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Abstract: This work examines how limits in obtaining funds affect the degree to
which firms use resources well in investment activities. The analysis follows a pattern
that connects limits in funds to problems in information and costs from separation of
control, and these factors relate to investment that occurs at levels that differ from what
is appropriate. The argument suggests that limits in obtaining funds affect investment
in ways that operate through limits in the amount of funds, the time that funds are
available, and the cost of funds, and these limits reduce investment that would produce
value. The work also shows that changes involving digital methods, release of
information on data that firms control, approaches to funds that support environmental
aims, and protections from institutions can make the degree to which investment is
appropriate higher through making information better in quality, making oversight from
outside the firm stronger, and making the distribution of funds work better. The analysis
presents approaches to make conditions better and suggests actions for policy, and these
recommendations differ based on characteristics that vary across firms.
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Introduction

The efficiency of investment by corporations depends on relationships between
availability of capital, the cost of capital, and the forms of control that organizations
face. Constraints in financing affect investment scale but also affect the selection of
projects, the timing of investment, and the decisions that relate to risk. These effects
occur through differences in the duration of financing and through increases in the cost
of financing. The constraints may produce investment at levels that are lower than
optimal levels or investment at levels that exceed optimal levels. Research that

examines these issues provides opportunities for work that integrates different



measurement approaches, different strategies for identification, and different features
of corporations. The interactions between institutional factors and particular
instruments represent areas that require additional examination. These instruments
include technology using digital forms, finance relating to environmental goals,
administration of taxation systems, and protections that legal systems provide. The
interactions occur within the process through which constraints in financing produce
effects. A framework that provides clear explanation of the relationships and the
conditions remains necessary. This study develops a framework for analysis that
describes the main processes, the conditions that establish boundaries for these
processes, and the paths that allow optimization of outcomes. The framework provides
support in theory for efforts to improve the efficiency of allocation of capital.

Research Methodology

This work uses an approach that combines studies to examine methods, strategies,
and processes in research on how limits to obtaining funds affect the use of resources.
The approach compares findings across studies and brings together different measures
that relate to this issue. The analysis draws on ideas about differences in available data
and about costs that occur when interests differ between groups. The work divides limits
to obtaining funds into three forms: the total amount available, the time period for
access, and the rate required for funds. The analysis also includes relationships between
conditions outside the organization, systems that operate within the organization, and
means that provide funds from external sources. Limits to obtaining funds increase the
cost for funds from outside sources and reduce resources that remain available. This
pattern suggests that organizations use less resources than would be appropriate.
However, differences in time periods and changes in systems that provide oversight can
produce patterns where organizations use more resources than appropriate or direct
resources to uses that differ from those that would provide the most value. Changes
using new forms of data processing, providing data about resources in new forms,
approaches that relate to environmental concerns, and systems that provide protection

through formal structures can reduce these effects. The work suggests that these factors



produce different outcomes across different types of organizations. Figure 1 shows

these relationships.
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Figure 1 Theoretical Framework of the Impact of Financing Constraints on
Investment Efficiency and Its Mitigation Mechanism

1. The Connotation and Mechanisms of Financing Constraints
1.1 Definition and Mechanism of Financing Constraints

Limitations in obtaining funds describe conditions that firms encounter when
seeking capital, particularly in markets where access to financing remains difficult for
supporting operations and decisions related to investment!!!. These limitations typically
occur from factors including differences in information between parties, market
conditions that show imperfection, and problems in structures that provide governance
within and outside the organization. Differences in information result in higher costs
for firms that seek financing, and the absence of sufficient assets or guarantees that
firms can provide makes institutions that supply funds more cautious in decisions to
provide loans, thereby increasing the difficulty that firms face in obtaining capital!®.
The effect of limitations in financing extends beyond issues of liquidity that occur in
the short term, potentially restricting capabilities for investment and innovation that
develop over longer periods, leading to allocation of capital that shows inefficiency and

use of resources that results in wastel®!. The development of markets for finance has



reduced the severity of limitations in financing to a certain degree, but these limitations
remain a significant barrier that affects development of firms, particularly for firms that
focus on innovation and enterprises that are small and medium in sizel*!.
1.2 Factors Influencing Financing Constraints

Multiple factors affect the development of constraints in financing. The context of
the overall economy, the structure of markets, the size of firms, the type of ownership,
and the condition of financial health in organizations all play a role!®. Uncertainty in
the economy and risks from policy make the environment for financing more difficult,
and problems in capital markets and instability in policies that regulate also contribute
to these constraints. Firms that are smaller or that show poor disclosure of information
often face more significant difficulties in financing, particularly those in early stages of
development or those that operate in industries with high risk. Other factors also make
the problems with financing constraints worse, including the lack of channels for
financing that differ from each other, limited ability to convert assets in capital markets,
and restrictions in the system for credit. The health of finances and the rating of credit
for a company are also important in determining access to financing. Firms that show
high levels of use of leverage in finances often experience substantial pressure in
financing. Table 1 provides a summary of the main aspects of constraints in financing—
constraints related to scale, constraints related to duration, and constraints related to
cost—and the ways these affect efficiency in investment. Figure 2 shows the patterns
in values that indicate features of the MBK market from 2016 to 2020, and this reveals
how the environment of the market affects constraints in financing for organizations.
This figure helps in examining how features of the market influence the efficiency of

financing for organizations.

Table 1: Dimensions and Mechanisms of Financing Constraints

Research Focus Research Content Research Conclusion
Financing Constraints Financing Scale The increase in the cost of external funds
Dimension Constraints leads to underinvestment(®]
Financing Constraints Financing Term Mismatches in terms exacerbate
Dimension Constraints overinvestment and capital misallocation!”!
Financing Constraints Financing Cost High financing costs suppress corporate
Dimension Constraints investment activities(®!
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Figure 2: Characteristic Value Spectrum of the MBK Market from 2016-2020
1.3 The Impact of Financing Constraints on Investment Efficiency

Limits on access to funds show substantial effects on how firms use resources for
investment. Firms that face these limits often demonstrate problems in investment
patterns that differ from ideal levels®!. This includes using too many resources or using
too few resources for investment. These patterns indicate that allocation of resources
occurs in ways that reduce effectiveness!'?l. Firms with limited funds may not engage
in investment opportunities that provide high returns. This affects development over
time and affects the position of the firm in markets relative to other firms!'!!. Firms with
large amounts of available funds may direct substantial resources to projects that show
low effectiveness in using these resources!'?l. This produces waste in how the firm uses
financial resources. Limits on access to funds also affect how firms approach risk in
investment decisions!'*!. These limits make firms more likely to avoid risk. This reduces
engagement in investments that may provide high returns but involve substantial risk.
Research examining these patterns indicates that limits on access to funds not only
reduce how firms respond to opportunities from external sources but may also increase
problems in how the firm functions internally in making decisions!'*!. This further

reduces the effectiveness of decisions about investment. The findings suggest that



addressing limits on access to funds is important for improving how firms use resources
for investment!!3],
2. Measurement Methods of Corporate Investment Efficiency
2.1 The Basic Concept of Investment Efficiency

Investment efficiency in organizations relates to the process that allows effective
use of resources to produce maximum returns!'®!. This approach involves the reduction
of capital waste and the establishment of growth that continues over time!!”). Investment
that functions effectively provides support for improvements in productivity and
competitiveness within the organization. This type of investment also allows for better
allocation of resources, which increases value for individuals holding shares!'®!. The
main issue that surrounds efficiency in investment relates to the capacity to assess how
organizations allocate resources in different economic conditions. This assessment
requires the avoidance of investment that is excessive or investment that is
insufficient!!”). The concept extends beyond returns that are measured in financial terms.
It shows that rational use of resources is important, that understanding of market
demand requires precision, and that management of risk requires effectiveness/?®!. The
improvement of investment efficiency is significant for development that continues
over time in organizations, particularly in market environments that are complex and
characterized by high levels of competition!?'l. In such contexts, organizations require
decision-making that wuses scientific approaches and strategies for resource

management that function efficiently!??!

. These approaches allow organizations to
establish that investments are rational and that returns reach maximum levels.
2.2 Common Measurement Methods

Multiple methods provide means for measuring investment efficiency in
companies!?’). The DEA method provides analysis that examines relative efficiency
across multiple units making decisions. This approach reveals practices that are most
effective in allocation of resources®¥. This method provides an important tool for

assessment of investment efficiency in companies®”. Figure 3 shows the DEA

efficiency model using representation in graphical form. This figure indicates



operational mechanics that the model uses and shows application of the approach. This
presentation allows readers to develop understanding of how the method provides
means for evaluating investment efficiency in a company. TFP measures overall
effectiveness of investment in a company through analysis that examines changes in
factors of production. Regression analysis develops models that establish links between
investment and returns. This method examines how various factors produce effects on
investment efficiency. In recent years, algorithms using learning from machines and
intelligence that is artificial have appeared as tools that are new for measurement of
investment efficiency that is more precise. These approaches use analysis of data that
is big and recognition of patterns and modeling for prediction. The approaches allow
companies to measure returns from future investment with accuracy that is greater. This
shows particular importance in environments of markets that are complex?®!. This
provides improvement in accuracy that is scientific for making decisions. Figure 3
presents an approach with multiple dimensions for measuring investment efficiency.
This presentation uses the Triple Bottom Line framework, which is also called TBL.
The figure shows dimensions that are economic and social and environmental. This

indicates the role that is critical of sustainability in investment efficiency.

Efficient
Frontiers

9 4 ®A

Output2/Input
'S

q -
2 4 : - G
Production Possibility Set
1 -
0 ] LE L] L] L L] L]
o 0 1 2 3 4 5 6 7

Output1/Input

Figure 3 Illustration of the DEA Efficiency Model



2.3 Challenges and Innovations in Measurement

The process of measuring how well companies use investment resources faces
important issues. Data collection presents difficulties, as many companies do not
provide complete information on internal processes and decisions that affect investment
choices?”). This leads to results that may not show the full picture. The methods that
researchers use to measure investment performance also vary in how well they work
across different settings'?®). Factors such as industry type, company size, and stage of
development affect the accuracy of these measurement approaches. External conditions
that change over time, including market shifts, policy adjustments, and new
developments in technology, also have significant effects on how investment efficiency
can be measured.Researchers have worked to develop better approaches to address
these measurement challenges!®. Recent work incorporates large-scale data analysis
and computer-based intelligence methods®”). These newer approaches use strategies
such as continuous monitoring of data as it becomes available and models that adjust
to changing conditions®!). The methods provide more accurate results and deliver
findings more quickly than previous approaches!®?l. This work improves the precision
of measurement and also provides stronger support for companies making investment
decisions based on data analysis'*?!.
3. The Relationship Between Financing Constraints and Investment Efficiency
3.1 The Impact of Financing Constraints on Investment Efficiency

Limits on financing directly reduce access to funds for companies and produce
significant effects on the level of investment that occurs®*.. Studies show that these
limits make capital shortages more severe and also increase the costs that companies
face when obtaining funds, and these conditions allow both insufficient investment and
excessive investment to occur at the same timel**!. In particular, limits on financing
often prevent companies from making investments that are necessary for the long term,
and this reduces the capacity for developing new approaches and the ability to maintain
competitive positions in markets!*¢l. Also, shortages of capital often require companies

to use short-term financing approaches that involve higher levels of risk, and this



produces patterns where capital is not used in the most effective ways®*’). In these
conditions, companies cannot reach decisions about investment that provide the best
outcomes, and this is particularly clear when the limits on funds are substantial®],
Opportunities for investment that would provide high value may not be used, and
depending too much on financing through debt may produce a situation where debt
levels become difficult to manage!*”). For this reason, reducing the limits on financing,
increasing the different sources that companies can use to obtain funds, and lowering
the costs of financing are important for improving how companies make investment
decisions*”). Figure five shows the ways that limits on financing affect investment
through factors such as obtaining funds, the costs of financing, and how capital is
distributed across different uses!!!.
3.2 Heterogeneity Analysis Across Different Firms

Figures 4(a), 2(b), and 2(c) provide clear indication of differences in investment
efficiency across companies that face limitations in obtaining funds. These figures show
the relationship between constraints in funding and efficiency from different
perspectives. The analysis examines differences by firm size, by ownership type, and

by regional location!*?l.

Companies show notable differences in efficiency when
constraints occur. State-owned enterprises (SOEs), non-state-owned enterprises (non-
SOEs), companies of various sizes, and those in different regions all demonstrate
particular features relating to constraints in funding. Research shows that non-SOEs
often experience more significant constraints in obtaining funds. This occurs from
limited government support. However, these companies show stronger competitiveness
in the market. This allows them to reduce pressures from funding limitations through
changes to capital structures. In contrast, SOEs face fewer constraints in obtaining
funds. Their decisions about funding are typically affected by government policies. This
may result in allocation of resources that differs from market-driven allocation. Small-
and medium-sized enterprises (SMEs) experience more significant limitations in

funding. This occurs from their limited capital accumulation and collateral. These

constraints affect their investments over time and their innovation activities in



substantial ways!*]. Table 2 presents several main mechanisms for reducing constraints.
These include transformation using digital methods, disclosure of data assets, green
finance, and institutional protection. The table shows how these mechanisms produce

different effects in various corporate contexts.

Table 2: Mitigation Mechanisms and Their Differentiated Effects in Different
Corporate Contexts

Research ]
Research Content Research Conclusion
Focus
. .. Enhances information transmission
Mitigation Digital

efficiency, alleviating financing
constraints(44]
Increases financial transparency,
improving capital allocation
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Mitigation . Reduces financing costs through
. Green Finance : . e
Mechanism instruments like green bonds!4”!
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Figure 4(a): Investment Efficiency of Listed Companies by Size
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Figure 4(b): Investment Efficiency of Listed Companies by Ownership Type
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Figure 4(c): Investment Efficiency of Listed Companies by Region
3.3 Optimization Pathways and Policy Recommendations

Improving structures for providing funds and offering support from policy
represent main approaches to increasing efficiency in investment by companies®?l. It is

particularly important to provide more flexible options for obtaining funds for small
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and medium enterprises. At the same time, companies should work to improve internal
structures for control and increase transparency in providing information to reduce
negative effects from constraints in obtaining funds. Also, promoting change to digital
approaches and policies for finance that support environmental goals will allow
enterprises to address difficulties in obtaining funds in new ways and increase
efficiency in distributing resources. In particular, new tools for obtaining funds such as
bonds supporting environmental goals, platforms using digital approaches for finance,
and measures for performance relating to environmental factors, social factors, and
structures for control can significantly improve capabilities for obtaining funds by
companies, addressing the double problems of investment below optimal levels and
investment above optimal levels. To achieve this, policies should support participation
by multiple groups with interests and promote new approaches by companies in
methods for obtaining funds, ultimately achieving efficient investment and
development that can continue over time®™®l, Table 3 presents a summary of different
methods for measurement and strategies for identification relating to the relationship

between constraints in obtaining funds and efficiency in investment.
Table 3 Comparative Analysis of Related Research on Financing Constraints and
Investment Efficiency

Research Focus Research Content Research Conclusion
Using Data Envelopment Analysis

Measurement Investment Efficienc . .
Method Measurement(s! y (DEA) and Stochastic Frontier
Analysis (SFA)B!
e . . . . Based on panel data models and
Identification Financing Constraints P )
Strategy Identification(s2 Structural Equation Models
(SEM)I331
Theoretical Information .Flnancmg coryst.ralnts supp_re;.s
Perspective Asvmmetrv Theor investment efficiency by raising
P y y y funding costs!>4!
Conclusion

The effect of limits on obtaining financing on how well firms use investment
shows a pattern with two parts that differ by type. Limits on the scale of financing, the
duration of financing, and the cost of financing work to establish the range within which

a firm can invest in a manner that is effectivel®l. These limits can produce
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underinvestment, but they can also produce overinvestment by means of using short-
term funds for long-term projects, problems relating to debt between parties, and
preferences for risk that differ from the optimal level®”l. The main factor for improving
how well investment is used involves the combination of information, governance, and
finance working in a manner that is coordinated. For firms, the important approaches
include making information disclosure stronger, making internal controls stronger, and
changing the structure of financing duration to improve the match between funds and
projectst®l. For the financial sector, the important approaches include improving how
firms can obtain funds by using technology in finance, methods that make credit
stronger, and financing that uses supply chain relationships®®. For policy, the important
approaches include improving the conditions outside the firm and the factors that
provide motivation by using policies for taxes, systems for legal matters, finance that
supports environmental goals, and structures that use digital elements to achieve both
the efficient use of capital and investment that shows high quality®°l.
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