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Abstract

This study examines the impact of agency costs 
on firm performance of listed firms in Tehran Stock 
Exchange. With this aim, main hypothesis and six 
sub-hypothesis have been designed and tested, with 
the selection of 73 firms listed in Tehran Stock Ex-
change during the 5-years period, 2006 to 2010. In 
this study, three criteria were used including oper-
ating expenses to sales ratio, asset turnover to sales 
ratio and Q-Tobin ratio to measure agency costs and 
two criteria such as return on assets and return on 
capital  were implemented to measure firm perfor-
mance. Results of statistical analysis showed that 
there is a significant relationship between agency 
costs and firm performance indicating that there are 
some evidences about verification agency theory in 
Tehran Stock Exchange.
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Introduction

After the start of the Industrial Revolution in the 
nineteenth century and the development of joint cor-
porations, there were many investors that no direct 
role their involvement in the management of econom-
ic units and only through the selection and oversight of 
the Board, trying in managing its business units. The 
outcome of this process was the separation of owner-
ship from management firms. Separation of ownership 
from management led to the agency theory. The sepa-
ration of ownership and management of corporations, 
there is the potential that managers make decisions 
that preposition their interests and in reverse interests 
of shareholders. (Valipour and Khoram, 2010)

Agency relationship consists of a contract in 
which the one or more person (owner or owners) 
another person (the agent or manager) to officer to 
carry out operations and in this regard, he will also 
have to make some decisions. (Jensen, 1986)

 As regards agency costs are major portions of 
total costs of a firm and target shareholders from 
implement of these costs, ensuring the integrity 
management activities and also with the increasing 
percentage of management ownership, Manage-
ment Less effort in order to increase the firm value 
and the need for additional tests, agency costs will 
be reduced (Mojtahedzadeh, 2010)

Wang (2010) investigated the impact of free cash 
flows and agency costs in 505 firms listed in Taiwan 
Stock Exchange during the years 2002-2007. In this 
study, two measures of return on assets and return on 
equity were used to measure the firm performance. 
The results of the study showed there is a signifi-
cant positive relationship between asset turnover 
ratio and firm performance variables (return on as-
sets and return on capital) and there is a significant 
negative relationship between operating expenses to 
sales ratio and firm performance (return on assets 
and return on equity).

Materials and Methods

This study is applied and it is a quasi-experimen-
tal design. Financial data is derived from financial 
statements and firms reports. Research data from 
sample firms are obtained resources such as Raha-
vard Novin software and Tadbir Pardaz software and 
Tehran Stock Exchange website during fiscal years 
2006 to 2010; also is used SPSS and E-Views soft-
ware for data processing. To test the research hy-
potheses, to determine the relationship between the 
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dependent and independent variables, was used the 
multiple regression. Sampling with used systematic 
method and was based on the following criteria:

1- The selected firms are not banks, financial 
institutions, investment and leasing.

2- To compare the observed variability, financial 
year ending 29 March each year.

3- The firm has not changed fiscal year during 
2006 to 2010.

4- The firm is listed on the Tehran Stock Ex-
change until the end of 2006.

5- The financial statements of these companies 
are available.

Considering the above criteria, were selected 73 
firms of the firms listed in Tehran Stock Exchange, 

The research hypotheses are:
Н

1
: Agency costs are impressive on firm perfor-

mance.
Н

1–1
:Operating expenses to sales ratio is impres-

sive on return of capital.
Н

1–2
:Asset turnover ratio is impressive on return 

of capital.
Н

1–3
:The Q-Tobin ratio is impressive on return 

of capital.
Н

1–4
:Operating expenses to sales ratio is impres-

sive on return on asset.
Н

1–5
:Asset turnover ratio is impressive on return 

on asset.
Н

1–6
:The Q-Tobin ratio is impressive on return 

on asset

Table 1.  Descriptive Statistics of Data

MaxMinSDMiddleMeanDescription
91/220/035/105/015/0Operating Expenses to Sales Ratio
04/402/047/077/081/0Asset Turnover Ratio
71/761/068/022/141/1Q-Tobin

34/5227/31-19/1283/969/11Return On Assets Ratio
664462-69/6175/2919/31Return On Capital
54/787/355/057/565/5Firm Size
03/41/031/076/075/0Debt Ratio
86/021/0-38/011/027/0Market Return

Results 

The results of Table (1) showed, operating ex-
penses to sales ratio with Mean of 0/15, SD 1/35, 
a minimum of zero and a maximum of 22/91; as-
set turnover ratio with Mean of 0/81, SD of 0/47, 
minimum of 0/02 and maximum of 4/04; Q - Tobin 
with mean of 1/41, SD of 0/68, minimum of 0/61 
and maximum of 7/71; return on assets ratio with 
mean of 11/69, SD of 12/19, minimum of -31/27 
and maximum of 34/52; return of investment with 

The results of Table 2 showed Pearson correlation 
coefficient between the variable return on capital ratio 
with Operating expenses to sales, asset turnover ratio, 
Q-Tobin, market return, firm size and debt ratio are 
respectively -0/444, 0/495, -0/419, 0/015, 0/321 and 
-0/341. Pearson correlation coefficient between the 
variable Operating expenses to sales with Q-Tobin, 
market return, firm size and debt ratio are respectively 
-0/061, -0/056, 0/059, -0/06 and 0/307. Pearson cor-
relation coefficient between the variable asset turnover 

ratio with Q-Tobin, market return, firm size and debt 
ratio are respectively -0/239, -0/016, 0/437 and 0/065. 
Pearson correlation coefficient between the variable Q-
Tobin with market returns, firm size and debt ratio are 
respectively 0/104, 0/167 and -0/266. Pearson corre-
lation coefficient between the variable market returns 
with firm size and debt ratio are respectively 0/036 and 
-0/107. Pearson correlation coefficient between firm 
size and debt ratio is -0/051. Also all Pearson coeffi-
cients are significant at the 95% level.

mean of 31/19, SD of 29/75, minimum of -462 and 
maximum of 664; firm size with mean of 5/65, SD 
of 0/55, minimum of 3/87 and maximum of 7/54; 
debt ratio with mean of 0/75, SD of 0/31, minimum 
of 0/1 and maximum of 4/03; market return with 
mean of 0/27, SD of 0/38, minimum of -0/21 and 
maximum of 0/86.

Testing First and Third Sub-Hypothesis

The regression equation is:
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The results of Table (3) showed Durbin-Watson co-
efficient is equal to 1/926, which indicates the absence 
of multicollinearity between the independent variables.

Table 2. Correlation Coefficients between Variables

Description
Return on 

Capital

Operating 
expenses 
to sales

Asset 
Turnover 

Ratio
Q-Tobin

Market 
Return

Firm Size
Debt 
Ratio

Return on 
Capital

Correlation 
coefficient

1------------------------------------------

Confidence 
level

-------------------------------------------------

Operating  
Expenses  
to Sales

Correlation 
coefficient

444/0-1---------------------------------

Confidence 
level

0/0----------------------------------------

Asset  
Turnover 
Ratio

Correlation 
coefficient

495/0016/0-1---------------------------

Confidence 
level

0/0761/0----------------------------------

Q-Tobin

Correlation 
coefficient

419/0-056/0-239/0-1--------------
-------

---
Confidence 
level

0/0289/00/0--------------------

Market 
Return

Correlation 
coefficient

015/0059/0016/0-104/01-------------

Confidence 
level

775/0262/0766/0047/0--------------

Firm Size

Correlation 
coefficient

321/006/0-437/0167/0036/01-------

Confidence 
level

0/0254/00/0001/0492/0-------

Debt 
Ratio

Correlation 
coefficient

341/0-307/0065/0266/0-107/0-051/0-1

Confidence 
level

0/00/0213/00/004/0331/0

Table 3.Durbin-Watson Test

DescriptionDurbin-WatsonCorrelation CoefficientR2Adjusted Correlation CoefficientSD
Amount926/1743/0553/0545/061/41

The results of Table (4) showed F statistic is 
equal to 73/67 which was significant at the 95% level 
and indicates that the model is significant.

Table 4 . ANOVA results 

Type of StatisticF-StatisticConfidence LevelResult Test
Amount of statistic67/730/0Confirmed

Table 5. Regression Results

DescriptionCoefficientt-StatisticConfidence LevelVariance InflationResult Test
Operating Expenses to Sales39/16-66/9-0/011/1Confirmed
Asset Turnover Ratio87/4122/100/031/1Confirmed
Q-Tobin94/20206/60/017/1Confirmed
Market Return788/0-138/0-89/003/1Confirmed
Firm Size69/675/2-02/025/1Confirmed
Debt Ratio54/37-87/4-0/022/1Confirmed
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The results of Table (5) showed Coefficients vari-

able operating costs to sales ratio, asset turnover ra-

tio, Q-Tobin, market return, firm size and debt ratio, 

respectively equal to -16/39, 41/87, 20/94, -0/788, 

6/69 and -37/54 that all are significant at 95% level. 

Thus, the regression model was as follows:

The results obtained from Table (5), first and 

third sub-hypothesis are confirmed significant re-

lationship between the variables of return of capital 

and variables of operating expenses to sales ratio, as-

set turnover ratio and the Q-Tobin.

Testing Fourth to Sixth Sub-Hypothesis

The results of Table (6) showed Pearson correla-

tion coefficient between the variable return on assets 

with Operating expenses to sales ratio, asset turnover 

ratio, Q-Tobin, market return, firm size and debt ratio 

are respectively --0/216, 0/34, -0/396, -0 /05, 0/291 

and -0/334. Pearson correlation coefficient between 

the variable Operating expenses to sales with Q-Tobin, 

market return, firm size and debt ratio are respectively 

-0/071, -0/03, -0/058, -0/015 and -0/039. Pearson 

correlation coefficient between the variable asset turn-

over ratio with Q-Tobin, market return, firm size and 

debt ratio are respectively -0/156, 0/027, 0/393 and 

-0/114. Pearson correlation coefficient between the 

variable Q-Tobin with market returns, firm size and 

debt ratio are respectively 0/118, 0/114 and -0/25. 

Pearson correlation coefficient between the variable 

market returns with firm size and debt ratio are respec-

tively 0/025 and -0/051. Pearson correlation coeffi-

cient between firm size and debt ratio is -0/143. Also 

all Pearson coefficients are significant at the 95% level.

Table 6. Correlation Coefficients between Variables

Description
Return on 

Assets

Operating 
Expenses 
to Sales

Asset 
Turnover 

Ratio
Q-Tobin

Market 
Return

Firm 
Size

Debt 
Ratio

Return on 
Assets

Correlation 
coefficient

1------------------------------------------

Confidence 
level

-------------------------------------------------

Operating 
Expenses  
to Sales

Correlation 
coefficient

216/0-1---------------------------------

Confidence 
level

0/0----------------------------------------

Asset  
Turnover 
Ratio

Correlation 
coefficient

34/0071/0-1---------------------------

Confidence 
level

0/0179/0----------------------------------

Q-Tobin

Correlation 
coefficient

396/0-03/0-156/0-1--------------1

Confidence 
level

0/0567/0003/0--------------------

Market 
Return

Correlation 
coefficient

05/0-058/0-027/0118/01-------------

Confidence 
level

337/0273/0603/0024/0--------------

Firm Size

Correlation 
coefficient

291/0015/0-393/0114/0025/01-------

Confidence 
level

0/0771/00/003/0631/0-------

Debt Ratio

Correlation 
coefficient

334/0-039/0-114/0-25/0-051/0-143/0-1

Confidence 
level

0/0454/0029/00/0328/0006/0
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The results of Table (7) showed Durbin-Watson co-
efficient is equal to 1/852, which indicates the absence 
of multicollinearity between the independent variables.

Table 7. Durbin-Watson Test

DescriptionDurbin-WatsonCorrelation CoefficientR2Adjusted Correlation CoefficientSD
Amount852/1603/0364/0353/081/9

The results of Table (8) showed F statistic is 
equal to 08/34 which was significant at the 95% level 
and indicates that the model is significant.

The results of Table (9) showed Coefficients 
variable operating costs to sales ratio, asset turnover 
ratio, Q-Tobin, market return, firm size and debt ra-

Table 8. ANOVA results

Type of StatisticF-StatisticConfidence LevelResult Test
Amount of Statistic08/340/0Confirmed

Table 9. Regression Results

DescriptionCoefficientt-StatisticConfidence LevelVariance InflationResult Test
Operating Expenses to Sales98/1-3/5-0/001/1Confirmed
Asset Turnover Ratio69/42/40/02/1Confirmed
Q-Tobin62/508/70/01/1Confirmed
Market Return008/0-84/0-147/001/1Confirmed
Firm Size69/215/3002/019/1Confirmed
Debt Ratio94/8-18/5-0/008/1Confirmed

tio, respectively equal to -1/98, 4/69, 5/62, -0/008, 
2/69 and -8/94 that all are significant at 95% level. 
Thus, the regression model was as follows:

The results obtained Table (9) fourth to sixth 
sub-hypothesis are confirmed significant relation-
ship between the variable of Return on assets and 
variables of operating expenses to sales ratio, asset 
turnover ratio and the Q-Tobin.

Discussion

The results of Table (5) showed findings from the 
first sub-hypothesis that there is negatively and signifi-
cantly relationship between operating expenses to sales 
ratio and return on investment; also findings from the 
second sub-hypothesis that there is a positive and sig-
nificantly relationship between asset turnover ratio and 
return on investment; meanwhile findings from the 
third sub-hypothesis that there is a positive and signifi-
cantly relationship between Q-Tobin ratio and return 
on investment; this part of the research findings agrees 
the results of Wang (2010). The results of Table (9) 
showed findings from the fourth sub-hypothesis that 

there is a negative and significant relationship between 
operating expenses to sales ratio and return on asset. 
Also, findings from the fifth sub-hypothesis that there 
is a positive and significant relationship between asset 
turnover ratio and return on asset. Meanwhile, findings 
from the sixth sub-hypothesis showed that there is a 
positive and significant relationship between Q-Tobin 
ratio and return on asset. According to confirmation 
first to sixth sub-hypothesis, the main hypothesis is 
verified that there is a significant relationship between 
agency costs and firm performance.

Conclusions

This part of the research findings agrees the results 
of Wang (2010). Therefore, it is recommended for all 
users that consider the role of supervision or disciplin-
ary actions because in their absence when managers 
are faced with surplus cash, they may misuse the funds 
in line with their interests. In such a situation, earning 
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management opportunistic behavior of managers is af-
fected and agency costs increase arising from conflicts 
of interest between owners and managers.
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