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The Role of Corporate Governance in the
Financial Performance of R&D Investment:
A Non-linear Relationship by U-shape Test
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The R&D spending results in new products or process efficiencies.
However, R&D activities are inherently risky as they provided greater variability
of outcomes. They make agency costs particularly severe. Appropriate corporate
governance mechanisms can reduce information asymmetry and control

manager’s behavior, which may influence corporate R&D decision-making.

To further investigate the financial influence of R&D investment, we adopt
the test of U-shape relationship to find the optimal R&D intensity in Taiwanese
and Chinese markets. We also examine the nature and significance of moderating
effects of corporate governance (including shareholding ratio, education level of
boards). The results are consistent with the hypothesis that the corporate value is
a nonlinear function of R&D expenditures. Due to the influences of controlling
variables, leverage and firm sizes, the extreme points in the nonlinear structure
are changed. In addition, education level and shareholding concentration of
directors are positive correlated with financial performance, and lead to more
invest in R&D activities; however, firm size and leverage are negatively
correlated with the value of extreme points.

Key Words: R&D, Firm Performance, Corporate Governance, Board of Director,

U-shape Test.
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