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Abstract 
Investment is the direct driving force for the survival and development of a 
corporate. Improving the efficiency of corporate investment is vital to the 
corporate value. And agency cost directly affects a series of business behaviors 
and results. This article reviews the agency costs, corporate investment effi-
ciency, and the relationship between them, and studies how to improve cor-
porate investment efficiency from the perspective of reducing agency costs. 
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1. Introduction 

The investment is a driving source for value creation and growth of an enter-
prise. High-efficiency investment behavior is conducive to gaining market op-
portunities, increasing competitiveness, improving the efficiency of capital use. 
Therefore, making efficient investment is related to the survival and develop-
ment of the enterprise. The research on corporate investment efficiency occupies 
an important position in the fields of economics, corporate governance research, 
corporate finance, policy formulation, and financial management. The ineffi-
cient investment mainly manifests itself in two forms: overinvestment and unde-
rinvestment, which are important factors hindering the long-term development 
of an enterprise. Therefore, how to effectively improve the investment efficiency 
and suppress the occurrence of inefficient investment behaviors of enterprises 
has become one of the core issues of enterprise management. 

With the establishment of the modern enterprise system, the separation of the 
two powers of the enterprise has produced two types of agency conflicts, namely, 
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agency conflicts between managers and shareholders under decentralized equity 
and agency conflicts between controlling shareholders and minority sharehold-
ers under equity concentration. The two types of agency conflicts generate 
agency costs, making the behavior of the manager as the actual agent of the en-
terprise may deviate from the goal of maximizing the value of the enterprise and 
make inefficient investment behaviors. In the case of decentralized equity, all 
shareholders have a free-rider behavior, resulting in shareholders being unable 
to effectively exercise their right to oversight, and the actual control of the com-
pany is in the hands of management. The purpose of operating costs is likely to 
reduce the level of their own business efforts, to maximize the personal benefits 
of investment activities rather than the shareholders’ interests, resulting in inef-
ficient investment behavior of the enterprise, such as excessive investment and 
expansion of non-productive consumption. In the case of concentration, the 
major shareholders actually have control of the enterprise and can effectively 
participate in the management of the enterprise to avoid the aforementioned 
free-riding behavior. In order to obtain control gains, this behavior will also 
cause the company to make inefficient capital investments. Enterprise invest-
ment may result in underinvestment due to agency problems or overinvestment 
due to agency costs (Jensen, 1986, 1993). Whether it is short-term behavior such 
as under-investment or over-investment, it will have an adverse effect on the 
long-term development of the enterprise, weaken the competitiveness of the en-
terprise, and lead to a decline in performance. Therefore, by studying the rela-
tionship between agency costs and corporate investment efficiency, exploring 
how to reduce agency costs and improve corporate investment efficiency has 
become a hot topic in corporate management research. 

This article reviewed the literature on agency cost and investment efficiency 
from the following parts. First, the concept of agency cost and its affecting fac-
tors are reviewed. Second, this paper reviewed the concepts of investment effi-
ciency, affecting factors, and the relationship between agency costs and invest-
ment efficiency. Finally, the conclusions, contributions and deficiencies of this 
article are further summarized. 

2. Review of Agency Cost Research 
2.1. The Concept of Agency Costs 

Agency Costs are derived from the Agency Theory proposed by Jensen and 
Meckling (1976). They believe that due to the contractual arrangement between 
the internal owners and executives of the enterprise, the managers of the enter-
prise are not the full owners of the enterprise, and this separation of asset own-
ership from the right to use will lead to a principal-agent relationship between 
shareholders and managers. The agency cost is generated in the principal-agent 
relationship, which is the price paid for designing, supervising, and restricting a 
series of contracts of conflicts of interest between the principal and the agent, 
plus the residual loss of the cost exceeding the revenue when the contract is ex-
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ecuted. Jensen & Meckling (1976) defined agency costs as the sum of the prin-
cipal’s supervisory expenses, the agent’s guaranteed expenses, and residual losses 
based on a highly dispersed shareholding. The first is the cost of the client’s su-
pervision, that is, the cost incurred by the client to work hard for the client by 
supervising the agent. The second is the cost of the agent’s guarantee, that is, the 
cost of the agent’s guarantee that it will not harm the interests of the client, and 
the costs that the agent will compensate if the client’s interests are harmed. The 
third is the residual loss, which is the loss of the client’s benefit caused by the 
difference between the decision to maximize the client’s interest and the agent’s 
decision. It mainly includes the explicit loss such as on-the-job consumption and 
hidden loss such as lazy work. 

Jensen and Meckling (1976) mainly distinguish two types of agency costs: one 
is the agency cost arising from conflicts of interest between shareholders and 
managers; the other is the agency cost arising from conflicts of interest between 
creditors and shareholders. In the modern enterprise system, ownership and 
management rights are separated. Because they are not or are not the owners of 
the enterprise, managers need to share the economic results achieved by hard 
work with shareholders, and they can take advantage of activities such as 
on-the-job consumption. Therefore, managers may take actions to seek their 
own interests and harm the interests of shareholders, thus incurring equity 
agency costs between shareholders and managers. The cash flow caused by debt 
and creditor supervision can restrain the manager’s behavior to a certain extent, 
thereby alleviating the conflict of interest between shareholders and managers. 
However, since the creditors can only get a fixed share in the distribution of 
benefits, the shareholders can Full residual income can be obtained, so when the 
project is successful, shareholders will get most of the benefits, but creditors’ re-
turns are very limited; when the project fails, creditors will have to bear most of 
the losses, losing their loaned funds, and the shareholders bear Losses are li-
mited. Therefore, this conflict of interest results in debt agency costs for share-
holders and creditors. 

Shleifer & Vishny (1997) believed that the concentration of equity is com-
monly used to help investors recover funds, but at the same time there will be a 
redistribution of wealth between major shareholders and other shareholders, 
that is, the predation of major shareholders to the interests of small sharehold-
ers, therefore, the third type of principal-agent cost is incurred. La Porta et al. 
(1999) studied the sample companies in 27 high-income countries and selected 
20% of the shares as the standard of corporate control. They found that 63.5% of 
large companies have controlling shareholders, so they propose that equity con-
centration is more common than equity dispersion. Based on this, it is proposed 
that in the companies with concentrated equity, in order to pursue the gains of 
control, the large shareholders and their agents who have substantial controlling 
power often do not make investment decisions in accordance with the principle 
of maximizing corporate value. Investment projects in the interests of small and 
medium shareholders, thus wantonly occupying the interests of small and me-
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dium shareholders, forming an agency conflict between the controlling share-
holder and the small and medium shareholders, thus generating the agency costs 
between the large and small shareholders (Ang et al., 2000). 

The current research focused on two different agency costs: one is the agency 
cost between shareholders and management of the enterprise proposed by Jen-
sen and Meckling, which is also called the first type of agency cost. The other is 
the agency cost between the company’s main controlling shareholder and other 
small and medium investors due to conflicts of interest, also known as the 
second type of agency cost. 

2.2. Factors Affecting Agency Costs 

1) Disclosure quality of corporate accounting information 
The quality of corporate accounting information disclosure is an important 

restraining force for enterprises, which can improve the company’s governance 
structure. The transparency of the information disclosure system can effectively 
alleviate the two major agency conflicts in the field of corporate governance. The 
transparency of accounting information can reduce the degree of information 
asymmetry between various stakeholders and reduce the possibility of insiders 
using information advantages for personal benefits. Based on the principal-agent 
theory, external investors and corporate contracts will constrain managers to 
maximize shareholder benefits, while transparency in accounting information is 
an important internal governance mechanism for investors to effectively moni-
tor and exercise their legal rights. Listed companies can improve their account-
ing by Information transparency solves the company’s internal governance is-
sues, mitigates conflicts of interest, reduces adverse selection, and reduces agen-
cy costs (Lin & Li, 1997). The transparency of accounting information is an im-
portant means to resolve information asymmetry under the separation of own-
ership and management rights. Studies by some scholars have shown that im-
proving the transparency of accounting information can enable insiders to ob-
tain less private information, and thus reduce the cost of obtaining information 
by external stakeholders (Filatotchev & Nakajima, 2014). More importantly, 
through the improvement of information transparency, shareholders can under-
stand the true operating status of the company, monitor the investment behavior 
of management, and establish a reasonable evaluation mechanism to reduce the 
risk of management deviation from shareholders’ interests and wishes (Du & 
Zhou, 2009). Luo & Zhu (2010) studied the impact of agency costs between 
shareholders as owners and managers as managers on the quality of corporate 
information disclosure, and argued that when the agency costs of a company are 
high, the shareholder’s insufficient supervision requires shareholders to spend 
greater costs to monitor the behavior of management. Managers will be more 
inclined to make investment decisions that are not conducive to maximizing 
corporate value or maximizing shareholder rights, but are beneficial to max-
imizing their own interests. In order to circumvent the supervision of share-
holders and external investors, management may conceal relevant information 
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of the enterprise or reduce the information disclosed voluntarily. When agency 
costs are higher, managers may be more inclined to make decisions that are 
beneficial to their own interests but may harm shareholders’ interests, and 
therefore tend to conceal information or reduce voluntary disclosure informa-
tion. 

2) Enterprise debt structure 
Jensen (1986) believes that the conflict between the owner and management of 

a company is usually also affected by the size and cash flow of the company. 
Corporate debt can effectively reduce the cash flow that managers can spend, 
transfer some cash to creditors, increase the degree of supervision of corporate 
managers, and reduce agency costs. Zhang et al. (2008) also showed that the level 
of corporate debt is significantly positively related to the agency cost of the en-
terprise. 

3) Enterprise’s equity balance 
The degree of ownership balance can also be called the degree of equity con-

trol, which is used to measure the strength of the controlling shareholder and 
other external shareholders. Kun & Qin (2007) conducted an empirical test us-
ing Chinese listed companies as a sample and found that the balance of equity 
and the two types of equity agency costs were positively and negatively corre-
lated, but failed to pass the significance test. Hao, Gong, and Sun (2009) research 
shows that there is no obvious correlation between agency costs and the share-
holding ratio of the top five shareholders of the enterprise. Zhang, Yan, & He 
(2008) found different conclusions. They found through empirical analysis that 
the shareholding ratio of the second to ten largest shareholders is negatively re-
lated to agency costs, and that the impact is better than that of state-owned en-
terprises.  

4) Managers’ salary gap 
Management incentives include both explicit incentives based on monetary 

compensation contracts and implicit incentives in the form of reputation, re-
placement, and promotion (Zhang et al., 2013). Some scholars believe that an 
effective incentive mechanism can reduce agency costs and curb managers’ ex-
cessive investment behavior. The internal salary gap of executives encourages 
managers to promote, coordinate the interests between shareholders and man-
agers, externalize the private interests of managers, prompt managers to aban-
don investment projects with negative net present value, and curb their excessive 
investment behavior. Another view is that under the analysis framework of be-
havior theory, as the pay gap continues to expand, over-investment will increase. 
The excessive salary gap of the senior management team will reduce the satisfac-
tion of low-paid managers, leading to negative work, deviation from corporate 
value creation goals, short-sighted work behavior, and the agency costs between 
shareholders and shareholders will continue to increase. Therefore, a moderate 
pay gap can reduce agency costs between shareholders and managers, and curb 
overinvestment. However, as the pay gap continues to increase, the inhibitory 
effect on overinvestment is reduced, which instead increases the agency cost and 
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increases the overinvestment phenomenon. 
5) Enterprise property right structure 
The property right structure of an enterprise determines the nature of the en-

terprise. When the owner and the operator are united, the agency conflict be-
tween the two is relatively weak, and the objective function is the same. Private 
companies that are solely invested by individuals have the lowest degree of sepa-
ration between remaining claim and ultimate control, and the lowest agency 
costs. When an investor has only one person concurrently serving as a manager, 
the agency costs are zero. The more managers are, the higher the agency cost will 
be. The nature of the property rights of an enterprise determines the princip-
al-agent relationship of the enterprise, which results in significant differences in 
agency costs and agency efficiency. Among enterprises with different property 
rights, debts in state-owned enterprises have the worst restraint on excessive in-
vestment. Compared with private enterprises, state-owned enterprises have more 
complicated agency-agent relationships and higher agency costs, which make 
them lack of incentives and insufficient supervision (Amp & Kangtao, 2013). 

6) Internal control 
Internal control can limit the abuse of managers’ and controlling sharehold-

ers’ residual control rights through a series of institutional arrangements, which 
reduces agency costs. Most studies on the effect of internal control on agency 
costs use data from listed companies to verify the inhibitory effect of internal 
control on agency costs through empirical research methods, that is, the quality 
of internal control is directly or indirectly negatively related to agency costs. Re-
search believes that the increase in corporate information transparency can alle-
viate the asymmetry of information between the company’s internal collective 
interests and between the company and external stakeholders, thereby effectively 
monitoring and restricting company management. This reduces the moral ha-
zard problem for managers, which can reduce agency costs. Yang, Lin, and 
Wang (2009) found that the quality of internal control and external audit has a 
certain substitution effect. The implementation of the internal control system 
has a significant inhibitory effect on the agency costs between managers and 
shareholders, and between major shareholders and small and medium share-
holders. Yang, Wang, and Cao (2010) divided agency costs into explicit agency 
costs and implicit agency costs, and proposed that the negative correlation be-
tween internal control quality and explicit agency costs was not significant, but 
positive correlation with implicit agency costs. Significantly, internal control 
played a more significant role in suppressing hidden agency costs.  

3. Review of Corporate Investment Efficiency Research 
3.1. The Concept of Investment Efficiency 

Investment efficiency refers to the state of resource allocation formed by corpo-
rate investment and financing activities. Enterprise investment efficiency directly 
affects the performance of enterprises and the improvement of enterprise value. 
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According to the viewpoint of modern enterprise investment theory, the key to 
judging the efficiency of an investment project is the net present value rule, that 
is, if a project with a negative net present value is invested or abandoned an in-
vestment project with a positive net present value. Such an investment is an inef-
ficient investment, which reduces the investment efficiency of the enterprise and 
further damages the value of the enterprise. Underinvestment and overinvest-
ment are two forms of inefficient investment. The greater the degree of unde-
rinvestment or overinvestment, the higher the degree of corporate investment 
alienation and the worse the investment efficiency. Underinvestment is the be-
havior of investment decision makers who abandon investment when they un-
derstand that the net present value of certain investment projects is positive and 
will bring certain returns to the enterprise. Overinvestment is the net present 
value of investment projects if the value is negative and it is likely to bring cer-
tain losses to the enterprise, it is still an investment behavior for its own benefit. 
The separation of ownership and management rights in modern enterprises has 
caused the problem of principal-agent and information asymmetry between the 
owner and the management, which has reduced the company’s ability to allocate 
resources reasonably and effectively, resulting in a large number of inefficient in-
vestments. 

3.2. Factors Affecting Agency Costs 

The factors affecting the investment efficiency of enterprises can be divided into 
two aspects: macro and micro. The macroeconomic environment in which an 
enterprise is located is the basis of its development. The economic situation will 
affect the performance of the enterprise, and it will also have a significant impact 
on the investment behavior of the enterprise. For example, under the influence 
of the global financial crisis in 2008, the economic situation continued to de-
cline, and many enterprises were limited by the severe economic environment 
due to factors such as shortage of funds and increased risk, which will tighten 
investment behavior and cause insufficient investment. In order to increase in-
vestment and revive market conditions, the country will introduce a series of 
loose monetary policies to stimulate investment and promote economic growth. If 
market capital is overheated, the country will need to tighten monetary policy, 
raise interest rates, and curb investment. Especially with the continuous deepening 
of global economic integration, the operating environment of enterprises has be-
come more complicated. Due to the changes in the international macroeconomic 
situation, the investment behavior of enterprises has also changed. It is necessary to 
continuously adjust according to policies to improve investment efficiency. 

In addition to the macro-influencing factors, in the existing research, scholars 
at home and abroad mainly examine the impact of agency cost research on corpo-
rate investment efficiency from the aspects of corporate debt ratio, internal cash 
flow, management background characteristics, and corporate property rights. 

1) Enterprise debt ratio 
The conflict of interest between creditors and shareholders may lead to ineffi-
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cient investment behaviors such as asset replacement and insufficient investment 
of listed companies. When debt financing costs are low, shareholders will tend to 
choose higher risk investment projects, or give up choosing lower risk projects, 
which will easily lead to excessive investment; when listed companies have more 
financial constraints due to information asymmetry. At this time, corporate 
creditors tend to increase the financing cost of the enterprise. At this time, the 
enterprise will abandon some investment projects, regardless of whether the in-
vestment’s net present value is positive, resulting in insufficient investment. At 
the same time, considering the impact of the market value of the company on 
the manager’s interests, for self-interest motivation, the manager is liable to 
make excessive investment behaviors, and corporate debt financing will reduce 
the free cash flow that the manager can spend due to its form, thereby inhibiting 
its excessive investment behavior optimizes investment decisions of enterprises. 
Jensen (1986) believes that by transferring a portion of the cash flow to creditors, 
the liability reduces the cash flow that the management can control, strengthens 
the supervision of the management, and is conducive to improving the invest-
ment efficiency of the enterprise. Hennessy (2010) found that if excessive debt 
problems arise due to high debt levels, managers will be forced to abandon prof-
itable investment projects, especially long-term investment projects, resulting in 
underinvestment. 

2) Internal cash flow 
Due to the incompleteness and asymmetry of market information, credit ra-

tioning will affect banks to lend funds to enterprises, that is, banks do not accept 
whether interest rates are accepted by lenders as a criterion for lending, but are 
affected by risk factors (Stiglitz & Weiss, 1981). At this time, the internal cash 
flow of the enterprise determines the investment level of the enterprise, and en-
terprises with sufficient internal funds will obtain a great market competitive 
advantage. The investment efficiency of a company will have a certain depen-
dence on internal cash flow. Goergen & Reneboog (2001) studied the relation-
ship between investment and cash flow and found that the dependence of in-
vestment on cash flow will be affected by the ownership structure of the enter-
prise: that is, if the company’s major shareholders are industrialists, they will 
tend to overinvest. For example, the research suggests that the problem of exces-
sive investment caused by free cash flow in China’s listed companies is signifi-
cant. Murphy & Conyon (2000) believe that the inefficient investment behavior 
caused by agency costs between shareholders and managers leads to a high cor-
relation between corporate investment and cash flow. 

3) Background characteristics of managers 
Managerial background characteristics mainly refer to the demographic back-

ground characteristics of managers, including age, gender, educational back-
ground, education specialty, work experience and tenure, etc. (Hambrick & Ma-
son, 1984). Different background characteristics may affect managers’ invest-
ment behavior decisions, and then affect corporate performance (Carlsson & 
Karlsson, 1970). The “Top Management Team” (TMT), which was first pro-
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posed by Hambrick and Mason (1984), holds that the demographic characteris-
tics (mainly including age, tenure, academic background, professional back-
ground, etc.) of the executive team of an enterprise Manager’s behavior affects 
the investment activities of enterprises (Hambrick & Mason, 1984). Jiang et al. 
(2009) used the “high-level echelon theory” to study the influence of background 
characteristics of management and chairman on excessive investment in enter-
prises. The results of the research show that the background characteristics of 
managers are closely related to the investment behavior of enterprises. At the 
same time, it was found that the overconfidence of managers has a positive cor-
relation with abundant free cash flow. The rapid capital expansion caused by 
overconfidence will increase the possibility of companies falling into financial 
distress (Jiang et al., 2009). 

4) Enterprise property rights 
The impact of agency costs on corporate investment efficiency also shows sig-

nificant differences due to the different nature of corporate property rights 
(Shleifer & Vishny, 1994). Li (2007) believes that the structure of corporate go-
vernance is determined by the nature of property rights, so the nature of prop-
erty rights will cause significant differences in agency costs and agency efficien-
cy. Generally speaking, the agency costs of state-owned property companies are 
the highest, and the agency costs of individual property companies the lowest, 
mixed property enterprises are in the middle of the two. 

4. Agency Cost and Corporate Investment Efficiency 

The existence of agency cost may make the agent’s behavior as the actual agent 
of the enterprise deviate from the goal of maximizing the value of the enterprise, 
which may lead to inefficient investment behavior of the enterprise. Zhang & 
Zhang (2012) studied the impact of financing constraints and agency costs on 
corporate non-investment efficiency, and found that financing constraints are 
more likely to lead to underinvestment, and agency costs are more likely to lead 
to overinvestment. Huang (2011) also explored the path of earnings quality af-
fecting investment efficiency from the perspective of agency problems, and pro-
posed that the effective quality of earnings can reduce the cost of first-class 
agencies, thereby alleviating the problem of underinvestment in enterprises. As a 
result, the problem of excessive investment by enterprises has been suppressed. 
The first type of agency costs (the cost of agency conflicts between shareholders 
and managers) and the second type of agency costs (the costs of agency conflicts 
between major shareholders and small shareholders) and the agency between 
shareholders and creditors the research on cost and enterprise investment effi-
ciency are sorted out separately. 

4.1. Agency Costs between Shareholders and Managers and  
Corporate Investment Efficiency 

Due to the principal-agent relationship between shareholders and managers, 
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there is a conflict of interest between the two, and attitudes towards investment 
project risks are different. Corporate investment behavior often reflects the 
manager’s goals, rather than the agency problem of maximizing shareholder 
value. As the actual manager of the enterprise, the manager’s objective function 
deviates from the shareholders. Due to the asymmetric information and incom-
plete contract between the shareholders and the manager, the behavior of the 
manager is limited by the supervision of the shareholders, and self-interest be-
havior will occur. 

Adverse selection caused by information asymmetry will result in financing 
constraints for enterprises. Financing constraints will result in the investment 
level of the enterprise is lower than the optimal investment, that is, the enter-
prise investment is relatively insufficient. Myers & Majluf (1981) believe that due 
to adverse selection caused by information asymmetry, managers will be ineffi-
cient in transmitting the quality of existing assets and investment opportunities 
to the market, which directly leads to the possibility that good investment op-
portunities may be difficult to raise enough Funding forced managers to aban-
don investment opportunities with a positive NPV, leading to underinvestment. 
The interests of shareholders and managers will cause conflicts due to the sepa-
ration of ownership and management rights, which will cause managers’ deci-
sions to deviate from the goal of maximizing shareholder value. Managers will 
use all funds for investment in order to maximize their own returns without 
considering investment projects Net present value situation leading to over-in- 
vestment (Jensen & Meckling, 1976). Jensen (1986) started from the assumption 
of the existence of asymmetric information between managers and shareholders, 
leading to the so-called overinvestment problem. Based on this, the free cash 
flow theory proposed that when the company’s cash flow significantly exceeds its 
When it comes to profitable investment opportunities, dangerously high levels 
of debt increase the value of a company regardless of the threat of a financial cri-
sis. When the mechanism used to align the interests of shareholders and manag-
ers may not be fully effective, Jensen believes that managers will have more 
funds than all the company’s profitable investment projects, and managers may 
use free cash flow for private gain To carry out investment projects with a nega-
tive net present value in accordance with its own great interests, resulting in the 
inefficiency of corporate investment (Jensen, 1986). 

Due to the existence of the first type of agency costs, managers’ inefficient in-
vestment behavior will mainly manifest in the following three aspects: First, the 
empire building. Research by Jensen (1986) shows that: Generally, the faster the 
scale of the company expands, the more opportunities for managers to promote, 
so managers have an inherent motivation to expand the size of the company, 
rather than focusing on investing in items that maximize the value of the com-
pany. The second is investment myopia. Narayanan (1985) believes that an im-
portant criterion for managers to be selected by shareholders is still their pre-
vious operating performance. Therefore, for the purpose of building their own 
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reputation, corporate managers tend to excessively pursue short-term benefits 
and tend to choose those who can make investment decisions. Projects that ben-
efit in the short term, and abandon those long-term projects that are conducive 
to maximizing corporate value and maximizing shareholder benefits in the long 
run. The third is defensive motivation. For personal interests such as occupa-
tional safety, managers may make inefficient corporate investments. Baker et al. 
(2000) believe that managers tend to maintain projects that they have invested in 
the past but currently have poor operating performance, rather than liquidating 
or exiting them to avoid revealing past investment failures. 

4.2. Agency Costs between Controlling Shareholders and  
Small and Medium Shareholders and Corporate Investment  
Efficiency 

The control shareholder income from the participation of the major sharehold-
ers comes from two aspects, one is the equity income, and the other is the pri-
vate benefit of the control, that is, the separation of the cash flow rights and the 
control rights due to the separation of the company’s ownership and control 
rights. The economic income generated by its control is higher than the addi-
tional income of its shareholding. In the case of concentrated equity, large 
shareholders have the enthusiasm to supervise managers, which can reduce the 
agency costs between shareholders and managers, but at the same time, large 
shareholders will invade the interests of small and medium shareholders due to 
the pursuit of private benefits of control. 

The agency conflict between major shareholders and small and medium 
shareholders may be manifested in the inefficient choice of investment projects 
and the inefficient choice of investment scale. Shleifer & Vishny (1997) believe 
that when controlling shareholders control most of the company’s deci-
sion-making rights, they may expand the controlling assets they own by in-
creasing the company’s capital investment, thereby forming private benefits of 
control that cannot be shared by small and medium shareholders. Claessens, 
Djankov, and Lang (2000) research finds that large shareholders usually obtain a 
large number of controlling capital accounts that exceed cash flow rights at the 
cost of small and medium shareholders’ capital investment, using pyra-
mid-shaped equity investment and resource expansion investment As a result, 
the main source of control shareholder’s income from the formation of major 
shareholders was formed. Some argued that the second type of agency problem 
of conflicts of interest between large shareholders and small shareholders may 
cause the company to purchase the controlling shareholder’s assets at a price 
higher than the market price, or invest in a negative net present value for share-
holders Projects, triggering overinvestment. Wu & Wang (2005) believes that the 
pursuit of private interest in control is the main factor that triggers excessive in-
vestment in the company, but moderate private interest in control can alleviate 
the underinvestment of controlling shareholders and help increase the value of 
the company. During the internal distribution of private interests of control, 
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major shareholders will encroach on the interests of small and medium investors 
through self-interested behaviors such as distorted investments and inefficient 
allocation of funds between corporate departments; in the choice of capital in-
vestment and investment projects. The tendency for short-term self-interest 
projects rather than long-term R & D projects is widespread. 

4.3. Shareholder and Creditor Agency Costs and Corporate  
Investment Efficiency 

Based on the premise that the objective functions of shareholders and managers 
are consistent, Jensen & Meckling (1976) believe that after borrowing debt, con-
sidering that limited liability of shareholders can help shareholders to obtain 
successful high-risk returns and reduce the burden of failed investment projects, 
the shareholders meeting Tend to choose high-risk investment projects and 
make excessive investment (Jensen & Meckling, 1976). In addition, conflicts of 
interest are specifically manifested in the inherent motivation and moral hazard 
behavior of shareholders who have transferred the interests of creditors to their 
own hands after the company has signed a debt contract. Research by Hennessy 
(2010) shows that if excessive debt problems arise due to excessive debt levels, 
managers will be forced to abandon profitable investment projects, especially 
long-term investment projects, resulting in underinvestment. 

5. Conclusion 

Based on the perspective of the principal-agent relationship, this article reviews 
the literature on the study of corporate investment efficiency and finds that the 
three types of agency costs are closely related to corporate investment efficiency. 
Among them, the first type of agency cost is the agency cost between sharehold-
er managers. The relationship with corporate investment efficiency is a hot re-
search topic. How to improve the investment efficiency of enterprises by con-
trolling the influencing factors of agency costs and reducing the agency costs is 
vital to the value creation and sustainable development of enterprises. By re-
viewing the above literatures, the current research on agency cost and invest-
ment efficiency has been clearly summarized, and it is convenient for us to con-
duct more in-depth research on the basis of learning from previous research 
ideas and methods. 

Generally, in the research of agency costs and corporate investment, some li-
teratures and theories have become classics in academic history, and the rela-
tionship between agency costs and investment efficiency has also achieved many 
very important research results. Western scholars mainly focus on the agency 
costs and corporate investment behavior under mature market economy condi-
tions. Most of the studies in China have inherited western investment theories 
and research methods to explain China’s investment and financing phenome-
non. However, the heterogeneity of the development history of the East and the 
West and the social institutional environment have made existing investment 
theories have an adaptation problem in explaining the Chinese investment phe-
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nomenon, such as changes in government functions caused by changing external 
institutional environments, and actions between government and enterprises 
rules and relationships. This also means that the relationship between corporate 
investment behavior, internal governance mechanisms and external governance 
mechanisms has a great deal of complexity, which requires us to think and ex-
plore systematically as a whole, and research in this area still remains to be fur-
ther developed. Therefore, future research in the Chinese context should focus 
on exploring how the external governance mechanism interacts with the internal 
governance of the enterprise in the context of China’s unique economic, cultur-
al, and institutional environment and the transition economy, and then how it 
affects corporate investment behavior and its economic consequences. 
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