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Abstract

The objective of this work is analyzing the impact that the investment from companies has on a number
of Euronext stock returns. For the analysis, we used the Generalized Method of Moments (GMM) to
collect a sample of companies from the stock exchanges in Amsterdam, Brussels, Paris, and Lisbon,
between 2017 and 2022. The results indicate that the investment generated by companies has a positive
and significant impact on Euronext stock returns, therefore suggesting that managers from Euronext
companies should employ a balanced investment strategy that incorporates both tangible and
intangible assets, in order to enhance stock returns. This study can provide some guidance in decision-
making for private and institutional investors investing in Euronext stocks. The originality of this article
derives from the analysis of the impact that investment, divided between tangible and intangible assets,
has on Euronext stocks returns. Finally, it is important to point out that the use of the GMM methodology

allowed for the collection of robust results.
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Introduction

In financial markets, the analysis of the factors
that influence stock returns is increasingly
important for investors and, therefore, it is one of
the most current and relevant subjects in

financial theory and, at the same time, one of the
oldest and most arousing interests of
researchers. Theoretical literature highlights
that, to make a conscious decision about buying
or selling a stock, investors need to have in-depth
knowledge of companies. This is because
according to Song (2015), the information
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available on the stock market about companies is
constantly reflected in their price. Costa (2022a)
adds that the market price of stocks fluctuates
according to the law of supply and demand.
Therefore, in each transaction, the negotiated
price jointly identifies the price each investor is
willing to pay and the price at which each
investor is available to sell.

From a business point of view, investment is a
very important aspect in determining the ability
of companies to remain resilient and, therefore,
is an essential condition for their development. It
is the investment that introduces facilities,
equipment, and processes into organizations that
incorporate the advancement of knowledge and
that allow available resources to be used more
productively  (Alexandre et al, 2017).
Additionally, the growing globalization and the
industrial revolution 5.0 that is taking place
today highlight the importance of investment by
companies, requiring them, according to an
evolutionary perspective, where only the most
resilient resists, a continuous effort to improve at
various levels, with emphasis on investmentin its
tangible and intangible assets. Only the
combination of these factors allows companies to
survive and prosper (Silva and Oliveira, 2020;
Alexandre et al., 2021).

This article aims to analyze the impact of
companies' investment on the return on
Euronext stocks. This investigation is of great
importance because, as far as we know, there is
still no study that analyzes this problem for the
reality of Euronext. Furthermore, this research
can help investors better understand how
companies' investment influences Euronext
stock returns, so they can adjust their investment
strategies and more accurately determine
companies' intrinsic value. Finally, this study is
relevant for managers of Euronext companies, as
it provides valuable clues about the efficient
allocation of resources and the maximization of
shareholder value.

The article is organized as follows: Point 2
reviews the literature on the impact of
investment on stock returns; Point 3 presents the
econometric methodology, data sources, sample
definition, variables used and descriptive
statistics; Point 4 presents the results of this
study, and its analysis; Point 5 concludes this
work.

Literature Review

The term investment can be defined as the
allocation of financial resources, time, or effort to
obtain a return in the future (Nugroho, 2020).
Investment can be made by individuals,
companies, and even governments, and is an
essential practice to increase personal wealth,
finance business projects, and promote economic
growth. There are several types of investment,
each with its level of risk and potential return.
Choosing the appropriate investment depends on
the financial objectives, risk tolerance, and time
horizon of each investor (Soares et al., 2015).

From a business point of view, the investment
can be real or financial. Financial investment
refers to the allocation of resources into financial
assets, such as stocks, bonds, bank deposits, and
other financial instruments available on the
market. This type of investment involves
transactions in financial markets and focuses on
the expectation of obtaining financial returns,
such as dividends, interest, or capital gains
(Nugroho, 2020). On the other hand, companies'
real investment involves the allocation of
resources into tangible and intangible assets and
is directly related to the functioning of the
companies’ business model. According to
Alexandre et al. (2017), this type of investment is
essential for companies to expand and be
competitive in the market in the long term and,
therefore, it is the type of investment that will be
the object of analysis in this investigation.

[Itas and Demirgunes (2020) state that tangible
assets are physical assets of companies that are
used in the production or completion of goods or
services and that are expected to be used for
more than one year. These assets are generally
held by companies to support their core
activities. Examples of tangible assets are land,
buildings, vehicles, furniture, and other
equipment. [ltas and Demirgunes (2020) indicate
that companies with more tangible assets tend to
finance themselves at a lower cost. This is
because tangible assets can be used as collateral
for loans, which reduces the risk perceived by
creditors and positively influences stock returns.

On the other hand, Cardozo-Torres et al. (2021)
indicate that intangible assets are identifiable
non-monetary assets without physical substance.
For the authors, examples of this type of asset
include patents, brands, licenses, franchises,
internally developed software, customers, and
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human capital. Mendez-Morales et al. (2024)
state that this type of investment is a guarantee
of the innovation capacity of any institution and,
therefore, is increasingly important in the
current business situation in which all activity is
supported by IT management programs that
certify the quality of all operational functioning.

Costa et al. (2021) state that all companies must
invest to cover the amortization and depreciation
they practice, that is, they must restore their
capital to the productive level. When companies
invest less than the amortization and
depreciation they practice, they can cause high
cash flows in the short term, but they can lose
operational capacity in the medium and long
term, which can channel them into an
unsustainable situation (Eisenhardt and Martin,
2000). When a company decides to invest, it
tends to allocate liquid resources to a specific
tangible or intangible fixed asset with the
prospect of generating a higher result than what
it would obtain if it had not opted for the
investment plan (Daum, 2003; Chen and
Srinivasan, 2023).

Pinho et al. (2019) state that when a company
announces a future action plan, such as the start
of a new project, the share price can have a
negative or positive reaction. Company
management can watch the stock price reaction
to see what market participants think of the plan.
If the price falls, management may need to review
its calculations and reconsider the decision
made, as the market received the information as
negative. Therefore, the stock market can help
management get a second opinion on their
investment decisions.

Therefore, understanding the impact of business
investment on stock returns is complex and
multifaceted. On the one hand, some studies
indicate that investing can have a positive impact
on stock returns. In this sense, Costa (2022a)
analyzed the companies included in the Euro
Stoxx 50 index between 2016 and 2019 using the
panel data methodology. The results indicate that
there is a positive causality between investment
and stock returns. The author indicates that
investors tend to value companies that reinvest
their profits, due to the expectation created
regarding the increase in their future cash flows.
Similar results are presented by Miranda et al.
(2013), Medrado et al. (2016), Magro et al.
(2017) and Gomes et al. (2020) in Brazil; Alarussi

and Gao (2023) in China; Balzer et al. (2020) in
the United States; Haji and Ghazali (2018) in
Spain and Pechlivanidis et al. (2022) in Greece.

By opposition, excessive or misdirected
investments can lead to disappointing or even
negative returns, with a consequent negative
impact on stock returns. Thus, some studies
indicate that companies that have surplus
resources run the serious risk of wasting them on
inefficient spending or unprofitable projects
(Jensen, 1986; Richardson, 2006; Nekhili et al,,
2016; Takamatsu and Lopes- Favero; 2019).

Kim et al. (2016), Nugroho (2020) and Modena et
al, (2020) also highlight that if companies do not
adequately manage the life cycle of their
investments, including the planning,
implementation, and monitoring phase, this can
lead to a waste of resources, excessive costs and
low returns. Finally, it is important to indicate
that there is also literature that states there is no
statistically significant influence between
investment and stock returns (Assagaf, 2016;
Nugroho, 2020).

Given the above, we propose our first research
hypothesis.

H1: Increased investment has a positive impact
on Euronext stock returns.

Additionally, based on studies by Iltas and
Demirgunes (2020) and Alarussiand Gao (2023),
we will reinforce the analysis by examining
investment in isolation, more precisely, at the
level of tangible assets and intangible assets, so
we propose to investigate hypothesis 2 and 3.

H2: Increased investment in tangible assets has a
positive impact on Euronext stock returns.

H3:Increased investment in intangible assets has
a positive impact on Euronext stock returns.

Data, Variables, Methodology

Sample

In this work, we analyzed a total of 311 non-
financial companies quoted on the Amsterdam,
Brussels, Lisbon, and Paris stock exchanges,
between the years 2017 and 2022. Table 1
distributes the sample by stock exchange.
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Table 1: Sample distribution regarding location

Stock market Number of companies Percentage
Amsterdam 41 13.18%
Brussels 48 15.43%
Lisbon 22 7.07%
Paris 200 64.31%
Total 311 100.00%

As happened in the study by Costa et al. (2024),
in this investigation we took company data from
The Wall Street Journal website and
macroeconomic data from Eurostat.

Variables used

In this work we use the annual return on shares
as the dependent variable. To answer the
research questions, we used 3 independent
variables that identify companies' investment.

The literature states that to guarantee the
robustness and precision of the analyses, we
must use indicators that control the size,
liquidity, debt, and cash flow of companies
(Ribeiro and Quesado, 2017; Nguyen et al., 2019;
Vieira et al,, 2019; Sausan et al., 2020; Phuong,
2020; Costa etal., 2021; Costa, 2022b; Fernandes
and Costa, 2023). Table 2 presents the dependent
variable, the independent variables, the
calculation method, and the expected influence
signal.

Table 2: Presentation of the dependent variable and independent variables

Code Description Calculation form Expected
influence
R stock return In(P;) — In (P(,_q)), P is the stock price at the
(dependent variable) end of the year
Independent variables
Invs Investment Tangible assets + Intangible assets +
Total Assets
TAs Tangible assets Tangible assets, — Tangible assets;_4 +
Total Assets
IAs Intangible assets Intangible assets, — Intangible assets;_, +
Total Assets
Control variables
Size Size Ln (Total Sales) +
Lig Liquidity Cash and Short Term Investments +
Current Liabilities
Debt Debt to Equity Total Liabilities -
Ratio Total Equity
Cash_Flow Cash_Flow Net Operating Cash Flow +
Total Assets
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Methodology

In this work, we use the GMM methodology,
which allows us to combine time series and
cross-sections in a single model. This
methodology allows for controlling the
heterogeneity present in companies and allows
the use of more observations, which leads to an
increase in the number of degrees of freedom and
reduces collinearity between independent
variables (Neves et al., 2018). Furthermore, this
methodology allows to correct the endogeneity
that occurs when independent variables are

correlated with the error terms of the regression
models (Khan, 2023).

As happened in the investigation by Costa et al.
(2024), we use the first differences to leave the
variables stationary and thus obtain more robust
estimates.

Descriptive Statistics

Table 3 presents the descriptive statistics of the
variables analysed in the study.

Table 3: Descriptive statistics of the variables

Variables Mean Median S.D Min Max

AR -0.04 0.00 0.66 -5.78 4.64

Alnvs 0.00 0.00 0.10 -0.64 0.79

ATAs 0.00 0.00 0.09 -0.74 0.81

AlAs 0.00 0.00 0.10 -0.56 0.70

ASize 0.06 0.06 1.36 -11.00 9.89
ALiq 0.04 0.00 15.80 -227.00 280.00
ADebt -0.44 0.00 38.00 -920.00 908.00
ACash_Flow -0.06 0.00 3.85 -142.00 43.90

The Debt variable is the one with the highest Econometric Analysis

standard deviation, which indicates that it is the
variable with the greatest dispersion with
respect to the mean.

Table 4 shows the results obtained in Model 1
using the two-stages GMM methodology.

Table 4: Model 1 results

Model 1 Coefficient p-value
AR (-1) -0.48 0.00***
Alnvs 0.03 0.00***
ASize 0.07 0.09*
ALiq 0.00 0.02**
ADebt -0.00 0.00***
ACash_Flow 0.14 0.00%***
Number of observations 887
Sargan 72.68 (5) 0.21
Wald 316.07 (6) 0.00
Hansen over-identification 21.18 (5) 0.17

Notes: The Sargan, Wald and Hansen tests allow us to conclude that the econometric model is valid. Variables are defined
in Table 2. T statistics; *** significance level of 1%, ** significance level of 5%, * significance level of 10%.
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Model 1 results indicate that the investment has
a positive and statistically significant effect on
Euronext stock returns. Therefore, this study
corroborates the research by Silva and Oliveira
(2020) and suggests that an increase in the level
of investment can create investors' expectations
of an increase in companies' future cash flows.
This fact can attract investors interested in
obtaining the benefits of future growth, which
can increase demand for companies' stocks and
increase their market value. Given the above, we
validate H1.

Firm size has a positive and statistically
significant causality with Euronext stock returns.
This evidence is in line with the study by Ribeiro
and Quesado (2017) and suggests that larger
companies tend to benefit from economies of
scale and, therefore, tend to present higher
returns. Moreover, the liquidity and debt ratios

are statistically significant. These results are in
line with Nguyen etal. (2019) and Fernandes and
Costa (2023), suggesting that companies tend to
present higher returns as they find it easier to
fulfill their short, medium, and long-term
responsibilities.

Likewise, the results suggest that companies'
ability to generate liquid assets, assessed through
the control cash flow variable, has a positive and
statistically significant effect on stock returns.
The value of the coefficient allows us to identify
that investors attach great importance to
companies' ability to generate revenue through
their operational activity.

To strengthen these results, below we present
model 2 which decomposes companies'
investment in relation to tangible and intangible
assets.

Table 5: Model 2 results

Model 2 Coefficient p-value
AR (-1) -0.47 0.00***
ATAs 0.03 0.00***
AlAs 0.01 0.00***
ASize 0.08 0.09*
ALiq 0.00 0.02**
ADebt -0.00 0.00***
ACash_Flow 0.14 0.00***
Number of observations 887
Sargan 71.27 (5) 0.25
Wald 904.22 (7) 0.00
Hansen over-identification 21.12 (5) 0.14

Notes: The Sargan, Wald and Hansen tests allow us to conclude that the econometric model is valid. Variables are defined
in Table 2. T statistics; *** significance level of 1%, ** significance level of 5%, * significance level of 10%.

The results of Model 2 demonstrate that tangible
assets and intangible assets have a positive and
statistically significant impact on Euronext stock
returns. These data corroborate the studies by
[Itas and Demirgunes (2020) and Alarussi and
Gao (2023) and allow us to validate H2 and H3.

This conclusion indicates that managers of
Euronext companies should seek to have a
balanced investment strategy that incorporates
tangible and intangible assets to maximize stock
returns. This holistic approach recognizes that
synergies between these two types of assets can
provide a lasting competitive advantage for
companies.

Finally, we have that Model 2 validates the
results presented in Model 1, regarding size,
liquidity, debt, and cash flow.

Conclusion

This investigation sought to understand the
impact that investment by Euronext companies
has on their stock returns. To this end, companies
that are part of the Amsterdam, Brussels, Lisbon,
and Paris stock exchanges were analyzed. The
results of this analysis revealed that investment,
whether in tangible or intangible assets, has a
positive and statistically significant effect on
Euronext stock returns. This finding indicates
that managers of Euronext companies must seek
to invest to cover the amortization and
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depreciation they carry out, that is, they must
restore the companies' capital to the productive
level. Likewise, companies must have an
ambidextrous  investment strategy  that
incorporates both tangible and intangible assets.

These results offer valuable insights into the
relationship between corporate investment and
Euronext stock returns and can help investors
adjust their investment strategies. On the other
hand, managers of companies listed on Euronext
can benefit from these results by developing
more efficient investment strategies that aim to
maximize shareholder value. By recognizing the
importance of tangible and intangible assets,
managers can direct resources more effectively,
capitalizing on synergies between these assets
and strengthening the companies' competitive
position in the market.

Finally, it is important to note that the present
study remains incomplete because it focused
only on Euronext companies. Future research
could explore more stock exchanges to assess
whether these results would remain valid.
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