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Abstract 
Background: Economic policy uncertainty (EPU) arises from unanticipated 
changes in economic policies. The changes could affect important trading, 
financial, regulatory, and monetary policies. Several factors contribute to EPU, 
such as abrupt adjustments to monetary policy, unstable foreign currency 
markets, poor GDP growth, elevated prices, and various local and 
international events. EPU adversely influences national productivity, firm 
investment, employment creation, consumer spending, and the stock market. 
Aim: This study aims to explore the effect of EPU on firms’ investments in 
developed and developing economies. It also examines how firm attributes, such 
as ownership concentration and state ownership, influence this relationship. In 
addition, the study investigates the conditional impact of EPU and growth 
opportunities on firms’ investments. 
Setting: The study focused on a large panel of firms from 27 countries, covering 
the period 2008 to 2021, with a sample of 11,718 firm-level observations. 
Method: This study employed a two-way fixed effects econometric model for 
analysis. 
Results: The findings indicate that EPU adversely impacts the investments of 
companies operating in developed economies, non-state-owned firms, and firms 
with dispersed shareholding. Yet, growth opportunities can mitigate the adverse 
effects of EPU on firm investment. 
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Conclusion: The results imply that policymakers should formulate and 
implement transparent economic policies to ensure stability. From firms’ 
perspective, it is important to develop a contingency plan to counter the adverse 
effects of EPU on their investments. 
Contribution: The results have important implications for policymakers and 
firms, as they highlight the significance of stable economic policies for firm 
investment. 

Keywords: economic policy uncertainty (EPU); corporate investments; growth 
opportunities; ownership concentration; SOEs and non-SOEs 

Introduction 
Economic policy uncertainty (EPU) reflects the challenges faced by firms and 
individuals in anticipating future outcomes related to monetary, regulatory, trade, and 
fiscal policies. EPU adversely impacts consumer confidence, financial markets, firms’ 
investments, economic development, and job creation. Some of the factors causing EPU 
include inflationary trends, slow gross domestic product (GDP) growth, unstable 
foreign exchange rates, and abrupt shifts in government regulations. Several local, 
regional, and international events have intensified EPU. For instance, the 9/11 attacks 
on the World Trade Center, the 2008 financial crisis, the Arab Spring uprisings, Russia’s 
invasion and annexation of Crimea, and the United Kingdom’s exit from the European 
Union. More recently, world economies have battled the shocks of the COVID-19 
pandemic, the Russia–Ukraine war, the trade dispute between the United States (US) 
and China, and the Israel–Hamas conflict. Currently, the world continues to grapple 
with economic disruptions arising from the US–China tariff conflict and the Iran–Israel 
conflict. Hence, certain events, such as recessions, uprisings, terrorism, epidemics, trade 
conflicts, and wars, polarise the global economic landscape and increase uncertainty 
and volatility in the markets. 

Empirical studies have highlighted the economy-wide detrimental impact of EPU. 
Brogaard and Detzel (2015) demonstrate that EPU increases financial market volatility 
and inflates equity risk premiums. Due to their crucial role in facilitating payments, 
financial institutions are heavily regulated to preserve financial stability, prevent fraud, 
and safeguard customers. Therefore, they are more exposed to EPU shocks. Mueller et 
al. (2017) claim that the impact of EPU on exchange rates in advanced economies is 
more substantial due to the considerable liquidity of foreign exchange markets. 
Moreover, EPU has a significant impact on interest rates and inflation, affecting 
macroeconomic stability (Ramlan 2020). Tabash (2025) demonstrates a strong adverse 
impact of EPU on foreign direct investment inflows. Caggiano et al. (2014) reveal that 
uncertainty shocks dampen US GDP growth and increase unemployment, and the 
effects remain for two to three years. Similarly, empirical findings underline that EPU 
increases risk premium and inflates borrowing costs for firms (Liu and Wang 2022). 
Additionally, EPU has an unfavourable effect on business operations (Brunnermeier 
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2009) as it shrinks their profitability (Balcilar et al. 2016) and reduces investment 
(Gulen and Ion 2016). 

The literature on the relationship between EPU and corporate investment (CI) is 
currently limited but growing rapidly. In addition, existing studies are mostly conducted 
at the country or industry level. A few countries that remain a core focus of research in 
this domain are Australia (Jumah et al. 2023; Trinh 2024), China (Xie et al. 2021; Yan 
and Shi 2021), India (Anamika and Byomakesh 2024), Indonesia (Aldata and Wijaya 
2020), Japan (Hoang et al. 2023), and the US (De la Horra et al. 2022). Researchers’ 
focus has been concentrated on certain industries only, such as energy (Liu et al. 2020), 
hospitality (Soni et al. 2023), mining (Klayme et al. 2023), and housing (Christidou and 
Fountas 2018). Furthermore, the research considers various economic and company-
specific factors to investigate the conditional influence of EPU on CI. These include 
political linkages (Makosa et al. 2021), internal control (Dou et al. 2021), information 
asymmetry (Liu et al. 2021), low-high marketisation (Khan et al. 2020), profitability 
(Jia and Li 2020), CEO traits (Gupta 2022), and level of economic stability (Drobetz et 
al. 2018). 

Though the relationship between EPU and CI has been extensively studied in the 
literature, there are still important gaps in four areas that need further attention. First, 
compared to developing economies, researchers’ attention has been overwhelmingly 
focused on developed economies. Moreover, most of the studies primarily conducted 
isolated analyses with small sample sizes, lacking a comprehensive cross-country 
comparison. Additionally, post-2008 financial crisis events have greatly reshaped the 
global economic landscape and EPU transmission channels. The events include the 
Arab Spring, the Russian invasion and annexation of the Crimean Peninsula, Brexit, 
COVID-19, the Russia–Ukraine war, and the recent US–China tariff war. The shift in 
EPU transmission has a significant impact on firms’ strategies for addressing policy 
shocks (Nguyen et al. 2024). Understanding these adaptations is crucial for assessing 
firm resilience and navigating the complexities of the post-crisis macroeconomic 
landscape (Makin 2019). This study offers a thorough examination covering cross-
country analyses and contemporary multipolarity to provide important information for 
the permacrisis period. 

Second, the existing literature does not adequately account for how differences in 
company ownership structure affect CI decisions under EPU. At the macro level, 
ownership variations exist between state-owned enterprises (SOEs) and non-state-
owned enterprises (non-SOEs), while at the micro level, the distinction is based on the 
majority of shares held by a corporation or individual. SOEs prioritise political 
objectives over profitability due to significant government influence (Lopes Júnior et 
al. 2024). However, non-SOEs face rigorous market discipline that impacts strategic 
decisions (Liu et al. 2018). Ownership concentration at the firm level enables long-
termism in strategic policies whereas dispersed ownership tends to favour short-
termism. Pertinently, little research has been conducted to examine how these dual 
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ownership aspects, at both the macro and micro levels, interact with EPU 
simultaneously. This is a crucial gap, given that most real-world firms fall somewhere 
in the middle. Therefore, by segregating firms into state-owned and non-state-owned, 
as well as concentrated and dispersed, we endeavoured to examine the multifaceted 
effects of EPU on CI. 

Third, growth opportunities are a crucial factor that influence CI, and organisations with 
plentiful opportunities invest more in corporate initiatives (Agiacai 2006; Sanford and 
Yang 2022). However, EPU can moderate this relationship, leading firms with higher 
growth opportunities to delay their CI decisions (Im et al. 2021). EPU creates financing 
constraints and thresholds that distort the causal impact of growth opportunities and CI 
(Soni et al. 2023). Kong et al. (2022) indicate that, under EPU, the conventional 
favourable impact of growth opportunities on CI disappears. From another perspective, 
empirical evidence shows that firms with ample growth opportunities might invest 
despite high EPU, foreseeing long-term benefits. Whereas firms with limited growth 
opportunities may delay CI due to risk aversion (Chen et al. 2021; Chen 2024). Existing 
literature has overlooked how EPU and growth opportunities jointly impact CI 
decisions; therefore, this study addresses their joint impact to fill the research gap. 

Our baseline analysis confirms that EPU significantly represses firm investments. This 
impact is significant for firms in developed countries, non-SOEs, and those with 
dispersed ownership structures. Moreover, growth opportunities significantly mitigate 
the adverse effects on firms in developed economies, firms with dispersed ownership 
structures, and non-SOEs. The paper proceeds with five sections: section 2 presents the 
literature review and formulates the hypotheses; section 3 describes the data and 
methodology; section 4 discusses the empirical results; and section 5 concludes. 

Literature Review and Hypotheses Development 
The theoretical foundations underpinning the impact of uncertainty on firms are 
inconclusive. However, the majority of them contend that EPU represses firm 
investment. Knight (1922) proposed that uncertainty brings unpredictability in the 
economic environment which impacts strategic decision-making of firms. 
He emphasised that firms face both risk and uncertainty, but a firm’s ability to judge 
and manage uncertainty determines its success. Hartman (1972) suggested that CI has a 
positive relationship with uncertain future output prices or wage rates, provided that 
non-negativity constraints on CI are not binding. This relationship is positive because 
uncertainty raises the expected return on capital’s marginal product, which encourages 
investment; however, it holds under the assumptions of constant returns to scale and 
perfect competition. The theoretical underpinnings regarding the negative impact of 
EPU on CI are further highlighted by prominent researchers. Myers (1977) 
demonstrated how certain investments respond to uncertainty, particularly those with 
significant associated sunk costs and high irreversibility. Myers contended that a heavy 
initial outlay is irrecoverable if a project fails, which explains why CI decreases with 



Khan, Bashir, and Shah 

5 

increasing uncertainty. In a similar vein, Kelly (1991) presented the “wait and see” 
strategy, demonstrating that during uncertain times, firms exercise the option to delay 
their vital CI choices. Abel (1983) articulates that uncertainty has a negative impact on 
capital costs, which results in a reduction in CI. Additionally, Dixit and Pindyck (1994) 
emphasise the importance of “waiting to invest” in the face of uncertainty, which could 
aid firms in enhancing their economic performance. 

Numerous empirical studies highlight the negative impact of EPU on CI across various 
domains. Chen et al. (2020) demonstrated that EPU has an unfavourable impact on 
Australian firms’ investment, which persists for around four years. However, they found 
that the impact is short-lived for US firms. Generalized method of moments (GMM) 
results from another study on the US hospitality industry from 2001 to 2018 reveal a 
strong negative influence of EPU on CI (Akron et al. 2020). Olalere and Mukuddem-
Petersen (2023) conducted a study covering the period 2009 to 2020 on BRICs, utilising 
GMM estimates. They found that EPU adversely affects the CI. Empirical evidence 
from Spain for the period 1998 to 2014 indicates that CI was depressed during periods 
of heightened EPU (Dejuan-Bitria and Ghirelli 2021). Global evidence from 1991 to 
2017, utilising GLM regression, reveals that firms delay their investments in response 
to EPU and oil price uncertainty (Ilyas et al. 2021). A study on Chinese listed enterprises 
operating in the energy and power industries shows that the negative impact of EPU on 
investment is particularly significant in locations with low degrees of marketisation 
(Hou et al. 2021). Similarly, research in Brazil shows that the negative impact of EPU 
on investment is larger for well-governed enterprises, especially under conditions of 
low investor confidence (Caixe 2022). Additionally, research spanning 28 countries 
indicates that the negative relationship between EPU and investment is more 
pronounced in countries with stronger investor protection (Yildiz et al. 2025). 

Growth opportunities available to firms also influence corporate investments. 
Theoretical framework indicates that investment policies in perfect capital markets 
largely rely on firms’ investment opportunities (Modigliani and Miller 1958). This is 
because companies can raise infinite capital at market rates to fund all positive NPV 
activities. Myers (1977) refers to growth opportunities as real options, the value of 
which is determined by a firm’s discretionary investment plans. Fazzari et al. (1988) 
propose that firms with more growth opportunities make greater investments to increase 
their profits, provided that internal cash resources are sufficient to overcome external 
financing constraints. Empirical evidence shows that growth opportunities provide 
options for product line and geographical expansion (Reuer and Tong 2007). Sanford 
and Yang (2022) underscore that growth opportunities shape firms’ resource allocation. 
According to Oliveira and Kayo (2020), growth opportunities indicate a company’s 
future revenue and earnings potential. These opportunities have a significant impact on 
CI decisions, as companies deliberately allocate cash to maximise value. Mahmood et 
al. (2022) found that growth opportunities had a significant impact on CI. They also 
suggested that growth opportunities influence capital allocation decisions for large-scale 
projects, which ultimately affect firm value. Liu et al. (2020), using data from traditional 
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energy firms and renewable energy firms in China from 2007 to 2017, outline that 
growth opportunities alleviate the unfavourable impact of EPU on CI. 

Thus, given the insights presented above, it is apparent that the effect of EPU on CI is 
diverse and involves major factors as follows: First, investor confidence is undermined 
due to the high level of policy uncertainty. Second, if companies are concerned about 
the laws, regulations, or activities of the government, they may hesitate to invest in long-
term projects. Third, the influence of EPU on CI may vary depending on the 
heterogeneity of the economies, markets, and industries in which the firms operate. 
Finally, growth prospects provide autonomy in making valued investment choices, 
thereby alleviating the negative impact of EPU on CI. The following hypothesis was 
formulated after an analysis of relevant literature: 

H1: The impact of EPU on CI is negative. 

H1a: Growth opportunities mitigate the negative effect of EPU on CI. 

Previous research has demonstrated that the influence of EPU on CI is negative, 
supporting our hypothesis. However, we have reiterated the same hypothesis in our 
work, incorporating the following novelties. First, our study uses firm-level data from a 
broad range of countries and Baker et al.’s (2016) EPU index.1 Too few studies conduct 
such research and retesting the hypothesis can lead to a more nuanced analysis. Second, 
we examined the conditional effect of growth opportunities on the relationship between 
EPU and CI. This allows us to conclude whether growth opportunities weaken or 
strengthen the relationship between the two variables. 

Empirical research indicates that the relationship between EPU and CI varies 
significantly between developed and developing economies (Tran 2025). The variation 
in relationships is due to a number of factors, such as financial development levels (Al-
Thaqeb and Algharabali 2019), the quality of governance, and the type of economic ties 
(Gao et al. 2025). Calomiris et al. (2012) examine the effects of the credit supply and 
liquidity shocks from the 2008 financial crisis. The findings of the study highlight that 
while the negative impact was greater for developed nations, it was negligible for 
developing ones. Conversely, Baek (2022) demonstrates that developed economies’ 
stronger institutional frameworks and greater levels of financial development 
significantly reduce the negative impact of EPU. Sohail et al. (2022) stress that, in order 
to lessen the detrimental effects of EPU in both developed and developing countries, 
strong institutions and economic development are essential. Hence, literature portrays a 
significant difference between the levels of economic development in countries around 
the world. Broadly, this dissimilarity can be categorised as either a developed economy 
or a developing one. Similarly, enterprises in these categories face various levels of 

 
1  Data on EPU from Baker et al.’s (2016) EPU index is available at www.policyuncertainty.com. 
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EPU, which have varying effects on investment decisions. Based on the existing 
literature, we formulate the second hypothesis: 

H2: EPU has a greater effect on CI for firms operating in developed economies than for 
those operating in developing ones. 

H2a: Growth opportunities alleviate the negative effect of EPU on CI in developed 
economies. 

The literature highlights the significant adverse effects of EPU on non-state-owned 
firms compared to state-owned firms. In contrast to non-SOEs that prioritise profit 
maximisation, SOEs frequently strike a balance between social and political objectives 
and profit, which may result in departures from the most efficient investment strategies 
(Liu et al. 2023). Governments always intend to accomplish a variety of political 
objectives, which motivates them to interfere with firms’ investment decisions, thereby 
leading to overinvestment and making it even more severe for SOEs (Chen et al. 2011). 
Empirical studies show that EPU has a negative impact on job creation, revenue growth, 
and business investments of non-SOEs; however, the impact is smaller for SOEs (Feng 
et al. 2021). Gu et al. (2018) outline the amplified influence of EPU on non-SOEs. 
Similarly, Khan et al. (2019) highlight that leverage has enhanced adverse effects on CI 
of non-SOE at the firms and markets levels under uncertainty. Yan and Shi (2021) 
further report that EPU has a significant influence on privately owned businesses. 
Hence, the third hypothesis of the study is formulated as follows: 

H3: EPU has a more pronounced effect on the CI of non-SOEs than on SOEs. 

H3a: Growth opportunities mitigate EPU’s negative influence of EPU on the CI of non-
SOEs. 

We distinguish SOEs from non-SOEs as follows. According to Ginting and Naqvi 
(2020), a state-owned enterprise is any commercial firm whose shares are largely held 
by the government, either directly or indirectly. Such entities may be wholly, 
substantially, or partially government-owned, corresponding to equity holdings of 
100%, over 50%, and below 50%, respectively. Therefore, this study adopts a threshold 
of more than 50% government ownership to differentiate SOEs from non-SOEs. 

The empirical findings show a significant influence of EPU on firms with different 
ownership concentrations. For example, increased concentration leads to higher firm 
profitability (Claessens and Djankov 1999). By contrast, Han and Suk (1998) 
documented the negative impact of concentrated ownership on profitability. However, 
Demsetz and Lehn (1985) emphasised that there is no significant link between financial 
profit levels and concentrated ownership, indicating that dispersed ownership does not 
necessarily impair company performance. Liu et al. (2020) contend that ownership 
concentration alleviates the impact of EPU on investments in renewable energy firms. 
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Alimehmeti and Paletta (2009) posit a positive link between both variables, excluding 
the period of the 2008 financial crisis, indicating that the financial crisis mitigated the 
positive impact. Demsetz and Villalonga (2001) argue that ownership structure should 
be influenced by the goal of maximising shareholder value; as a result, changes in 
ownership structure should not be consistently associated with shifts in corporate value. 
Based on our empirical results, we conclude that ownership concentration significantly 
influences a firm’s investment decisions. Therefore, the final hypothesis of this study is 
formulated as follows: 

H4: EPU has asymmetrical impacts on the investments of firms operating under different 
ownership structures. 

H4a: Growth opportunities alleviate the negative impact of EPU on the CI of firms with 
dispersed ownership structures. 

Simply put, concentrated ownership occurs when a small number of individuals hold 
the majority of shares. A sophisticated approach, used by academics and researchers to 
identify large shareholders, involves recognising that shares exceeding 5%, 10%, or 
another specified proportion are held by a family, a group, or an organisation (Lemma 
and Negash 2016; Wang 2014; Yasser and Al-Mamun 2014). We use a 10% criterion 
to distinguish between large and concentrated shareholdings. 

Data and Methodology 
Population, Sample, and Data Description 

The current study’s sample includes 2,647 companies from 27 countries. These 
countries were chosen because the EPU index (Baker et al. 2016) was developed 
exclusively for them by the end of 2022, and data for the 2008–2021 period is readily 
available. We have incorporated firms that were publicly traded on the major stock 
exchanges of these nations by the end of 2020. To ensure the authenticity and integrity 
of the dataset, we thoroughly examined it using a rigorous data filtration process. 
Initially, we found data on 1,424 firms. Firms with missing values for five or more 
consecutive years were removed. Consequently, our final dataset comprised 11,738 
firm-level observations from a broad group of 837 firms spanning 25 different countries, 
as presented in Table 1. 

Table 1: Data description 

Sr. no Country Stock index 
No. firms and data 

Collected Final set 

1 Australia ASX 100 100 4 

2 Belgium BEL-20 20 12 
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3 Brazil IBOVESPA 83 43 

4 Canada TSX Composite Index 250 105 

5 Chile General Stock Price Index 100 17 

6 China SSE Composite Index 250 22 

7 Colombia COLCAP 20 8 

8 Croatia Croatia Zagreb Stock Exchange Index 25 0 

9 Denmark OMX C20 20 17 

10 France CAC 40 Index 40 28 

11 Germany DAX (Deutscher Aktienindex) 40 27 

12 Greece Athens Stock Exchange General Index 176 12 

13 Hong Kong Hong Kong’s Hang Seng index 50 0 

14 India NIFTY 50 50 29 

15 Ireland Overall Index (ISEQ) 50 11 

16 Italy MIB-30 30 18 

17 Japan Nikkei 225 225 179 

18 South Korea Korea Exchange (KRX) 100 71 

19 Mexico Total Mexico ESG Index 148 20 

20 Netherlands AEX index 25 13 

21 Pakistan KSE 100 Index 100 73 

22 Russia MOEX Russia Index 50 5 

23 Singapore Straits Times Index (STI) 30 12 

24 Spain IBEX 35 35 19 

25 Sweden OMX Stockholm 30 Index 30 12 

26 UK (FTSE) 100 Share Index 100 57 

27 USA S&P 500 Index 500 23 

Total 2,647 837 
 

  



Khan, Bashir, and Shah 

10 

Variables of the Study and Data Source 

The explanatory variable is EPU, and CI is the dependent variable. 

Table 2: Variables of the study 

Variable/Data Definition Data source Key references 

Corporate 
investment (CI) 

Expenditure on fixed 
assets. 

Thomson 
Reuters 
DataStream 

Baker et al. (2016) 

Cash flow (CF) Net cash generated from 
operating activities. 

Wang et al. (2014) 

Tobin’s Q (TQ) The ratio of a firm’s 
market value to the 
replacement cost of its 
assets indicates growth 
opportunities. 

Wang et al. (2014); 
Julio and Yook 
(2012) 

Cash holding (CH) Liquid assets (cash and 
cash equivalents) are held 
by a firm. 

Chang et al. (2007) 

Company size (Size) Measured by total assets 
or market capitalisation. 

Chen et al. (2019) 

Leverage (Lev) The proportion of debt in 
a firm’s capital structure, 
often measured as debt-
to-equity. 

Chava and Robert 
(2008); Duchin et 
al. (2010) 

Sales growth (SG) The percentage increase 
in a firm’s revenue over a 
period. 

Chen et al. (2019) 

Economic policy 
uncertainty (EPU) 

A measure of uncertainty 
in economic policies. 

Baker et al. 
(2016) EPU 
index 

Baker et al. (2016) 

Developed and 
developing 
economies (DEVE) 

Classification of countries 
based on economic 
development. 

Classified 
according to the 
World Bank’s 
country 
classification, 
with assigned 
dummy 
variables (1, 0) 

 

SOE and non-SOE 
(SOE) 

State-owned enterprises 
(SOEs) are firms with 
significant government 
ownership. Assigned 
dummy variables (1 for 
SOE, 0 for non-SOE). 

Reviewed from 
annual reports 
of individual 
firms, assigned 
dummy 
variables (1, 0) 

 

Ownership structure 
(DIVS) 

Classified as dispersed 
(widely held shares) or 
concentrated (few major 
shareholders) based on 
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shareholding patterns. 
Assigned dummy 
variables (1 for 
concentrated, 0 for 
dispersed). 

Firm-specific characteristics have a significant impact on CI, including sales revenue, 
leverage, firm size, cash flow, cash holdings, and growth opportunities. The literature 
suggests a well-established relationship between CIs and a firm’s financial 
characteristics. Table 2 lists the study’s variables along with their measurements. 

Data on the variables is collected as follows: corporate investment, cash flow, Tobin’s 
Q, cash holdings, company size, leverage, and sales growth from Thomson Reuters 
DataStream. Firms are divided into developed and developing economies according to 
the World Bank’s classification of countries. The classification of firms into SOEs and 
non-SOEs, as well as into dispersed and concentrated ownership, is conducted after 
reviewing the annual reports of individual firms. Subsequently, dummy variables with 
values of “1” and “0” are assigned to each individual firm. 

Econometric Model 

To investigate the impact of EPU on CI, we follow our baseline regression model: 

𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑗𝑗,𝑡𝑡 = 𝛼𝛼1 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 +  𝛽𝛽2𝑇𝑇𝑇𝑇𝑖𝑖,𝑗𝑗,𝑡𝑡−1 + 𝛽𝛽3𝐶𝐶𝐶𝐶𝑖𝑖,𝑗𝑗,𝑡𝑡−1+ 𝛽𝛽4𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑗𝑗,𝑡𝑡 +  𝛽𝛽5𝑆𝑆𝑆𝑆𝑖𝑖,𝑗𝑗,𝑡𝑡 + 
𝛽𝛽6𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑗𝑗,𝑡𝑡−1 +  𝛽𝛽7𝐶𝐶𝐶𝐶𝑖𝑖,𝑗𝑗,𝑡𝑡 + 𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡−1 + 𝑓𝑓𝑖𝑖 + 𝑓𝑓𝑡𝑡 + ∈𝑖𝑖,𝑗𝑗,𝑡𝑡 ……………………(i) 

Where i, j, and t denote firm, country, and time respectively. The dependent variable is 
the investment and EPU variables of interest. We transformed the monthly EPU index 
into years using the weighted average method because firm-level data are available on 
a yearly basis. The following control variables are included: Tobin’s Q, cash flow, firm 
size, sales growth, and cash holdings. The annual GDP growth rate was used to capture 
the macroeconomic effects. Further, 𝑓𝑓𝑖𝑖 𝑎𝑎𝑎𝑎𝑎𝑎 𝑓𝑓𝑡𝑡 are the firm and time fixed effects and 
∈𝑖𝑖,𝑗𝑗,𝑡𝑡 is the error term. Lagged 𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡−1, 𝐶𝐶𝐶𝐶𝑖𝑖,𝑗𝑗,𝑡𝑡−1+ 𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑗𝑗,𝑡𝑡−1 was incorporated into the 
model to avoid endogeneity. This study used a fixed-effect model to examine the EPU–
CI relationship. It is a static model that uses time as a fixed dimension, emphasising 
intra-entity comparisons rather than explicitly assessing time effects (Baltagi 2005; 
Wooldridge 2010). 

This study examines the joint impact of EPU and growth opportunities. If a firm has 
good growth prospects, managers may still invest, even in the face of heightened EPU. 
Consequently, the volume of a firm’s investment changes depending on the prevailing 
regime of investment opportunities. To measure the level of growth opportunities, we 
follow Liu et al. (2020). We introduced the interaction term EPU*Tobin’s Q in our base 
model (i) above. Tobin’s Q values that are greater than or equal to 1 are assigned to a 
value of 1, whereas Tobin’s Q values that are less than 1 are assigned a value of 0. 
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Values greater than or equal to 1 indicate higher growth opportunities, while values less 
than 1 suggest low growth opportunities. We then used this value to examine the joint 
effect of both variables on CI. 

𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖,𝑗𝑗,𝑡𝑡 = 𝛼𝛼1 + 𝛽𝛽1𝐸𝐸𝐸𝐸𝐸𝐸𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑇𝑇𝑇𝑇𝑖𝑖,𝑗𝑗,𝑡𝑡−1 + 𝛽𝛽3𝐶𝐶𝐶𝐶𝑖𝑖,𝑗𝑗,𝑡𝑡−1+ 𝛽𝛽4𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑗𝑗,𝑡𝑡 +  𝛽𝛽5𝑆𝑆𝑆𝑆𝑖𝑖,𝑗𝑗,𝑡𝑡 + 𝛽𝛽6𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑗𝑗,𝑡𝑡−1 +
 𝛽𝛽7𝐶𝐶𝐶𝐶𝑖𝑖,𝑗𝑗,𝑡𝑡 +  𝐸𝐸𝐸𝐸𝐸𝐸 ∗ 𝑇𝑇𝑇𝑇 + 𝐺𝐺𝐺𝐺𝐺𝐺,𝑡𝑡−1 +  𝑓𝑓𝑖𝑖 + 𝑓𝑓,𝑡𝑡 + ∈𝑖𝑖,𝑗𝑗,𝑡𝑡 ……………………(ii) 

To investigate the heterogeneity of impact in the context of the economy and firm-level 
characteristics, the following dummy variables are included in model (ii). DEVEi,ť is a 
dummy variable representing the firms operating in developed economies, 
𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑗𝑗,𝑡𝑡 denotes state-owned enterprises, and 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖,𝑡𝑡 refers to dispersed ownership. 

Results and Discussion 
The summary statistics of the variables are shown in Table 3. Panel A presents the 
descriptive statistics. The mean results highlight the diversity in investment practices, 
indicating different risk appetites and investment strategies among firms. The standard 
deviation results indicate that the sample firms have relatively small levels of variation 
in capital investment. Furthermore, the findings show significant variation in EPU, 
suggesting that some firms operate under conditions of substantially greater uncertainty 
than others. Panel B presents a pairwise correlation matrix. EPU displays an 
insignificant, however, negative correlation with CI, indicating that CI is inhibited by 
economic policy uncertainty. As the summary statistics are limited to comparing 
variations in panel data across firms, the impact of EPU on CI must be established 
through empirical analysis. 
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Summary Statistics 

Table 3: Summary statistics 

Panel A: Descriptive statistics 
Variable Obs Mean SD Min Max 
CI 10,374 0.055 0.063 0.0005 1.398 
EPU 11,520 162.629 87.201 27.001 588.373 
TQ 10,918 0.758 1.192 0.000 23.013 
CF 10,419 0.097 0.105 −3.254 1.958 
Size 11,284 11.182 2.966 −0.992 19.879 
SG 10,403 0.067 0.273 −6.215 3.916 
LEV 11,281 0.469 0.377 0.00004 34.650 
CH  11,234 0.122 0.113 0.00 1.00 
GDP growth 11,718 1.741 3.437 −11.33 24.37 
Panel B: Correlation matrix  
  1 2 3 4 5 6 7 8 9  
CI 1.000          
EPU −0.007 1.000         
TQ 0.000 0.268*** 1.000        
CF 0.160*** 0.001 0.105*** 1.000       
Size −0.074*** −0.2784*** −0.4408*** −0.0504*** 1.000      
SG 0.200*** 0.0147 0.0533*** 0.084*** −0.1002*** 1.000     
LEV −0.072*** −0.009 0.037*** −0.074*** −0.042*** −0.024** 1.000    
CH  −0.028*** −0.037*** 0.060*** 0.085*** −0.009 0.063*** −0.0406*** 1.000   
GDP growth 0.11*** −0.11*** −0.037*** 0.058*** −0.033*** 0.21*** −0.033*** 0.039*** 1.000  
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Impact of EPU on Corporate Investment 

Table 4 below presents the findings of our baseline regression estimation of equation (i) 
in column 2. Column 3 shows the results of equation (ii) to analyse the joint impact of 
EPU and growth opportunities. 

Table 4: Impact of EPU on CI 

Variables Dependent variable is CI 
(1) (2) (3) 
EPU −3.01e-05*** −3.88e-05*** 
 (0.000) (0.000) 
TQ 0.006*** 0.006*** 
 (0.001) (0.001) 
CF 0.051*** 0.050*** 
 (0.013) (0.013) 
SG 0.023*** 0.023*** 
 (0.006) (0.006) 
Lev −0.025 −0.025 
 (0.018) (0.018) 
CH −0.041 −0.041 
 (0.026) (0.026) 
Size −0.015*** −0.016*** 
 (0.0056) (0.006) 
GDP growth 0.0009*** 0.0009*** 
 (0.000) (0.000) 
EPU * TQ  0.000* 
  (0.000) 
Constant 0.240*** 0.241*** 
 (0.057) (0.057) 
Test statistics  
Observations 9,194 9,190 
Number of ID 836 835 
R-squared 0.081 0.082 
F stat. (p-value) 13.64(0.000) 13.07(0.000) 
Firm effect Yes Yes 
Time effect Yes Yes 

Note: Robust standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 

The dependent variable was CI, and the explanatory variable was EPU. The findings 
indicate that the impact of EPU on CI is negative and statistically significant. Our 
findings further reveal that the joint effect of EPU and growth opportunities is 
significantly positive. These results indicate that growth opportunities significantly 
alleviate the negative effects of EPU on the CI. The stand-alone influence of EPU on CI 
shows a decline of 29%, taking into account growth opportunities. These results indicate 
that firms with growth opportunities are highly effective at mitigating the adverse effects 
of EPU on CI. These findings support hypotheses H1 and H1a. 
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Our results are consistent with the notable theories of Abel (1983), Knight (1921), and 
Myers (1977), as well as with previous empirical research (Akron et al. 2020; Chen et 
al. 2020; Foo et al. 2017). The results of the study demonstrates that EPU compels firms 
to avoid undertaking investments with unpredictable outcomes, prompting them to 
adopt and follow a “wait and see” approach. Firms choose real options in response to 
EPU due to irreversibility of business investments and the associated sunk costs. 
Therefore, governments should formulate and implement transparent economic 
policies. Ensuring stability in economic policies and avoiding frequent, unexpected 
changes will create an environment conducive to profitable CIs. 

Finally, our findings are consistent with the empirical studies when the joint effect of 
EPU*TQ on CI was considered. For instance, Fazzari et al. (1988) propose that firms 
with growth opportunities invest more to enhance their profits. Liu et al. (2020) outline 
that growth opportunities minimise the adverse impact of EPU on CI. The results 
demonstrate that firms prioritising growth opportunities are well equipped to counter 
the adverse impact of EPU on their investments. Therefore, the regulator’s role is pivotal 
in ensuring policy stability and boosting growth opportunities. The stable policies and 
strong growth prospects will thereby enable effective risk management associated with 
EPU and enhance investments. 

The impact of our control variables on CI is as follows: Tobin’s Q has a positive impact, 
and the result is aligned with prior empirical findings (Fazzari et al. 1988; Liu et al. 
2020). Cash flow impact is positive which supports earlier studies (Gatchev et al. 2011; 
Martinez-Carrascal and Ferrando 2011). The negative impact of cash holding on CI 
aligns with empirical research (Almeida et al. 2003; Duchin et al. 2010; Opler et al. 
1999). Company size shows a substantial negative impact on the dependent variable, 
consistent with Fazzari et al. (1988). However, the influences of leverage and cash 
holding are not statistically significant. 

With regard to the macroeconomic impact on corporate investment, our findings 
underscore that GDP growth positively influences CI, as anticipated by numerous 
studies highlighting a similar connection between GDP growth and company 
investment activity (Becker and Mauro 2021; Farooq et al. 2021). The reason is that 
business activities are interconnected, as GDP increases, so does per capita income, 
increasing consumer demand. Consequently, firms invest in expanding their operations 
to meet the rising consumer demand. 



Khan, Bashir, and Shah 

16 

Developed and Developing Economies 

Table 5: Developed and developing economies 

 Dependent variable corporate investment 
Variables Developing 

economies 
Developed 
economies 

Developing 
economies 

Developed 
economies 

(1) (2) (3) (4) (5) 
EPU 2.98e-05 −4.61e-05*** 3.24e-05 −6.39e-05*** 
 (0.000) (0.000) (0.000) (0.000) 
TQ 0.005 0.006*** 0.005* 0.006*** 
 (0.003) (0.002) (0.003) (0.001) 
CF 0.053*** 0.052*** 0.054*** 0.050*** 
 (0.017) (0.018) (0.017) (0.018) 
SG 0.001* 0.030*** 0.001* 0.029*** 
 (0.006) (0.009) (0.006) (0.009) 
Lev −0.074** 0.002 −0.073** 0.002 
 (0.031) (0.022) (0.031) (0.022) 
CH −0.052* −0.037 −0.053* −0.038 
 (0.028) (0.036) (0.028) (0.036) 
Size −0.012** −0.018** −0.012** −0.018** 
 (0.006) (0.008) (0.006) (0.008) 
GDP growth 0.002*** 0.007** 0.002*** 0.001** 
 (0.001) (0.000) (0.001) (0.000) 
EPU * TQ   −5.06e-05 3.67e-05** 
   (3.89e-05) (1.59e-05) 
Constant 0.225*** 0.252*** 0.227*** 0.254*** 
 (0.059) (0.079) (0.059) (0.079) 
Test statistics 
Observations 2,137 7,057 2,137 7,053 
Number of ID 203 633 203 632 
R-squared 0.078 0.106 0.079 0.109 
F stat. (p-value) 5.84(0.000) 11.05(0.000) 6.06(0.000) 10.75(0.000) 
Firm effect Yes Yes Yes Yes 
Time effect Yes Yes Yes Yes 

Note: Robust standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 

Table 5 reports the regression results for developed and developing economies. The 
findings indicate that the overall effect of EPU on CI in developed economies is 
negative; however, it is insignificant for developing economies. Moreover, the negative 
effect is substantially mitigated by growth opportunities. The coefficient of separate 
influence of EPU on CI of developed economies decreased by 30% when considering 
growth opportunities. The findings highlight that firms in developed economies with 
better growth opportunities are effective at alleviating the adverse impact of EPU on CI. 
The results support our hypotheses H2 and H2a. 
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Our study’s findings align with the empirical results of Calomiris et al. (2012), 
Al Farooque et al. (2023), and Pástor and Veronesi (2012), who contend that the impacts 
of EPU on developed countries are significant compared to those on developing 
countries. The results are also in line with World Bank (2020) statistics, which indicate 
that economic activity has decreased by 7% in developed economies compared to 2.5% 
in developing economies due to the EPU generated by COVID-19. The impact of EPU 
on developed economies is pronounced due to their higher levels of integration, 
complex financial systems, and interconnectedness with other nations. Due to their 
limited financial development and lower global interconnectedness, developing 
economies are generally less exposed to EPU shocks. The results indicate that 
developed economies should reduce regulatory uncertainty, increase economic stability, 
and simplify the financial system to mitigate the detrimental impact of EPU. 
Furthermore, while the impact of EPU on developing economies is not as substantial as 
that on developed economies, a negative influence does exist. Therefore, companies in 
developing countries should also enhance their risk-management capabilities to 
maximise benefits from growth opportunities. 

State-Owned-Enterprises and Non-State-Owned Enterprises 

Table 6 reports the findings in the context of state ownership. The results demonstrate 
that the impact of EPU on non-SOEs is negative and statistically significant; however, 
the impacts are insignificant for SOEs. Furthermore, the results show that the joint 
impact of EPU and growth opportunities is both positive and statistically significant for 
non-SOEs. The separate effect of EPU on the coefficient decreased by 28% when 
incorporating growth opportunities. 

Our findings align with prior empirical analyses and corroborate our hypotheses H3 and 
H3a. To begin with, Feng et al. (2021) demonstrate that EPU significantly affects the 
employment, sales growth, and business investment of SOEs. Gu et al. (2018) 
emphasise the pronounced negative impact of EPU on non-SOEs’ investment. 
Similarly, Khan et al. (2019) highlight the significant negative consequences of EPU on 
CI. However, growth opportunities can mitigate these negative effects for non-SOEs 
(Yan and Shi 2021). The findings have significant implications for non-SOEs in our 
sample, primarily operating in developed economies, such as the US, the UK, Japan, 
Canada, France, Germany, and Italy. The results imply that, due to their greater risk 
aversion, limited resource availability, and susceptibility to policy changes, non-SOEs 
are more influenced by EPU compared to SOEs, which benefit from government 
support and political linkages. Non-SOEs in our sample primarily operate in countries 
such as China, Colombia, Chile, Brazil, Pakistan, and India. Because the negative 
effects are substantial for non-SOEs, they should develop adequate risk control 
strategies, increase financial buffers, and make diversified investments. Moreover, 
advocacy campaigns can also be a handy tool for achieving favourable policy changes 
by interacting with decision makers. 
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Table 6: SOEs and non-SOEs 

 Dependent variable corporate investment 
Variables Non-SOE SOE Non-SOE SOE 
(1) (2) (3) (4) (5) 
     
EPU −3.14e-05*** −6.83e-06 −4.02e-05*** −8.30e-06 
 (1.12e-05) (3.39e-05) (1.32e-05) (3.53e-05) 
TQ 0.006*** 0.011 0.006*** 0.010 
 (0.001) (0.008) (0.001) (0.001) 
CF 0.050*** 0.079** 0.049*** 0.078** 
 (0.013) (0.030) (0.014) (0.031) 
SG 0.023*** 0.008 0.023*** 0.008 
 (0.006) (0.001) (0.006) (0.009) 
Lev −0.024 −0.037 −0.024 −0.038 
 (0.019) (0.048) (0.019) (0.048) 
CH −0.038 −0.108*** −0.038 −0.108*** 
 (0.028) (0.034) (0.028) (0.035) 
Size −0.016*** −0.019*** −0.016*** −0.020*** 
 (0.006) (0.005) (0.006) (0.005) 
GDP growth 0.001*** 0.001 0.001*** 0.001 
 (0.000) (0.001) (0.000) (0.001) 
EPU * TQ   2.36e-05 8.85e-06 
   (1.45e-05) (3.59e-05) 
Constant 0.239*** 0.310*** 0.239*** 0.312*** 
  (0.058) (0.074) (0.058) (0.076) 
Test statistics 
Observations 8,932 262 8,928 262 
Number of ID 812 24 811 24 
R-squared 0.080 0.235 0.081 0.236 
F stat. (p-value) 13.03(0.000) 20.46(0.000) 12.48(0.000) 37.91(0.000) 
Firm effect Yes Yes Yes Yes 
Time effect Yes Yes Yes Yes 

Note: Robust standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 

Concentrated and Dispersed Ownership Firms 

The findings of the EPU–CI relationship in the context of ownership concentration are 
presented in Table 7. EPU’s stand-alone impact is negative and statistically significant 
for firms with a dispersed ownership arrangement, but it has a negligible effect on 
businesses with a concentrated type of ownership. Moreover, the joint impact of EPU 
and growth opportunities are statistically significant and positive for firms with 
dispersed ownership. This implies that growth opportunities have a mitigating effect on 
the adverse relationship between EPU and CI for firms with a dispersed ownership 
structure. 
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Table 7: Concentrated and dispersed ownership firms 

 Dependent variable corporate investment 
Variables Dispersed 

ownership 
Concentrated 
ownership 

Dispersed 
ownership 

Concentrated 
ownership 

(1) (2) (3) (4) (5) 
     
EPU −5.49e-05*** −6.18e-06 −8.67e-05*** −6.01e-06 
 (1.30e-05) (1.67e-05) (1.75e-05) (1.77e-05) 
TQ 0.004** 0.009*** 0.003* 0.009*** 
 (0.002) (0.002) (0.002) (0.002) 
CF 0.027 0.061*** 0.026 0.061*** 
 (0.021) (0.014) (0.030) (0.014) 
SG 0.042*** 0.015*** 0.041*** 0.014*** 
 (0.013) (0.006) (0.013) (0.006) 
Lev 0.002 −0.042** 0.002 −0.042** 
 (0.032) (0.020) (0.032) (0.020) 
CH −0.004 −0.064*** −0.004 −0.064*** 
 (0.061) (0.017) (0.060) (0.017) 
Size −0.027 −0.011*** −0.026 −0.011*** 
 (0.017) (0.003) (0.017) (0.003) 
GDP growth 0.000 0.001*** 4.97e-05 0.001*** 
 (0.000) (0.000) (0.000) (0.000) 
EPU * TQ   5.67e-05** −8.60e-07 
   (2.34e-05) (1.61e-05) 
Constant 0.349** 0.202*** 0.349** 0.202*** 
 (0.173) (0.0342) (0.173) (0.0341) 
Test statistics 
Observations 4,126 5,068 4,124 5,066 
Number of ID 368 468 368 467 
R-squared 0.133 0.079 0.140 0.079 
F stat. (p-value) 6.73(0.000) 9.82(0.000) 6.23(0.000) 9.34(0.000) 
Firm effect Yes Yes Yes Yes 
Time effect Yes Yes Yes Yes 

Note: Robust standard errors in parentheses 
*** p < 0.01, ** p < 0.05, * p < 0.1 

Our findings are consistent with earlier studies and support our hypotheses H4 and H4a. 
For instance, Claessens and Djankov (1999) and Demsetz and Lehn (1985) have 
consistently shown that higher concentration levels are associated with greater business 
profitability. Liu et al. (2020) further underscore that the negative impact of EPU is 
mitigated for firms with ownership concentration. A positive link between concentrated 
ownership and corporate profitability is also emphasised by Alimehmeti and Paletta 
(2009). The findings have significant implications for enterprises with dispersed 
ownership, which, according to our sample, primarily operate in countries such as the 
UK, the US, Germany, Canada, and Japan, as well as for those with concentrated 
ownership, which operate in countries such as Brazil, China, France, India, Korea, 
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Pakistan, and Spain. The results imply that, due to diverse shareholders’ risk aversion, 
cautious management, and inadequate monitoring systems, the effects of EPU are 
amplified for businesses with dispersed ownership. Conversely, concentrated ownership 
acts as a buffer against EPU shocks because of the consistency, commitment, and 
effective management in terms of supervision by dominant shareholders. Therefore, 
firms with dispersed ownership structures may develop strong risk-management 
strategies to reduce the risk of EPU. Moreover, improving corporate governance by 
implementing advanced monitoring tools and fostering effective communication with 
stakeholders may also help lessen the negative impact of EPU on the CI of companies 
with large shareholdings. 

Conclusion 
The existing literature has extensively explored the relationship between EPU and CI at 
firm, industry, and country levels. It has also examined various moderating factors that 
either aggravate or mitigate the negative effects of EPU on CI. However, our study goes 
beyond existing research by investigating how EPU affects CI in a significant sample 
of firms from both developing and developed countries during the period 2008 to 2021. 
Additionally, we have considered the impact of ownership concentration, state 
ownership, and the joint impact of EPU and growth opportunities in our analysis. 
We utilised a two-way fixed effects econometric model on a sample of 11,718 firm-
level observations from 25 developing and developed countries. The study’s baseline 
results confirm that EPU significantly lowers CI. Our research demonstrates that this 
impact is significant for firms in developed countries, non-SOEs, and those with 
dispersed ownership structures. Furthermore, our study reveals that growth 
opportunities significantly mitigate the adverse effects of EPU on firms in developed 
economies, those with dispersed ownership structures, and non-SOEs. 

This study’s findings have significant implications for policymakers, including 
government ministries, central banks, and regulatory agencies, as well as firms in both 
developed and developing economies, firms with concentrated and dispersed 
ownership, and SOEs and non-SOEs. To begin with, our baseline results suggest that 
policymakers must formulate and implement clear, transparent economic policies to 
promote stability. These should encompass fiscal reforms, corporate governance 
standards, and market regulations. In addition, long-term plans spanning five to ten 
years—characterised by a clear vision, broad strategies, measurable goals, and 
predictable outcomes—are essential to ensure sustained stability. Equally important is 
cultivating consensus among key stakeholders so that core policies remain consistent 
despite changes in government. To this end, policymakers should seek broad input and 
support from diverse stakeholders, including chambers of commerce, industry 
associations, and economic experts, when considering crucial policy changes. 

Second, the results underscore the varying impact of EPU on the investment of firms, 
contingent upon different factors including ownership structure, type, and the countries 
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in which the firm operates. Therefore, policymakers should focus on sectors that could 
potentially be exposed to the impact of EPU. Subsequently, targeted incentives and 
regulatory flexibility can be offered without compromising the overall business 
ecosystem. Finally, the study results reveal that growth opportunities significantly 
mitigate the adverse effects of EPU, particularly for non-SOEs, firms with dispersed 
ownership, and those operating in developed countries. Therefore, it is imperative that 
governments promote growth prospects through research and development support, 
easy access to capital, trade promotion, and the reduction of regulatory burdens. 

From the firms’ perspective, a contingency plan to counter the adverse effects of EPU 
on CI must be in place, particularly for developed economies. To achieve this, firms can 
conduct a comprehensive risk assessment, stress testing, and scenario analysis. 
Moreover, firms can mitigate the risks of EPU by adopting diversification strategies and 
hedging options. During periods of uncertainty, maintaining liquidity provides 
flexibility, so firms should ensure they hold sufficient reserves to meet unforeseen 
investment costs. Although the impact of EPU on developing economies is generally 
less pronounced than in developed economies, a negative influence does exist. 
Therefore, companies in developing countries should strengthen their risk-management 
capabilities while maximising the benefits of growth opportunities. 

Additionally, non-SOEs can engage in advocacy campaigns aimed at influencing 
positive policy changes that favour their interests. Moreover, cash reserves should be 
strengthened to safeguard the CI. To lessen the detrimental effects of EPU on 
investment, companies with large shareholdings may establish sophisticated monitoring 
systems, improve corporate governance, and create efficient risk-management plans. 
Finally, to boost growth opportunities, firms should invest in research and development, 
market expansion, strategic alliances, product quality, and brand building. 
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