
ing operating efficiency, is 6.62%, suggesting that
Vietnamese firms have maintained moderate prof-
itability over the study period. The average invest-
ment growth rate is 5.07%, with a relatively high
standard deviation, indicating significant het-
erogeneity in investment intensity among firms.
Some firms exhibit exceptionally high investment
ratios (up to 314.56%), suggesting the existence of
aggressive investment behavior in certain cases.
Considerable variations are also observed in cash
flow, leverage, firm size, sales growth, and oper-
ating years, reflecting the diversity of the sam-
ple and the distinct financial characteristics of
Vietnamese listed firms.

Table 5. Descriptive statistics of variables

Variables% Obs. Mean Sdt. | Min | Max
Fp £ 2690 | 00662 : 0.0848 i-0.9960 : 0.7837
269 | 00507 @ 01635 08832 & 31456
CF | 2690 | 00959 & 00933 09033 . 08097
DEBT | 2690 | 04707 . 02067 = 0.0027 . 1.2945
SIZE | 2690 | 6453 | 24927 8298 | 577407
SALE | 2690 | 03192 | 33591 -2.6573 1164356
e e

Notes: SIZE is measured in billion VND; AGE represents the
number of operating years.

Table 6 provides descriptive statistics for firms
categorized by agency cost level: low agency cost
(LAC) and high agency cost (HAC). Noticeably,
firms in the HAC group exhibit higher investment
rates but lower profitability compared to those in
the LAC group. This observation is consistent with
agency theory, which predicts that firms facing
higher agency costs are more likely to overinvest,

Table 6. Descriptive statistics by agency cost group

particularly when internal funds are abundant
but profitable investment opportunities are scarce.
Managers in such firms may allocate resources to
projects that do not maximize shareholder value,
reflecting inefficiencies associated with agency
conflicts. Consequently, HAC firms demonstrate
higher investment activity yet poorer perfor-
mance relative to LAC firms.

Next, the regression results estimated using
the System Generalized Method of Moments
(SGMM) are presented in Table 7. All models sat-
isfy the Hansen and Arellano-Bond diagnostic
tests, confirming the validity of instruments and
the absence of serial correlation in the residuals.
Specifically, the p-values of the Hansen test ex-
ceed 0.05, indicating that the instruments are ex-
ogenous, while the Arellano-Bond AR(2) test fails
to reject the null hypothesis of no second-order
autocorrelation. Therefore, the SGMM estimation
results are considered reliable and robust.

The coefficients of investment (I) and its squared
term (I?) are positive and negative, respectively,
and both are statistically significant at the 1% lev-
el. This supports Hypothesis 1 (HI), which posits
that investment has an inverted U-shaped nonlin-
ear effect on firm performance. At moderate levels,
investment promotes productivity and profitabil-
ity by expanding capacity, improving competi-
tiveness, and fostering technological innovation.
However, beyond an optimal threshold, further
capital expansion leads to diminishing returns and
efficiency losses. This pattern indicates that exces-
sive investment may result in overcapacity, misal-
location of resources, and declining profitability —
a manifestation of the overinvestment hypothesis
discussed in prior studies (Fu, 2010; Hsiao et al.,
2011; Kim et al., 2018; Morgado & Pindado, 2003).

LAC Group HAC Group
Bién . Obs. Mean @ Sdt. | Min . Obs. Mean @ Sdt. | Min
L . 008 009 : -085 680 003 : 007 . -099
I 004 : 680 006 . 017 . -053
S 0.11 0.05 007 7090,
DEBT . 0.47 046, 02 000,
SIZE . ,010 7,396 8,53 829 3,669 6,35 915
SALE n..2010 0023 164 i 7103 .b80  1..058 1805 1 7266
AGE 2,010 26 ! 680 23 1 3

Notes: SIZE is measured in billion VND; AGE represents firm age in years. LAC — Low Agency Costs; HAC — High Agency Costs.
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Table 7. Estimation results

(1] [2] [31 [4] [5]
X Coefficient Std error Coefficient Std error
Variables
Model 1 Model 2

M OOBLOT 00179 e oO7asT 0038
00180 002
...00054 L..00a7
00136 00129

ndustryIndicators o Yes
Observation

nstrumentsrank T3

Jpstatistics

Prob F

Hansentest .. 8372

Prob Hasen test

PrOBARD)

Prob AR(2) 0.106

T S
- S O
L0000
T/ O
0009

00
0.054

Notes: ***, ** and * indicate significance at the 1%, 5%, and 10% levels, respectively.

The turning point of the curve, estimated as I' =
48.49% following Equation (1b), represents the op-
timal investment ratio that maximizes firm per-
formance. Beyond this level, the marginal benefit
of additional investment becomes negative.

Regarding the effect of agency costs on perfor-
mance, the coefficient of agency costs (AC) is neg-
ative and statistically significant, indicating that
higher agency costs are associated with lower firm
performance. This result supports Hypothesis 2
(H2) and is consistent with agency theory (Jensen
& Meckling, 1976), which posits that conflicts of
interest between managers and shareholders lead
to inefficiencies and value erosion.

The interaction terms between investment and
agency costs (AC.I and AC.I?) are both nega-
tive and statistically significant, suggesting that
agency costs moderate the investment-per-
formance relationship. This result supports
Hypothesis 3 (H3), which suggests that the
impact of investment on firm performance is
moderated by agency costs. Specifically, high-
er agency costs weaken the positive impact of
investment on performance and intensify the

http://dx.doi.org/10.21511/imfi.23(1).2026.11

adverse effects of overinvestment. This result
implies that the efficiency of investment deci-
sions depends strongly on governance quality.
When agency costs are low, indicating effec-
tive monitoring, transparent information, and
well-aligned managerial incentives, investment
contributes positively to firm performance.
However, when agency costs are high, manage-
rial opportunism or risk aversion may lead to
inefficient capital allocation.

Regarding control variables, the results are
largely consistent with theoretical expectations.
Cash flow (CF), Firm size (SIZE), and sales
growth (SALE) all have the same influence on
business performance. In contrast, debt (DEBT)
and the Covid-19 pandemic (COV) exert a neg-
ative and significant influence on performance.
The results also highlight that industry-specific
characteristics influence the degree of resilience
among firms. Sectors dependent on global trade
and high fixed costs, such as manufacturing,
transportation, and logistics, experienced more
severe performance declines, while technol-
ogy and service-based industries demonstrated
greater adaptability.
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3.1. Robustness test

This section reassesses the stability of the research
findings. The results indicate that firms with high-
er agency costs are more likely to engage in over-
investment, leading to poorer performance com-
pared to firms with lower agency costs. This find-
ing suggests that overinvestment reflects an ineffi-
cient investment state that ultimately diminishes
firm performance, with agency costs identified as
a key factor driving this inefficiency.

To further examine this relationship, we compare
the effects of investment on operational efficiency
between firms with high agency costs (HAC) and
those with low agency costs (LAC). The results
presented in Table 8 show that, compared with
LAC firms, those facing significant agency prob-
lems, evidenced by high agency costs and abun-
dant internal funds, are more inclined to make in-
vestment decisions that prioritize managerial self-
interest rather than the overall benefit of the firm.
This tendency leads to overinvestment, which, even
when resources are available, may negatively affect
the firm’s operational efficiency. Consequently, for
firms with high agency costs, investment exerts

a detrimental impact on efficiency, underscoring
the prevalence of overinvestment behavior.

Next, following the investment measurement frame-
work proposed by Richardson (2006)*, we estimate
the investment demand equation to obtain the resid-
uals from the model. These residuals serve as indi-
cators of the deviation between actual and expected
investment levels. By examining these residuals in
conjunction with firms’ growth opportunity char-
acteristics, we identify cases of potential overinvest-
ment. Specifically, firms exhibiting positive invest-
ment residuals and a Tobin’s Q ratio of less than one
are classified as overinvesting, implying that their
actual investment exceeds the optimal level suggest-
ed by their growth opportunities. This classification
enables us to distinguish between efficient and inef-
ficient investment behavior across firms.

Subsequently, we evaluate how overinvestment in-
fluences operating efficiency, as reported in Table 9.
The analysis provides further evidence on whether
excessive investment - often associated with high-
er agency costs — detrimentally affects firm perfor-
mance, thereby reinforcing the moderating role of
agency conflicts in shaping investment outcomes.

Table 8. Impact of investment on performance between LAC and HAC groups

[1] * [2]

[4] [5]

LAC

HAC

Variables
Coefficient

Std error

Coefficient Std error

Constant

Industry Indicators Yes

0.0004 ‘
00067

00156
00159 .00

L0008

-0.0196"" ‘ 0,0021
ooue™ 00038
200052

..00089 .

L0002

Observation

probF Y OO busbsvetu ot OO OO OO OO o ot OO OO OO

_Hansen test

LR S N - W WL ... S S

ProbAR() .
Prob AR(2)
Notes: *** ** and * indicate significance at the 1%, 5%, and 10% levels, respectively. LAC — Low Agency Costs, HAC — High
Agency Costs.
2 See Richardson (2006) for a framework to measure the over-investment.
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Table 9. Impact of overinvestment status
on performance

[1] [2] 3]

Variables Coefficient Std error
Overl -0.0166™" 0.0033
AC, WW—O.OO33 """" 0.0046
o 01486 0.204
pEBT, ~01670"" 0.0171
sze, 0.0089" 0.0039
sAE, 00007 0.0004
AGE, ~0.0028 0.0061
cov, ~00175" 0.0026
Comstant | ~00804 0.1064
Industry Indicators : Yes
Observation . 241
Instruments rank | s
F-statistics | 69.04
ProbF 0000
Hansentest | 3796
Prob Hasen test | 0254
ProbAR() 0001
ProbAR2) | 0060

Notes: ***, ** and * indicate significance at the 1%, 5%,
and 10% levels, respectively.

The results reveal that the overinvestment variable
(Overl) exerts a negative and significant effect on
firm performance. This finding is consistent with
previous studies, such as Liu and Bredin (2010)
and Shi (2019), and further reinforces the robust-
ness of the identified nonlinear, quadratic rela-
tionship between investment and performance.
When investment exceeds its optimal level, firm
performance declines because the marginal cost
of capital surpasses the marginal return on each
additional unit of investment. Moreover, the ad-
verse impact of overinvestment can be theoretical-
ly explained through the agency cost perspective.
Firms characterized by higher agency problems
often experience a mismatch between abundant
internal funds and limited growth opportuni-
ties, which increases the likelihood of managerial
overinvestment. Such behavior reflects inefficient
resource allocation, where managers pursue proj-
ects that maximize private benefits rather than
shareholder value.

Consequently, the negative association between
overinvestment and performance underscores
the importance of corporate governance mecha-
nisms in mitigating inefficient investment behav-

http://dx.doi.org/10.21511/imfi.23(1).2026.11

ior. These robustness test results confirm that the
main findings of this study remain stable: the in-
vestment-performance relationship is nonlinear,
and agency costs play a critical moderating role
in shaping this relationship within the context of
Vietnamese listed firms.

4. DISCUSSION

Overall, the findings reveal that firm performance
is shaped by the complex interaction between in-
vestment behavior and governance quality. First,
the research result showed that investment has an
inverted U-shaped nonlinear effect on firm per-
formance. This relationship underscores that in-
vestment enhances performance only up to an op-
timal point, beyond which inefficiency and agency
problems dominate. This pattern indicates that ex-
cessive investment may result in overcapacity, mis-
allocation of resources, and declining profitability
—amanifestation of the overinvestment hypothesis
discussed in prior studies (Fu, 2010; Hsiao et al.,
2011; Kim et al., 2018; Morgado & Pindado, 2003).
This empirical finding also confirms that while
investment is essential for growth, its effective-
ness critically depends on the firm’s ability to al-
locate capital efficiently and avoid overexpansion.
Importantly, this nonlinear pattern provides fresh
evidence from an emerging market context, where
capital markets are less efficient, and internal fi-
nancing often dominates. In such environments,
firms may pursue investment projects for mana-
gerial motives or signaling purposes rather than
economic efficiency, thus reinforcing the impor-
tance of governance and monitoring mechanisms.
The moderating effect of agency costs provides a
deeper understanding of the agency-investment-
performance nexus. It confirms that governance
mechanisms are not merely background factors
but active determinants of how firms convert in-
vestment into value. In the Vietnamese context,
where investor protection and monitoring mech-
anisms are still evolving, the moderating influ-
ence of agency costs is particularly strong, high-
lighting the vulnerability of emerging markets to
overinvestment.

Research indicates that agency costs negatively

impact performance, highlighting an inverse re-
lationship between these two factors. This result
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is in line with Ang et al. (2000), Black and Kim
(2012), and Liu et al. (2015), who documented sim-
ilar negative effects of agency costs on firm perfor-
mance in other markets. However, the magnitude
observed in Vietnam suggests that agency prob-
lems are intensified by the transitional nature of
the economy and its evolving institutional envi-
ronment. In the Vietnamese context, the relation-
ship between agency costs and performance is par-
ticularly salient. Many listed firms operate under
concentrated ownership structures, with domi-
nant shareholders exerting control while minority
investor protection remains limited. Additionally,
weak disclosure practices and limited enforcement
of governance regulations exacerbate information
asymmetry, allowing managers greater discretion
over resource use. As a result, agency problems —
manifested through excessive expenses, perquisite
consumption, or empire building - can signifi-
cantly impair firm efficiency and profitability.

The moderating effect of agency costs provides a
deeper understanding of the agency-investment-
performance nexus. It confirms that governance
mechanisms are not merely background factors
but active determinants of how firms convert in-
vestment into value. Managers might continue in-
vesting in unprofitable projects to pursue personal
objectives such as job security, prestige, or expan-
sion of control, consistent with the arguments of
Jensen (1986) and Pawlina and Renneboog (2005).
The findings thus reinforce the moderating role of
governance mechanisms in translating investment
into firm value. They also extend the literature by
demonstrating that this relationship remains ro-
bust in a developing market setting, where infor-
mation asymmetry and governance constraints
are more severe. These results echo the conclu-
sions of Guariglia and Yang (2016) for Chinese
firms and contribute new evidence for Southeast
Asia, emphasizing that governance quality is a
key determinant of investment efficiency. In the
Vietnamese context, where investor protection
and monitoring mechanisms are still evolving,
the moderating influence of agency costs is par-
ticularly strong, highlighting the vulnerability of
emerging markets to overinvestment.

From a theoretical perspective, this study

strengthens the integration of agency theory and
investment efficiency frameworks by empirically
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validating the moderating channel. It shows that
agency costs distort not only the level of invest-
ment but also its effectiveness in generating value.
From a policy perspective, the results highlight the
need to improve corporate governance standards,
disclosure transparency, and board oversight in
Vietnam. Regulators should enhance minority
shareholder protection and promote stricter in-
formation disclosure to reduce agency costs. From
a managerial perspective, firms should carefully
assess the marginal productivity of capital expen-
ditures and adopt incentive structures that align
managerial objectives with long-term sharehold-
er value. Strengthening internal audit, reducing
free cash flow misallocation, and linking execu-
tive compensation to performance can help mit-
igate agency problems and enhance investment
efficiency.

Regarding control variables, the study supports
the pecking order theory, suggesting that internal
funds serve as the primary source of investment
financing, thereby reducing the reliance on costly
external capital and mitigating underinvestment
problems. Firms with stronger internal financing
capacity tend to perform better. In addition, larger
firms benefit from economies of scale, better ac-
cess to credit, and stronger market positioning.
These advantages enhance operational efficiency
and profitability by allowing firms to spread fixed
costs and negotiate more favorable terms with
suppliers and creditors. Moreover, firms with ex-
panding sales are more likely to utilize resources
effectively, benefit from economies of scale, and
achieve better asset turnover. High sales growth of-
ten reflects improved market competitiveness and
demand conditions, which, in turn, translate into
stronger profitability and higher returns on assets.

On the other hand, consistent with the trade-off
theory, excessive leverage raises financial dis-
tress risk and constrains managerial discretion.
The study also suggests that high debt levels may
also reduce flexibility in investment and work-
ing capital management, thereby dampening
profitability. This research also confirms that the
pandemic adversely affected the operating effi-
ciency of Vietnamese firms. The result is consis-
tent with the growing body of empirical research
documenting the negative effects of COVID-19
on business performance worldwide (Fu & Shen,
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2020; Shen et al.,, 2021). The pandemic disrupt-
ed supply chains, reduced demand, and tight-
ened credit conditions, significantly constrain-
ing firms’ production capacity and profitability.
These impacts were particularly severe in emerg-
ing economies such as Vietnam, where firms

faced limited access to external financing and
slower institutional responses. Furthermore, the
pandemic exacerbated existing agency and in-
vestment inefficiencies, as managerial decision-
making became more risk-averse or distorted
under uncertainty.

CONCLUSION

This study investigates the effect of investment on the performance of Vietnamese listed firms across vari-
ous industrial sectors, particularly within the context of imperfect financial markets where agency prob-
lems influence investment decisions. Investment is recognized as a critical determinant of firm value and
long-term performance. The empirical findings confirm that investment positively affects performance,
but the relationship follows a quadratic nonlinear pattern, indicating that performance improves with
higher investment up to an optimal point and declines thereafter. This result highlights the existence of
an optimal investment threshold, beyond which overinvestment reduces operational efficiency.

The study further reveals that agency costs play a significant moderating role in the investment-perfor-
mance relationship. Firms with higher agency costs tend to experience weaker investment efficiency
because managerial decisions are more likely to deviate from value-maximizing objectives. The negative
coefficient of the interaction term (AC.I) suggests that when agency costs are high, investment effective-
ness diminishes. This finding is particularly relevant for firms with excess internal funds but limited
growth opportunities, where managers may overinvest in projects that serve personal or short-term
interests rather than maximizing shareholder value.

From a theoretical standpoint, these findings contribute to the corporate finance and agency theory
literature by providing empirical evidence from an emerging market context. The results confirm that
agency problems remain a crucial determinant of investment efficiency and firm performance, even in
developing economies like Vietnam. By integrating agency costs into the nonlinear investment-perfor-
mance framework, this study extends the understanding of how governance mechanisms and capital
market imperfections jointly shape corporate behavior.

In practical terms, the results emphasize the importance of enhancing corporate governance and in-
formation transparency to mitigate agency-related inefficiencies. Firms should establish mechanisms
that align managerial incentives with long-term organizational goals, such as performance-based com-
pensation systems, transparent reporting standards, and independent monitoring of major investment
decisions. Limiting discretionary managerial power, particularly in large-scale investment projects, can
reduce overinvestment tendencies and ensure that financial resources are allocated efficiently.

Overall, this study underscores that improving governance quality and reducing agency costs are es-
sential strategies for Vietnamese firms seeking to enhance investment efficiency and sustainable perfor-
mance in a competitive and rapidly evolving financial environment.

AUTHOR CONTRIBUTIONS

Conceptualization: Xuan Quynh Pham.

Data curation: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.
Formal analysis: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.
Investigation: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.

151

http://dx.doi.org/10.21511/imfi.23(1).2026.11



Investment Management and Financial Innovations, Volume 23, Issue 1, 2026

Methodology: Xuan Quynh Pham.

Project administration: Xuan Quynh Pham.

Supervision: Xuan Quynh Pham.

Validation: Xuan Quynh Pham.

Visualization: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.
Writing - original draft: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.
Writing - review & editing: Xuan Quynh Pham, Hoang Thanh Truc Nguyen.

REFERENCES

1. Ang]J.S., Cole,R. A, &Lin, J. W.
(2000). Agency costs and owner-
ship structure. The Journal of
Finance, 55(1), 81-106. https://doi.
org/10.1111/0022-1082.00201

2. Black, B., & Kim, W. (2012). The
effect of board structure on firm
value: A multiple identification
strategies approach using Korean
data. Journal of Financial Econom-
ics, 104(1), 203-226. https://doi.
org/10.1016/j.jfineco.2011.08.001

3. Chen, T. (2015). Institutions,
board structure, and corporate
performance: Evidence from Chi-
nese firms. Journal of Corporate
Finance, 32, 217-237. https://doi.
org/10.1016/j.jcorpfin.2014.10.009

4. Ehie, I. C.,, & Olibe, K. (2010).
The effect of R&D investment on
firm value: An examination of
US manufacturing and service
industries. International Journal
of Production Economics, 128(1),
127-135. https://doi.org/10.1016/].
ijpe.2010.06.005

5.  Esther, D. B, Alberto, D. M., & Ju-
lio, P. (2003). Investment and firm
value: An analysis using panel
data. Applied Financial Economics,
13(12), 913-923. https://doi.or-
¢/10.1080/0960310032000082079

6. Fu, F (2010). Overinvestment
and the operating perfor-
mance of SEO firms. Financial
Management, 39(1), 249-272.
https://doi.org/10.1111/j.1755-
053X.2010.01072.x

7. Fu, M., & Shen, H. (2020). COV-
ID-19 and corporate performance
in the energy industry. Energy
Research Letters, 1(1). https://doi.
org/10.46557/001c.12967

8.  Guariglia, A., & Yang, J. (2016). A
balancing act: managing financial
constraints and agency costs to

152

10.

11.

12.

13.

14.

minimize investment inefficiency
in the Chinese market. Journal of
Corporate Finance, 36, 111-130.
https://doi.org/10.1016/j.jcorp-
fin.2015.10.006

Guizani, M., & Ajmi, A. N. (2021).
Financial conditions, financial
constraints and investment-cash
flow sensitivity: evidence from
Saudi Arabia. Journal of Economic
and Administrative Sciences, 37(4),
763-784. https://doi.org/10.1108/
JEAS-12-2019-0132

Hermalin, B., & Weisbach, M. S.
(2001). Boards of directors as an
endogenously determined institu-
tion: A survey of the economic
literature. Retrieved from https://
papers.ssrn.com/sol3/papers.
cfm?abstract_id=794804

Hsiao, H.-F, Hsu, C.-Y,, Li, C.-

A., & Hsu, A.-C. (2011). The
relationship among managerial
sentiment, corporate investment,
and firm value: Evidence from
Taiwan. Emerging Markets Finance
and Trade, 47(2), 99-111. https://
doi.org/10.2753/REE1540-
496X470207

Jensen, M. C. (1986). Agency costs
of free cash flow, corporate finance,
and takeovers. The American
Economic Review, 76(2), 323-329.
Retrieved from https://papers.ssrn.
com/sol3/papers.cfm?abstract_
id=99580

Jensen, M. C., & Meckling, W. H.
(1976). Theory of the Firm: Mana-
gerial Behavior, Agency Costs and
Ownership Structure. Journal of
Financial Economics, 3(4), 305-
360. https://doi.org/10.1016/0304-
405X(76)90026-X

Kim, W. S., Park, K., Lee, S. H.,
& Kim, H. (2018). R&D invest-
ments and firm value: Evidence

from China. Sustainability, 10(11),
4133. https://doi.org/10.3390/
sul0114133

15. Levin, A., Lin, C.-F,, & Chu,
C.-S.7J.(2002). Unit root tests
in panel data: asymptotic and
finite-sample properties. Journal
of Econometrics, 108(1), 1-24.
https://doi.org/10.1016/S0304-
4076(01)00098-7

16. Lima Crisdstomo, V., Javier Lopez
Iturriaga, F.,, & Vallelado Gonzilez,
E. (2014). Financial constraints
for investment in Brazil. Inter-
national Journal of Managerial
Finance, 10(1), 73-92. https://doi.
org/10.1108/IJMF-11-2012-0121

17. Liu, S, Yin, C, & Zeng, Y. (2021).
Abnormal investment and firm
performance. International
Review of Financial Analysis, 78,
101886. https://doi.org/10.1016/j.
irfa.2021.101886

18. Liu, Y., Miletkov, M. K., Wei, Z.,
& Yang, T. (2015). Board inde-
pendence and firm performance
in China. Journal of Corporate
Finance, 30, 223-244.

19. Liu, N., & Bredin, D. (2010).
Institutional Investors, Over-in-
vestment and Corporate Perfor-
mance. University College Dublin.
Retrieved from https://ceauk.org.
uk/2010-conference-papers/full-
papers/Ningyue-Liu-CEA-final.
pdf

20. Modigliani, E, & Miller, M. H.
(1958). The cost of capital, cor-
poration finance and the theory
of investment. The American
Economic Review, 48(3), 261-297.
Retrieved from https://www.jstor.
org/stable/1809766

21. Morgado, A., & Pindado, J. (2003).
The underinvestment and overin-
vestment hypotheses: An analysis

http://dx.doi.org/10.21511/imfi.23(1).2026.11



22.

23.

24.

using panel data. European
Financial Management, 9(2), 163-
177. https://doi.org/10.1111/1468-
036X.00214

Nagy, N., Newman, D., & Nelson,
D. (2009). Determinants of Profit-
ability: What Factors play a role
when assessing a firm’s return on
assets. Department of Economics,
The University of Akron, USA.
Retrieved from https://studylib.
net/doc/8950100/determinants-
of-profitability

Nghia, N. T., & Cong, N. T. (2021).

Firm performance: the modera-
tion impact of debt and dividend
policies on overinvestment. Jour-
nal of Asian Business and Econom-

ic Studies, 28(1), 47-63. https://doi.

org/10.1108/JABES-12-2019-0128

Pawlina, G., & Renneboog, L.
(2005). Is investment-cash flow
sensitivity caused by agency costs

http://dx.doi.org/10.21511/imfi.23(1).2026.11

25.

26.

27.

Investment Management and Financial Innovations, Volume 23, Issue 1, 2026

or asymmetric information?
Evidence from the UK. European
Financial Management, 11(4),
483-513. https://doi.org/10.1111/
j.1354-7798.2005.00294.x

Richardson, S. (2006). Over-in-
vestment of free cash flow. Review
of Accounting Studies, 11(2),
159-189. https://doi.org/10.1007/
$11142-006-9012-1

Roberts, M. R., & Whited, T. M.
(2013). Endogeneity in empirical
corporate financel. In Handbook
of the Economics of Finance (Vol. 2,
pp- 493-572). Elsevier. https://doi.
0rg/10.1016/B978-0-44-453594-
8.00007-0

Saleh, M. (2018). Impacts of tan-
gible and intangible asset invest-
ment on value of manufacturing
companies listed on the Indonesia
stock exchange. Archives of Busi-

28.

29.

30.

ness Research, 6(10). https://doi.
org/10.14738/abr.610.5374

Shen, H., Fu, M., Pan, H., Yu, Z.,
& Chen, Y. (2021). The impact
of the COVID-19 pandemic on
firm performance. In Sha, Y., &
Sharma, S. S. (Eds.). Research on
Pandemics (pp. 81-98). Lon-
don: Routledge. https://doi.
org/10.4324/9781003214687

Shi, M. (2019). Overinvestment
and corporate governance in
energy listed companies: Evidence
from China. Finance Research
Letters, 30, 436-445. https://doi.
org/10.1016/j.fr.2019.05.017

Titman, S., Wei, K. J., & Xie, E
(2004). Capital investments and
stock returns. Journal of Financial
and Quantitative Analysis, 39(4),
677-700. https://doi.org/10.1017/
$0022109000003173

153



	“The effect of investment on the performance of Vietnamese listed firms: Moderating role of agency costs”
	_Hlk51579689

