The Stock Market Valuation of R&D Expenditure and Corporate Governance
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Abstract

This paper examines whether firms with more research and development (R&D)
expenditure earn higher return when the mechanism of corporate governance is well
established. We find that firms with well corporate governance experience a positive
impact of the R&D intensity on stock return, while firms with poor corporate
governance have no-effect of the R&D intensity on stock return. This finding suggests
that good governance can mitigate potential overinvestment in R&D spending.
Namely, R&D strategy is more effective in well-governance firms.
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