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Abstract

This study aims to investigate the relationship between corporate
innovation, financial sustainability, and the moderating role of
chief executive officer (CEO) power within the context of Saudi
Arabian firms. Grounded in resource-based theory, the research
highlights the dual role of research and development (R&D)
investments as a critical driver of long-term financial sustainability
and a mechanism for fostering competitive advantage (Barney, 1991).
Using a panel dataset of 1260 company-year observations
from 2013 to 2022, the study employs pooled ordinary least
squares (OLS) and fixed effects (FE) estimators to examine
the impact of R&D investments on financial sustainability,
measured by the sustainable growth rate (SGR). The findings reveal
a positive association between R&D investments and SGR,
suggesting that firms prioritizing innovation tend to experience
greater financial stability. However, the study also uncovers
a significant moderating effect of CEO power, indicating that
excessive CEO control can hinder long-term investments in
innovation and jeopardize future financial well-being, aligning with
agency theory concerns (Naaman & Sun, 2022). This research
contributes to the understanding of corporate innovation, CEO
power dynamics, and financial sustainability, particularly within
the emerging market context of Saudi Arabia, by highlighting
the importance of effective corporate governance in fostering long-
term value creation.
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1. INTRODUCTION

the upfront costs and uncertain returns can deter
investment, especially in the face of investor

In today’s dynamic corporate world, the pursuit of
short-term profitability often clashes with the strategic
imperative of long-term growth (Demydyuk &
Carlbéck, 2024). This tension is particularly acute in
the realm of research and development (R&D), where
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pressure or takeover threats. However, neglecting
R&D can severely hamper a company’s ability to
innovate and sustain growth over the long haul.

R&D is not merely an expense, but a strategic
investment in resources and capabilities that can
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yield a lasting competitive advantage (Barney, 1991).
It fuels the creation of new knowledge assets,
leading to innovative products and processes that
enhance efficiency and open up new markets (Brown
et al., 2018). Moreover, R&D can serve as a defensive
strategy against competitors and bolster decision-
making under pressure (Clarkson & Toh, 2010;
Slivko & Theilen, 2014).

While prior research acknowledges
the importance of R&D for innovation and firm value
(Barney, 1991; Brown et al., 2018; Chun et al., 2014;
Johnson & Pazderka, 1993; Yoo et al, 2019),
there remains a gap in understanding how R&D
contributes to sustained financial performance,
particularly in emerging markets. This research
addresses this gap by examining the impact of
corporate R&D investments on the long-term
financial sustainability of firms, specifically within
the unique context of Saudi Arabia.

This study utilizes a panel dataset of
1260 company-year observations from Saudi Arabia
between 2013 and 2022, a period marked by
significant economic shifts and policy reforms.
We employ both pooled ordinary least squares (OLS)
and fixed effects (FE) estimators to rigorously
analyze the relationship between R&D expenditure
and financial sustainability, measured by (sustainable
growth rate [SGR]). Furthermore, we explore
the moderating role of chief executive officer (CEO)
power in this relationship. Drawing on agency and
organizational theories, we investigate the dual
impact of CEO power on firm innovation and
performance. While excessive CEO dominance can
stifle innovation due to short-term focus and risk
aversion (Naaman & Sun, 2022; Mousa, 2023;
Pucheta-Martinez & Gallego-Alvarez, 2024), strong
leadership can also catalyze innovation by
championing new ventures and fostering a forward-
thinking organizational culture (Ju et al., 2023).

Our findings reveal a positive association
between R&D investments and a company’s financial
health, suggesting that firms prioritizing R&D tend
to experience greater financial stability in the long
run. However, we also uncover a novel finding,
the positive impact of R&D on financial sustainability
is weakened by the presence of powerful CEOs. This
implies that excessive CEO control might hinder
long-term investments in innovation, potentially
jeopardizing future financial well-being.

As an additional analysis, we explore how
the COVID-19 pandemic has affected the link
between R&D investment and financial resilience.
Our findings indicate that the crisis has
a detrimental impact on both innovation strategies
and financial sustainability. Then, we employ
an alternative measure of financial sustainability
and a generalized method of moments (GMM)

regression to address endogeneity concerns.
The results remain consistent with our initial findings.
This study makes several significant

contributions to the existing literature. Firstly, it
provides fresh insights into the relationship between
R&D expenditures and financial sustainability,
specifically within the context of Saudi Arabian
firms. This is particularly relevant given Saudi
Arabia’s commitment to a knowledge-based
economy and its strategic focus on innovation as
adriver of economic diversification and long-term
financial sustainability. Secondly, the study sheds
light on the interplay between R&D investments,
CEO power, and financial sustainability in the unique
business landscape of Saudi Arabia. This landscape
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is characterized by a mix of family-owned and
publicly listed companies, providing a fertile ground
to investigate how ownership models moderate
the role of R&D in driving financial viability. Thirdly,
the study examines the moderating role of CEO
power on the relationship between corporate
innovation and financial sustainability in an emerging
market context. The findings underscore the importance
of effective corporate governance in fostering
innovation and long-term value creation.

The remainder of this paper is structured as
follows. Section 2 outlines the literature review.
Section 3 details the dataset, variables, and methods
used for analysis. Section 4 presents the results of
the study. Section 5 gives the discussion. Finally,
Section 6 concludes with key takeaways and policy
implications.

2.LITERATURE REVIEW

2.1. Research and development investments

A significant body of research indicates that
corporate governance practices play a vital role in
shaping R&D investment intensity. Honoré et al. (2015)
highlight that the effectiveness of governance
structures can significantly influence innovative
behavior and performance in technology-based
firms. Similarly, Yu et al. (2017) emphasize
the necessity of tailoring governance mechanisms
to specific industry contexts to address R&D
investment shortages. This suggests that companies
with robust governance frameworks are better
positioned to allocate resources efficiently toward
R&D activities, thereby enhancing their innovative
capabilities. Moreover, the relationship between
financing constraints and R&D investment is
complex and often characterized by an inverted
U-shaped curve. Li (2022) provides evidence that
moderate financing constraints can stimulate R&D
investment, while excessive constraints hinder it.
This finding is supported by Gao (2022), who notes
a negative correlation between financing constraints
and corporate performance, further underscoring
the importance of adequate financing for successful
R&D endeavors. Thus, firms must navigate their
financing strategies carefully to optimize their R&D
investments. Government subsidies also play
acrucial role in influencing corporate R&D
investments. Liu et al. (2022) argue that economic
policy uncertainty can dampen R&D investment,
particularly in new energy sectors, where external
economic conditions significantly affect investment
decisions. Conversely, Yin (2019) finds that
government subsidies, alongside internal financing,
have a substantial positive impact on R&D
expenditures. This interplay suggests that while
government support can enhance R&D investment,
firms must also be wary of the potential negative
effects of policy instability. The impact of R&D
investments on corporate performance is well-
documented, with several studies linking increased
R&D spending to improved financial outcomes.
For instance, Xie et al. (2020) explore the time-lag
effects of R&D investment on the value of listed
companies, demonstrating that sustained R&D
efforts can lead to long-term value creation.
Furthermore, RavSelj and Aristovnik (2020) assert
that R&D investment is essential for maintaining
competitive advantage in an increasingly globalized
market, reinforcing the notion that innovation is
a key driver of corporate success.
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2.2. Financial sustainability

Corporate financial sustainability is a multifaceted
concept that encompasses various dimensions,
including sustainable corporate governance, finance,
and corporate social responsibility, with research
highlighting the need for a systematic approach to
understand how these elements integrate and align
with sustainability goals (Bui et al., 2020).

Strong corporate governance plays a crucial
role in fostering corporate financial sustainability by
facilitating the integration of sustainability metrics
into governance frameworks and aligning financial
incentives with long-term sustainability goals,
counteracting the short-term focus often associated
with the financialization of firms (Lashitew, 2021;
Cupertino et al, 2019). Furthermore, effective
governance can mediate the relationship between
green finance and corporate sustainability, enabling
companies with robust governance frameworks to
leverage green finance for sustainable growth (Wang
et al., 2023). The relationship between financial
performance and sustainability is complex and
multifaceted, with studies indicating that strong
financial performance can lead to improved
sustainability outcomes through digital finance,
resilience, and innovation (Hu et al., 2023; Kahloul &
Zouari, 2013). However, despite progress in
integrating sustainability into corporate finance,
challenges remain, such as the pressure for short-
term financial returns, which often conflicts with
long-term sustainability goals due to executive
compensation structures and investor expectations
that prioritize immediate financial performance
(Siegrist et al., 2020). Nevertheless, opportunities for
advancing corporate financial sustainability are
emerging, including the integration of digital
technologies in finance, which presents new avenues
for enhancing corporate sustainability through
improved financial health and operational efficiency
(Mao, 2024). Additionally, the increasing emphasis
on sustainability disclosures and transparency is
fostering a more accountable corporate environment,
as evidenced by studies on sustainability disclosures
in Indonesian firms (Rachmat et al., 2024).

2.3. Chief executive officer power

The literature on CEO power presents a multifaceted
view of how the authority and influence of a CEO
can impact various aspects of firm performance
and governance (Fayyaz et al., 2021; Utomo &
Machmuddah, 2024). CEO power can be conceptualized
through several dimensions, including structural
power, ownership power, expert power, and prestige
power, which collectively influence decision-making
processes within firms (Niu, 2024). Research
indicates that powerful CEOs often have a significant
impact on corporate governance, as their authority
can lead to both positive and negative outcomes.
For instance, while strong CEO power can facilitate
swift decision-making during periods of uncertainty,
it may also exacerbate agency problems, leading
to overconfidence and risky corporate strategies
(Ouyang et al., 2015; Sheikh, 2019). Moreover,
the relationship between CEO power and firm
performance is complex and context-dependent.
Studies have shown that powerful CEOs can enhance
firm performance, particularly in times of crisis, by
making decisive actions that may not require board
approval (Koo, 2015; Dowell et al., 2011). However,
this power can also lead to detrimental effects, such
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as the manipulation of compensation contracts to
favor the CEO at the expense of shareholder
interests (Abernethy et al.,, 2015; Morse et al., 2011).
The duality of CEO roles — where the CEO also
serves as the chair of the board — has been found to
influence the effectiveness of governance mechanisms,
often resulting in a concentration of power that can
hinder accountability (Humphery-Jenner et al., 2022).
Furthermore, the dynamics of CEO power are
influenced by external factors such as market
competition and corporate governance structures.
For example, research suggests that powerful CEOs
may perform better in competitive markets, where
their ability to enact strategic changes quickly
can be a significant advantage (Sheikh, 2019;
Humphery-Jenner et al., 2022). Conversely, the presence
of a strong board can mitigate the risks associated
with powerful CEOs, ensuring that their decisions
align with the long-term interests of the firm
(Tang et al, 2011; Arena et al., 2011). Overall,
the systematic review of literature on CEO power
underscores the importance of understanding
the nuanced roles that powerful CEOs play in
shaping corporate outcomes, highlighting both
the potential benefits and risks associated with
concentrated leadership.

2.4. Hypotheses development

Stakeholder theory posits that investing in R&D
aligns with the long-term interests of stakeholders.
By focusing on sustainable practices and
innovations, companies can mitigate risks associated
with environmental regulations and changing
consumer preferences. This proactive approach can
lead to increased market share and profitability,
thereby ensuring financial sustainability (Shen
et al., 2017). Thus, corporate investments in R&D act
as a powerful engine for firm sustainable growth.
This is because R&D fosters a culture of innovation
that fuels several key drivers of long-term success.
In particular, R&D activities conduct the development
of mnew technologies, processes, and products
(Cancino et al.,, 2018). These advancements allow
companies to improve efficiency, create entirely new
markets, and stay ahead of the competition.
As an example, allocating funds to research in
renewable energy could lead to cost-effective solar
panels, propelling a company into a leading position
within the sustainable energy sector (Kamoun
et al., 2019).

By continuously investing in R&D, companies
build a strong internal innovation infrastructure
(Habanik et al, 2019). This includes skilled
personnel, robust research processes, and a culture
that encourages experimentation. This capacity to
innovate becomes a core competency, allowing
the company to adapt to changing market demands
and develop solutions for future challenges.
Furthermore, R&D often leads to the creation of
valuable intangible assets like patents, trademarks,
and proprietary knowledge. These assets provide
a competitive edge and can be leveraged to generate
future revenue streams (Chareonsuk & Chans-Ngavej,
2008; Gamayuni, 2015). A strong patent portfolio,
for example, can prevent competitors from
replicating a company’s innovative product,
ensuring sustained market advantage (Singhal et al.,
2020; Yuan et al., 2021).

The positive impact of R&D on sustainable
growth is further supported by research. Studies
have shown a clear correlation between investments
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in R&D and improved company performance,
including higher profitability and market share gains
(Boiko, 2022; Alam et al., 2020; Arif Khan et al.,
2023). Additionally, companies making significant
investments in R&D are more inclined to develop
eco-friendly products and processes, contributing to
environmental sustainability — a crucial aspect of
long-term success in today’s world (Lin et al., 2021;
Xu et al, 2021; Sun et al, 2023). Drawing upon
the aforementioned research, the study formulated
the following hypothesis:

HI1: Research and development investments
correlate positively with financial sustainability.

Agency theory underscores the potential
impact of CEO power on firm innovation. According
to DeAngelo and Rice (1983) and Jensen and
Ruback (1983), a domineering CEO can create
internal power struggles and stifle the decision-
making processes crucial for innovation.

On the one hand, powerful CEOs can be
pressured by short-term goals set by investors and
financial analysts, leading them to prioritize
strategies that boost short-term profits at the expense
of long-term viability (Matozza & D’Amico, 2020; Lo
& Shiah-Hou, 2022). This can result in underinvestment
in R&D, which is essential for innovation (Naaman &
Sun, 2022; Mousa, 2023; Pucheta-Martinez &
Gallego-Alvarez, 2024). Additionally, risk-averse
CEOs, particularly those with a strong financial
background, might shy away from risky, but
potentially transformative R&D projects, especially
those related to environmental innovation (Chen,
2014; Han et al, 2016; Qiao & Fung, 2016).
Furthermore, some CEOs might prioritize manipulating
short-term stock prices through practices like share
buybacks or aggressive marketing campaigns,
creating an illusion of financial health while
neglecting long-term investments (Shahab et al,,
2020; Dutta et al., 2011; Al Mamun et al., 2020). This
can ultimately hinder the company’s ability to
achieve sustainable growth. Empirically, studies by
Tien etal. (2013) and Sewpersadh (2019) support
this negative impact of unbalanced CEO power.

On the other hand, management and
organizational theory suggest a positive correlation
between CEO power and innovative drive. Fueled by
a desire to enhance their reputation (Griffin &
Tversky, 1992), powerful CEOs are more likely to
champion risky, innovative ventures. Their strategic
acumen (Hirshleifer et al.,, 2012) equips them to
navigate the complexities and uncertainties inherent
in such endeavors, ultimately positioning the firm
for substantial growth and profitability. Moreover,
occupying the highest position in the organizational
hierarchy, these leaders possess the authority to
shape corporate direction and cultivate a culture of
innovation (Ju et al.,, 2023). Beyond financial gains,
powerful CEOs often prioritize employee satisfaction
and public image, aligning innovation with broader
organizational and societal goals (Lewellyn &
Muller-Kahle, 2012).

As firms expand through new product
development, the increasing complexity and
strategic decisions necessitate strong, decisive
leadership. A powerful CEO is well-positioned to
navigate these challenges (Baker et al., 2012).
Research by Sheikh (2012) suggests a positive link
between CEO compensation and firm innovation.
Furthermore, Lin et al. (2011) provide empirical

evidence supporting the positive relationship
between CEO characteristics and innovation,
VIRTUS
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particularly within the Chinese business landscape.
In light of the reviewed literature, this study aimed
to examine the given hypothesis:

H2: Chief executive officer power moderates
the positive association between research and
development investments and financial sustainability.

3. RESEARCH METHODOLOGY

The research used a positivistic-quantitative
approach to find out how CEO power affects
the influence of investments in R&D on financial
sustainability. The objects of research were firms
trading on the capital raising market of Tadawul
(Tasi Index) in non-financial industries since
companies in the financial industry have specific
regulatory environments, asset-heavy nature, reliance
on debt financing, and distinct risk profiles
(Al Mamun et al., 2020). The type of data used in
the research is secondary data sourced from
Bloomberg. Our last sample is formed by
an unbalanced panel of 1260 firm-year observations,
which represent 162 Saudi companies from 2013
to 2022.

We explore the connection within Saudi
enterprises for the subsequent motives. Firstly,
Saudi Arabia’s commitment to a knowledge-based
economy is demonstrably evident in its surging R&D
investments. Data reveals a significant increase,
reaching $5.1 billion in 2022'. This strategic shift,
aligned with Vision 2030, reflects a national focus
on innovation as a key driver of economic
diversification and long-term financial sustainability.
Furthermore, the targeted investment in sectors like
automotive, food and agriculture, telecom, media,
and technology highlights a well-defined approach
to fostering innovation in areas critical for future
growth. By prioritizing R&D and strategically
directing investments, Saudi Arabia is laying
the groundwork for a more innovative and
financially sustainable future for its companies.
Secondly, Saudi Arabia’s business landscape
presents a unique opportunity to investigate
the interplay between R&D investments, CEO power,
and financial sustainability. This is due to its
distinctive composition, characterized by a coexistence
of family-owned enterprises, often exhibiting well-
defined CEO succession plans (Al-Ghamdi &
Rhodes, 2015). Then, Saudi Arabia’s recent adoption
of International Financial Reporting Standards (IFRS)
has significantly transformed the business landscape.
This shift, coupled with increased foreign investor
interest, has created a dynamic environment for
Saudi companies. Consequently, corporate leaders,
particularly CEOs, have had to adapt their strategic
orientations to align with the new financial reporting
framework and global market expectations. Thus, by
studying companies in Saudi Arabia, we can gain
valuable insights into how ownership models
moderate the role of R&D in driving financial
viability. Thirdly, Saudi Arabia’s focus on human
capital development provides a solid foundation for
R&D activities to flourish. The country boasts
a young and skilled workforce, supported by
ongoing educational programs and a national
commitment to enhancing workforce capabilities.
This emphasis on building a skilled talent pool
fosters an environment conducive to innovation.
A robust R&D ecosystem, fueled by a skilled

! https://www.arabnews.com/node/2403566/business-economy
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workforce, is critical for companies to achieve
long-term financial sustainability and maintain
a competitive edge in the global marketplace.

Our analysis included the following variables:

e Financial sustainability: We used the SGR as
a proxy for financial sustainability, calculated
as return on equity multiplied by retention rate
(El Madbouly, 2022; Hartono & Utami, 2016;
Amouzesh et al., 2011). This measure reflects
a company’s ability to generate sustainable growth
without relying on external financing.

¢ R&D investments: R&D intensity was measured
as total R&D expenditure divided by sales (Honoré
et al.,, 2015; Huang et al., 2020; Hamza & Gamra,
2023). This captures the extent to which companies
invest in R&D activities.

e CEO power: CEOPOWER was measured as
the ratio of CEO ownership to CEO tenure
(Al Mamun et al., 2020). This measure reflects
the level of control and influence a CEO has within
a company.

e Control variables: We controlled for several
factors that could influence both R&D investments
and financial sustainability (Alshareef, 2024; Rahi
et al., 2024; Zhou et al., 2022; Singh et al., 2022),

SGR;; = ag + a1 R&D; ¢ + a,SIZE; ; + azLEV;; + a4RISK; + Industry dummies + Year dummies + &;,

In addition, to assess how CEOPOWER
moderates the direct relationship between
investments in R&D and SGR, we introduce

an interaction term and a moderator term into

SGR;+ = ay + @, R&D + a,CEOPOWER;; + a3CEOPOWER; ; * R&D; ; + a4SIZE; s + asLEV;,
+agRISK; ; + Industry dummies + Year dummies + &

where,
e SGR is the sustainable growth rate;
e R&D is research and development investments;
o CEOPOWER is CEO power;

including firm size (measured as the natural log of
total assets), financial leverage (debt divided by total
assets), and firm risk (measured using the beta
coefficient).

To analyze the data, multiple linear regressions
OLS, and FE are employed with the assistance of
the statistical package Stata program. The use of
OLS allows us to establish baseline relationships
between variables, as it is widely used and easy to
interpret (Zdaniuk, 2024). Meanwhile, the FE model
is particularly relevant in our study as it accounts
for unobserved heterogeneity by controlling
for time-invariant firm-specific characteristics
(Hedges, 1994). This dual approach helps us address
potential biases and strengthen the reliability of our

findings.

The data processing involved testing
for classical assumptions — multicollinearity,
homoscedasticity, and autocorrelation — before

applying the OLS and FE models using the following
two models.

The first model, presented in Eq. (1), tests
the direct impact of our main independent variable
(investment decisions on SGR).

1)

the previous equation. These additional terms
capture the essence of our H2 and are presented in
Eq. (2) as follows:

)

e SIZE is company size;
e LEV is financial leverage;
e RISK is a firm risk.

Figure 1. Conceptual model

| Direct

Financial

Firm innovation

Moderating

|7

Corporate governance

CEO power
4. RESULTS
4.1. Univariate analysis
Table 1 offers an overview of the statistics

summarizing the firms in our dataset. It displays
the mean, median, standard deviation, lower
quartile, and upper quartile of essential variables.

VIRTUS,

]
NTERPRESS

53

sustainability

Indirect

The results show that the median R&D investment
expenditures divided by total sales, is 0.491%. This
result shows that R&D and investments account for
nearly 0.5% of business investment. In addition,
it can be observed that the average value of SGR
(dependent variable) is 2.93%, which indicates
that Saudi companies face significant challenges in
achieving long-term financial stability. Such
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an average hints at a maximum SGR of 2.93%
for Saudi companies without resorting to external
financing. This average also implies that our sample
businesses have a growth capability of 2.93% based

on internal funding. That means companies that
need to grow more than 2.93% will need more
outside funding or have to cut their dividends.

Table 1. Descriptive statistics

Variables N Mean Standard deviation 25th percentile Median 75th percentile
SGR 1263 0.0293 0.0541 0 0 0.0414
R&D 1263 0.0049 0.1351 0.00065 0.00242 0.00680
SIZE 1263 21.5782 1.5913 20.6712 21.4335 22.1475
LEV 1263 0.2336 0.1911 0.0426 0.2191 0.3815
RISK 1263 0.9429 0.2658 0.7768 0.9382 1.1155

Table 2 presents the Pearson correlations for
all variables used in this study. A positive, but weak
significant correlation coefficient was observed
between financial sustainability proxy (SGR) and
R&D investment. We assess the multicollinearity’s
presence using variance inflation factors (VIFs).
The detailed results (available upon request) show
that all VIF values fall within acceptable thresholds
(VIF < 10) (Gujarati, 2002). This suggests a limited
risk of multicollinearity impacting our analysis.

Table 2. Correlation matrix

the impact of innovation on firm performance. R&D
investments can lead to improved products,
processes, and technologies, which in turn can
enhance a company’s competitive position and
financial outcomes. This aligns with Jafari and
Rezaee (2014), who posit that unique and valuable
resources, such as those developed through R&D,
can be a source of sustainable competitive
advantage.

Table 3. The influence of investments in R&D on
financial sustainability

Variables SGR R&D SIZE LEV RISK . OLS FE
SCR 1 Variables (1) @
R&D 0.0503* 1 0.0671 -0.0850
SIZE  [0.1531°% 02560 | 1 INTERCEPT (-2.75)** (-2.06)**
LEV 0.0306 -0.0051 | 0.3894*** 1 R&D 0.0404 0.0339
RISK -0.0620** | -0.0149 | 0.0513* |0.1209*** 1 (2.11)** (2.77)***
Note: *** p < 0.01, **p < 0.05, *p < 0.1. SIZE 0.0050 0.0055
(4.34)*** (2.88)***
. . . -0.0057 -0.0106
4.2. Multivariate analysis LEV -0.61) -1.23)
) . RISK -0.0136 -0.0064
To examine our hypotheses, we utilized panel data (-2.62)*** (-1.23)
and employed suitable econometric methodologies. Year FE Yes Yes
s Industry FE Yes Yes
Initially, we compared pooled OLS, random effects -
Data set size 1260 1260
(RE), and FE models. The Breusch-Pagan Lagrange F-statistic 10.85 8.04
multiplier test indicated the superiority of OLS over Adjusted R? 0.0318 0.0469
RE. Subsequently, to account for unobserved  Note: ***p < 0.01, ** p < 0.05, *p < 0.1.
firm-level heterogeneity and obtain more robust
estimates of the causal relationship between The results from Table4 demonstrate

innovation and financial sustainability, as well as
the moderating role of CEOPOWER, we implemented
an FE model. Table 3 presents the results of
the estimation of the research model using OLS and
FE regressions. Guided by the resource-based view
(RBV) of the firm, which emphasizes the role of
intangible assets, such as R&D, in achieving
sustainable competitive advantage, this study
examines the impact of R&D investments on
financial sustainability (Jafari & Rezaee, 2014).
To ensure robustness, all continuous variables
are winsorized at the 1% and 99% levels of their
distribution to mitigate the influence of outliers.
In the OLS model, R&D exhibits a positive and
significant coefficient of 0.0404 at the 5% level
(t-statistic = 2.11), supporting HI. This finding aligns
with the RBV, suggesting that firms’ strategic
investments in innovation foster financial resilience
and long-term sustainability (Dave et al.,, 2013).
Similarly, in the FE model, the coefficient for R&D
remains positive (0.0339) and becomes even more
significant at the 1% level (t-statistic = 2.77), further
substantiating the notion that R&D contributes to
financial sustainability even after accounting for
unobserved heterogeneity (Wang et al., 2023).

The positive relationship between R&D
investment and financial sustainability observed in
this study is consistent with previous research on
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the complex relationship between R&D investments,
CEOPOWER, and financial sustainability. R&D
investments show a positive and significant
association with financial sustainability in both
OLS and FE models (OLS = 8.5511, t-statistic = 2.19,
p <0.01; FE=8.3832, t-statistic=2.05, p <0.05).
This reinforces the importance of R&D for firm
performance and long-term financial health.
However, CEOPOWER exhibits a negative and highly
significant direct effect on financial sustainability
(OLS =-2.1422, t-statistic = -5.63, p < 0.001;
FE =-2.5902, t-statistic = -6.39, p < 0.01). This suggests
that concentrated CEO authority may impair
financial outcomes, aligning with previous research
indicating that increased CEOPOWER can lead
to negative outcomes and inferior operating
performance. The interaction term (R&D * CEOPOWER)
is negative and significant in both models
(OLS =-1.1612, t-statistic = 2.76, p <0.001; FE=-1.7799,
t-statistic = -2.65, p <0.001). This indicates that
higher CEOPOWER weakens the positive effect of
R&D on financial sustainability, providing evidence
in favor of our H2. These findings support the agency
theory perspective, suggesting that excessive
CEOPOWER may lead to suboptimal decision-
making, potentially undermining the benefits of
innovation investments (Naaman & Sun, 2022).
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Table 4. The moderating effect of CEOPOWER on
R&D investments-financial sustainability nexus

. OLS FE
Variables (1) )
-27.3891 -87.0949
INTERCEPT (-4.24)*** (-1.06)
8.5511 8.3832
R&D (2.19)* (2.05)*
-2.1422 -2.5902
CEOPOWER (-5.63)* (-6.39)*+*
. -1.1612 -1.7799
R&D*CEOPOWER (2.76)* (-2.65)%*
1.7769 4.2633
SIZE (6.46)*** (1.13)
-16.3100 -20.8503
LEV (-11.52)%* (-4.34)%
-6.5008 1.0616
RISK (:3.35)** 0.65)
Year FE Yes Yes
Industry FE Yes Yes
Data set size 1228 1228
F-statistic 41.18 19.04
Adjusted R? 0.2009 0.1003

Note: *** p < 0.01, ** p < 0.05, *p < 0.1.

4.3. Check for robustness

4.3.1. An alternative proxy for financial sustainability

To further solidify our findings, we delved deeper
into the interconnection between investments in
R&D and financial sustainability by examining
an alternate metric. Table 5 presents the results of
this examination, in which we used return on assets
(ROA) as a gauge for financial sustainability instead
of the SGR used in Table 3. The outcomes
are comparable to our original analysis, with
the calculated coefficient of investments in R&D still
having a positive and significant influence on ROA.
Just like a strong SGR, a higher ROA also signifies
a positive and sustainable growth trajectory for
Saudi companies.

Table 5. The influence of investments in R&D on
financial sustainability

. OLS FE
Variables (1) )
-31.0746 -75.8939
INTERCEPT (-4.75)" (£0.90)
15.1641 18.5503
R&D (4.24)*** (4.07)***
1.7725 3.6103
SIZE (6.28)"** (0.93)
-18.0632 -22.7411
LEV (-12.45)%% (-4.39)%*
-0.0833 6.3039
RISK (:0.06) (3.80)***
Year FE Yes Yes
Industry FE Yes Yes
Data set size 1228 1228
F-statistic 48.62 13.51
Adjusted R? 0.1451 0.1221

Note: *** p < 0.01, ** p < 0.05, * p < 0.1.
4.3.2. Endogeneity

While our initial findings suggest a positive
relationship between corporate innovation and
financial sustainability and a mitigating role of
CEOPOWER, the possibility of endogeneity bias
cannot be ignored. To address this, we employed
a dynamic panel GMM model to account for

potential unobserved factors influencing both
variables. Table 6 presents the two-step GMM
estimation results, which address potential

endogeneity concerns. The AR1 and AR2 diagnostics
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indicate that the error terms are not serially
correlated, supporting the validity of our GMM
estimates. Then, our previous findings were confirmed.

Table 6. Tracking endogeneity (GMM)

Variables GMM
-24.6543
INTERCEPT (-2.74)++
0.8218
LAG SGR (3.65)*
6.6532
R&D (3 1 7)»,%-*
-1.4321
CEOPOWER (-3.23)%*
. -0.8543
R&D*CEOPOWER 3.5y
1.4321
SIZE (3.08)*
-10.5439
LEV (_5.21)»,%»,%-
-4.5218
RISK (-2.73)%**
N 1260
AR(1) test (p-value) -0.69**
AR(2) test (p-value) 1.82
Hansen-] test of over-identification (p-value) 2.95
Year FE Yes
Industry FE Yes

Note: *** p < 0.01, ** p < 0.05, *p < 0.1.
5. DISCUSSION

The results confirm that R&D investments have
a positive and significant impact on financial
sustainability (SGR), supporting the notion that
innovation serves as a critical driver of long-term
growth. This finding aligns with the RBV, which
emphasizes the importance of intangible assets
like R&D in fostering sustainable competitive
advantages. Consistent with prior research, such as
Aw et al. (2008) and Amoroso (2017), the results
highlight that firms investing in both innovation and
physical assets experience significant improvements
in future profitability. These studies collectively
underscore the transformative potential of R&D in
driving firm growth and resilience, particularly in
industries and regions where innovation plays
a central role. A key contribution of this study is its
examination of CEOPOWER as a moderating factor.
The findings reveal that CEOPOWER negatively
affects financial sustainability and weakens
the positive relationship between R&D investments
and firm performance. This aligns with agency
theory, suggesting that excessive CEOPOWER may
lead to managerial myopia, where short-term
financial gains are prioritized over long-term
strategic investments. Naaman and Sun (2022)
further corroborate this perspective, asserting that
powerful CEOs often overlook the long-term benefits
of R&D, focusing instead on immediate financial
outcomes. This short-sighted approach can
undermine the firm’s ability to innovate and adapt,
ultimately stifling financial sustainability.

Moreover, the analysis of control variables
provides additional insights. Larger firms (SIZE)
demonstrate  greater financial sustainability,
reflecting the advantages of economies of scale,
resource access, and market resilience. However,
firms with high leverage (LEV) or elevated risk levels
(RISK) tend to experience diminished financial
sustainability, highlighting the importance of
maintaining prudent capital structures and
mitigating operational risks.
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From a governance perspective, the findings
emphasize the critical role of robust corporate
governance mechanisms in mitigating the negative
effects of excessive CEOPOWER. Emerging markets,
like Saudi Arabia, can benefit significantly from
implementing stronger governance structures, such
as independent boards, transparent compensation
practices, and effective shareholder rights. These
measures align CEO incentives with long-term
value creation, ensuring that R&D investments
are adequately prioritized. Institutional investor
presence and shareholder activism further enhance
corporate governance practices, reducing the potential
for CEO overreach and fostering a culture of
innovation-driven growth.

6. CONCLUSION

This research examined the intricate relationship
between CEO power, investments in R&D, and
a firm’s financial sustainability. Utilizing a dataset of
1260 firm-year observations from companies in
Saudi Arabia, we developed a theoretical model
positing that while R&D investment is crucial for
sustainable growth, the extent of CEO power can
significantly moderate this relationship. Our
findings suggest that powerful CEOs, despite their
ability to drive strategic initiatives, may succumb to
short-term pressures, leading to underinvestment
in R&D and hindering long-term financial
sustainability. However, this study is not without
limitations. Firstly, our focus on Saudi Arabia may
limit the generalizability of these findings to other
countries with differing economic and regulatory
contexts. Future research should explore this
dynamic across a broader geographical scope.
Secondly, we acknowledge that factors beyond CEO
power and R&D investment contribute to financial
sustainability. Future studies could incorporate
variables like industry competition, government
regulations, and market volatility to provide a more
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