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 This research aims to examine the impact of corporate governance (board of 

director’s characteristics and ownership structure) on the agency costs-as-

sets utilization ratio, operating expense to sale ratio using a sample of Oma-

nia firms for the period 2009–2015. The paper employed regression method 

to test study hypotheses. The findings show that board size has significant 

negative impact on the assets utilization ratio but has positive and significant 

impact on the operating expense to sale ratio, also independence of board 

has positive and significant effect on both assets utilization ratio, operating 

expense to sale ratio. While, multiple directorship has no effect impact on the 

assets utilization, but has positive and significant impact on the operating 

expense to sale ratio. In terms of ownership structure attributes, the results 

indicate that institutional investors and state ownership have significant neg-

ative effect with both assets utilization ratio and operating expense. Whereas, 

ownership concentration has positive and significant relation with both as-

sets utilization ratio and operating expense to sale ratio. Also this paper uses 

control variables such as leverage ratio, dividend payout ratio and firm size. 

The findings show that dividend policy and debt ratio are reducing agency 

cost, whereas, company size has no impact on the agency costs. 
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INTRODUCTION 

 In the modern organizations separation of ownership and management causing arise of agency con-

flicts among management of company and its owners due to misalignment of their interests(Jensen, 1986) 

. Such conflicts may lead to damage value of company, and eventually to not wealth maximization of share-

holders as main goal of management. The model of agency determines a number of governance tools that 

are able to reduce or eliminate such conflicts and their regarding costs incurred and realigning the inter-

ests among these parties(McKnight & Weir, 2009). Thus, ensuring that firm runs in line with the best in-

terests of stockholders, this considered as a main aim of corporate governance (thereafter; is a CG). Gen-

erally, CG divides into external governance such laws regulations which concern with protecting of rights 
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of shareholders against misbehavior, like as an expropriation a wealth of minority by large stockholders. 

On the other side, internal CG could be seen as rang of tools of governance such regulations, internal laws, 

policies, practices and two important internal governance tools; board of directors and ownership struc-

ture. These two tools play important roles in reducing agency costs and ensuring that company run in line 

with owner’s interests. In the same token, the structure of CG differs among countries, in the advanced 

stated considered be strong, while in emerging countries be weak like in case of Oman. The CG also clas-

sified to system of laws as strong CG, where investors enjoyed with high level of protection by law in com-

mon law countries (UK), and weak governance where investors enjoyed with lower level of protection by 

law in civil countries like as French. 

Recently, in light of financial scandals CG received high attention by both academics, policy makers, 

and Practitioners. The countries take steps to reform and enhance CG, like as UAS “Sarbanes-Oxley Act”, 

Malaysia (Germain, Galy, & Lee, 2014), these reforms ,for example, encouraging firm to add more external 

directors on the board of directors as they more effective in oversight management, thus, reducing possible 

agency conflicts. In context of Oman also government walk in the way of reforming of CG1 (Elghuweel, 

2015), as firms have less effective internal controls which causes a poor of performance of company as 

agency is high in such environment (Dry, 2003). In term of ownership structure also the difference exist 

between developed and under-developing countries, ownership structure is less concentration in devel-

oped states compared with emerging countries, ownership structure in Oman is highly concentration 

(Shehata, 2015). Thus, these differences in structure of CG may bring effects of effectiveness of CG and 

in addressing the agency conflicts in context of firm consequently on its value(Sajid, Muhammad, Nasir, & 

Farman, 2012).  

This study aim to examine the effect of internal CG ( board of directors, and ownership structure ) on 

the agency cost motivated by; most of studies in this realm are advanced market based (Doukas et al., 

2000a; Florackis & Ozkan, 2008; Henry, 2007), in context of Oman no former study done in this field to 

best our knowledge, former Omania studies focused on the effect of CG on performance (Al-Matari et al., 

2014) CG and accounting standards (Shankaraiah, 2004). Thus, this study attempted to fill gap in litera-

ture related to the relation between CG and agency cost from emerging market that distinguish by highly 

concentration ownership structure and weak CG. Beside, as mentioned by (Siddiqui, Razzaq, Malik, & Gul, 

2013) that empirical proofs regarding the roles of CG in reducing agency costs are still limited. Further, 

testing the application of predictions of finance theories (agency theory) in Oman market. The findings of 

study provide empirical evidences different parties, such as shareholder, managers of firms and policy-

makers on how the structure of CG effect on the agency costs in their firms, therefore, they may choose 

best structure of their CG that ensure good governance which reducing agency conflicts and maximizing 

value of corporation. 

 

 

1. RELATING LITERATURE  

Based on the agency theoretical view the nature of organization’s ownership structure could signal to 

nature of agency costs within firm. Generally, agency costs does not exist in the organization that 100% 

owned and run by its owner, and starting to emerge as a result of selling shares of firm to others owners 

which lead eventually to separation between ownership and management of firm and , this, also lead to 

divergence interests between who own and who manage (Jensen, 1986). In context of firm the agency 

conflicts can appear in different forms, encompassing the self-interests actions by management that focus 

on empire-building aims, consumption of extravagant perks, non-optimal decisions of investment, earning 

management, ect. such actions have adverse consequences like as damaging stockholders wealth and it 

may leave effects on other firm stakeholders (Siddiqui et al., 2013). As argued by (Coles et al., 2008) that 

corporation adopts range of CG tools that reduce agency costs and agreeing with maximizing its values. 

However, it is proposing that agency problems can be minimized through internal CG tools and there is 

existence empirical proofs supporting such a statement (Siddiqui et al., 2013). 

 

 

 
1   See for details (Dry, 2003; Shehata, 2015 ) 
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Board of Directors characteristics 

Board Size and agency costs 

There is no optimal board size fit all firms, in literature there are existence two arguments related to 

how size of board be effective in doing its roles in oversight of management behaviors, and thus, reducing 

possible arising of conflicts within corporation, and, to ensure that management works with the best inter-

ests of firm’s owners, as stated by agency theory that managers of firms may follow their interests at ac-

count of stockholders (Jensen, 1986). 

 First view argues that small size of board is more efficient and powerful in oversight and advising of 

manager’s company, and hence, minimizing arising of agency problems in context of company that due to 

easy coordination, cooperative, and communication among members of small board size, also it more 

effective in process of decision making (Boone et al., 2007). Second perspective states that large size of 

board considered to be less effective in the role of advising and monitoring management. This because 

difficult of coordination, cooperative, and communication among its members due to its size, beside, the 

free rider problems is apparent in large board and also such board could slowing the process of decisions 

making (Boone et al., 2007). 

Former empirical proofs related to relation between size of board and agency offers mixed findings, 

for instance, (Florackis & Ozkan, 2008; D. Henry, 2007; Darren Henry, 2010; Yegon et al., 2014) reported 

that magnitude of board impact statistically significant negative on the proxy of agency costs ( assets utili-

zation), this in line with view that large board is not effective in overnight managers and, thence, large 

board not reducing agency problem. While, (Siddiqui et al., 2013) found that size of board has positive 

significant relation with the asset utilization, while (Chinelo & Iyiegbuniwe, 2018; Florackis & Ozkan, 2008) 

reported that size of board has negative effect on expense ratio, this implies that board is effective as CG 

tool and, thus, it reduces agency cost in term of control operation expense of firm. 

 

Board independence and agency costs  

Increasing the independence of board of directors is seen as effective tool of oversight that can has 

significant role in minimizing agency conflicts within firms. Thus, existence of external directors in board in 

significant percentage can lower the practice of managerial discretion through take advantage of their 

oversight capability and safeguarding their reputations. These directors are more effective in oversight of 

managers due to the highly worry on their reputation, panic of suing. Empirical evidences about the effect 

of independence of board on agency problems are inconclusive, (Florackis & Ozkan, 2008; Owusu & Weir, 

2018) found that independence of board has no effect on agency costs (asset using ) findings are negative 

insignificant but positive and significant with expense to sale ratio, this suggests that independence of 

board does not minimize agency costs. The results of (McKnight & Weir, 2009; Yegon et al., 2014) show 

external has no significant effect on the agency (assets using) the relation was positive and insignificant. 

Studies of (Sajid et al., 2012) found that independent directors have positive significant relation with asset 

using. While , the findings of (Bameri & Jabari, 2014) show that relation between independent directors 

and agency cost (operation expense to sale ratio ) is negative and significant i.e. these directors reduce 

agency cost. 

 

Busy directors and agency costs 

Busy directors are these directors who appointment on the other seats of board of directors. There are 

two arguments on how about such directors can effect on the effectiveness of board of directors. On the 

one side, these directors make board of directors more effective in doing its main roles in oversight and 

advising management. This because directors who serve on others boards become more diversity in the 

experiences, knowledgeable, skillful, competence, making better decisions and, thus, they are more active 

in oversight of management action and behaviors, consequently agency costs reduced in firm. Further, 

Busy directors could bring different external business environment links and styles of management to new 

firm they appointed for (Field et al., 2011). In light with this view, one can expectation that busy directors 

are enhanced effectiveness of board and, thence, minimizing agency problems within their corporations. 

On the other hand, in light of busyness hypothesis, busy directors on the board should lower its effi-

ciency in doing its main jobs oversight and advising. This Due that these directors are so busy in many 
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tasks from different board they are serving and, thence, they do not find enough time for reviewing a re-

ports, actions, and decisions of managers. Besides, busy directors because of their busy lives, are more 

probable to be absent from board meetings. Hence, they are less likely to participate in the main policy 

resolutions of the board of directors. This implies that agency costs may be high with their existence within 

firm. Thus , they do not enhance performance of firm, this supported by findings of (Fich & Shivdasani, 

2006), they found that return on assets was lower for firms with busy directors compared to counterparts 

ones. One could argue that board with busier directors is less efficient and firm will experience higher 

agency costs.  

 

Ownership structure  

Ownership Concentration and agency cost  

Concentration ownership in hand of large shareholders serve as a device for reducing agency conflicts 

(Florackis & Ozkan, 2008). Those stockholders have incentives to monitor the managers of firm due their 

substantial share and are more effectively in oversight compared with who have little share . In spite of 

that large stockholders may assist in the alleviating of agency conflicts related to divergence of interests, 

but, they could also arise other conflicts with minority shareowner. This particular, when they engage self-

dealing expropriation actions at the account of minority stockholders, particularly where ownership is highly 

concentrated in hand of few investors , thus , they obtain nearly complete control of firm (Florackis & 

Ozkan, 2008). Former research reported inconclusive findings on the effect of large stockholders on the 

agency costs, for example, (Florackis & Ozkan, 2008) indicated that concentration of ownership effect 

positive and significant on ratio of assets utilization2 and negative with expense to sale ratio, this proposes 

that large shareholders are reducing agency cost due their intensity of manager’s oversight. While (Singh 

et al., 2003) found that external block ownership has positive insignificant effect on asset using and neg-

ative insignificant effect on operation expense ratio. Similar findings reported by (Henry, 2007) for asset 

utilization. opposite findings reported by (Siddiqui et al., 2013), they found that block shareholder effect 

negatively and significant on the asset utilization, which means that they do not reduce agency cost since 

their existence do not enhance efficiency of using asset of firm. While , the findings of (Chinelo & 

Iyiegbuniwe, 2018) show that concentration of ownership has no relation (positive insignificant ) with 

agency cost(expense ratio ).  

Institutional stockholders and agency costs 

Presence of institutional stockholders in ownership structure is more probable lead to reduce agency 

conflicts within firm due to the oversight of institutional stockholders (Doukas et al., 2000a). This due to 

their share are large, having enough resources to be dedicate for oversight and their experience in over-

sight compared to other types of investors. Thus, it expected they have negative effect on the agency cost. 

On the other hand, Institutional stockholders could be also ineffective in oversight of managers actions 

because of do not have time or not enough resources to consecrate to active oversight, thus, their exist-

ence on ownership structure do not reduce agency problems (Zeckhauser & Pound, 1990). 

Empirical proofs in former studies are mixed on how institutional investor effect on the agency cost, 

studies show that these institutions reduce agency costs, for instance,  (Doukas et al., 2000a; Henry, 

2007; Owusu & Weir, 2018; Sajid et al., 2012; Yegon et al., 2014) found that Institutional shareholder 

have positive and significant relation with agency cost (asset using), i.e. institutional ownership enhance 

efficiency of company asset using and ,thus, minimizing agency costs . Also (Owusu & Weir, 2018) Found 

negative significant relation for operation expense ratios, this implies that institutional investors are reduc-

ing agency costs. While, other research reported institutional investors have no impact on the agency costs, 

for instance, (Bameri & Jabari, 2014) found there is no relation between Institutional investors holding and 

agency cost i.e. positive insignificant (operation expense to sales ), similar findings by (McKnight & Weir, 

2009) but for asset turnover, same findings reported by (Darren Henry, 2010) there is no effect for Insti-

tutional investors holding on agency cost finding negative insignificant in both measures asset using and 

expense ratio. 

 
2 This is inverse measure of agency costs  
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State ownership and agency costs 

In context of agency theory, agency conflicts are existing in the state owned firm as result of separation 

of ownership and management. In such firms due to that owners is public but the controllers are politicians, 

thus, there is no personal owner has a strong motivation to engage in active oversight, therefore, agency 

problem may be high in such a firm . Besides, management of state owned firms is assessed based on the 

obtaining of political aims instead of the profit maximization, and is less liable to pressures of stock market 

or labor market. Thus, following the political aims of state could hinder efficient CG’s practices (Borisova 

et al., 2012).Therefore, lack of both internal oversight and external CG tools, management in such firm 

has motive to consume private benefits. Further (Borisova et al., 2012) argued that increase the state 

ownership related to lower quality of CG. According to (Borisova et al., 2012) that ease of securing funds 

by state owned firms could dishearten oversight, permitting agency costs to evolve. In line with this (Ben-

Nasr et al., 2012), argued that state ownership due to the agency costs and asymmetric information  lead 

to increase financing cost, their empirical findings supported this argument. (Chen, 2010) found that state 

ownership has negative relation with free cash flow3 and administrative expenses as proxies of agency 

costs. This implies that state ownership reduces agency costs as an administrative expense is reduced 

and size of free cash flow with state ownership.  

Control factors  

 This study utilized control variables; leverage ratio used to control role of leverage on management’s 

discretion use of free cash flow. It expected that the agency problems to minimized for firm that employ 

debt in its capital structure because of strong oversight from capital providers on management actions to 

guarantee get back their fund, so it expected inverse relationship between leverage ratio and agency costs. 

The size of company also encompassed in the analysis as control factor, as agency conflict could be more 

pronounced in larger firms compared small firms (Doukas et al., 2000a; Singh et al., 2003), they found 

positive significant relation between firm size and agency cost. Moreover, the dividend payout ratio incor-

porated in the model to account for the effect of dividend policy on the agency cost, since payment of 

dividends reduce size of free cash flow in hand of managers consequently dividend considered as tool of 

oversight of managers (Dwaikat, Queiri, & Aziz, 2015). Studies reported that paying reducing agency cost 

where they found positive relation between dividend payout ratio and asset utilization as proxy of agency 

cost (Henry, 2007). 

 

 
Table 1. Summarizing of prediction of hypotheses for the relations between independent factors, control variables 

and dependent factor  

Factors Proxies Prediction sign 

State ownership 

Asset utilization Negative 

Operation expense to sale ratio Positive 

Dummy for high growth and low growth firm Negative 

Institutional  

ownership 

Asset utilization Positive 

Operation expense to sale ratio Negative 

Dummy for high growth and low growth firm Positive 

Ownership  

concentration 

Asset utilization Positive\ Negative 

Operation expense to sale ratio Positive\ Negative 

Dummy for high growth and low growth firm Positive\ Negative 

Independence of 

board 

Asset utilization Positive 

Operation expense to sale ratio Negative 

Dummy for high growth and low growth firm Positive 

 
3 Most studies in this realm did not examine the effect of state ownership on agency cost, this is only study was found to best 

our knowledge. 
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Beard size 

Asset utilization Negative\Positive 

Operation expense to sale ratio Negative\Positive 

Dummy for high growth and low growth firm Negative\Positive 

Multiple  

directorships 

Asset utilization Negative\ Positive 

Operation expense to sale ratio Negative \ Positive 

Dummy for high growth and low growth firm Negative \ Positive 

Leverage ratio 

Asset utilization Positive 

Operation expense to sale ratio Negative 

Dummy for high growth and low growth firm Negative 

Dividend  

payout ratio 
Asset utilization Positive 

 Dummy for high growth and low growth firm Negative 

Company size Asset utilization Negative 

 Operation expense to sale ratio Positive 

 

 

2. RESEARCH METHODOLOGY 

2.1 Measuring of variables  

 Agency costs 

 Former studies employed different measurements for measure agency cost, Most of them  used the 

ratio of asset utilization and expenses ratio ( Doukas et al., 2000; D. Henry, 2007; Darren Henry, 2010; 

Owusu & Weir, 2018; Sajid et al., 2012; Yegon et al., 2014). This study followed those studies and also 

used others proxies; high and growth firm. 

Fist, Asset utilization has been employed as proxy of agency cost in many former studies, so this study 

those studies (Henry, 2007; Singh et al., 2003), it gauges the efficiency of using managers asset of com-

pany and generating sale. When this ratio is high indicating that managers are creating great sales and 

thus propose less agency cost. On the other side, when this ratio is lower indicates that managers not do 

well or applying policies like as underinvestment or consumption extravagant perquisites. Thus, lower this 

ratio points out that agency cost is high and inefficient asset suing by managers.  

Second, Operation expense to sale ratio where is considered as a direct measurement of agency costs 

which reflect the managerial discretion to the resources of firm and appears the extravagant expense for 

perks consumption or they do not control the operation expense within firm. Therefore, Increasing this ratio 

implies that high agency costs in firm(McKnight & Weir, 2009). Finally, agency problems could be related 

to growth of firm, for example, underinvestment, asset substitution, and size of free cash flow. Where 

management may decide to not take positive net present value projects because of that benefits accrue 

to holders of debt, this more acute for companies with high growth chance. The issue of assets substitution, 

happening when management replace high variance asset for low variance asset, this is more prevailing 

in high growth company because of information asymmetry between management and debt providers 

(Jensen, 1986). In specific, if agency conflicts is related with asymmetric information or underinvestment, 

which is likely to be in high growth company, it anticipated CG tools that reduce these types of agencies 

costs to be more efficient for corporation with high growth chances (Smith & Watts, 1992). This measure-

ment is computed as indicator  factor based on the sample company yearly Tobin’s Q. Where, this indicator 

factor is given a value of 1 if the ratio of Tobin of company more one and is allocated a value of zero if this 

ratio is lower than or equal to one.  

For independent variables in this study is clarified their measurements as follow; Variable related to 

board of directors are independence of board, size of board of directors and multiple directorships. Inde-

pendence of board computed as numbers of external directors on the board to total number of member’s 
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board. Size of board is calculated as total number of members of boards. Busy directors is also computed 

as total number of members who at least have other seat membership on the other boards to total number 

of members of board (Haniffa & Hudaib, 2006). Variable regarding’s ownership structure included in this 

study are ownership of state, institutional ownership and ownership concentration. Ownership of state is 

calculated as 5% and above own by government. Institutional ownership is computed as sum of ownership 

5% and above own by Institutional like a banks insurance firms or companies ect. Ownership concentration 

is calculated as 5% and above own by external owners. Financial variable in this study (whether for control 

variables or these used to compute agency costs) are obtained from Bloomberg database.  

 

 
Table 2. Summarizing of measurement of variables incorporated in this study 

Variable name Code in Measure Source 

Independence of 

board 
INDP 

numbers of external directors on the board 

divided by total number of member’s board 

Hand collected form annual re-

port 

Size of board BS total number of members on boards 
Hand collected form annual re-

port 

Busy directors MDS 

total number of members who at least have 

other seat membership on the other boards 

divided total number of members of board 

Hand collected form annual re-

port 

Ownership of state STOW 5% and above own by government 
Hand collected form annual re-

port 

Institutional   

ownership 
IOW 

sum of ownership 5% and above own by In-

stitutional like a banks insurance firms or 

companies 

Hand collected form annual re-

port 

Ownership   

concentration 
OWC 5% and above own by external owners 

Hand collected form annual re-

port 

Company size Fsize Nature logarithm of total assets Bloomberg database 

Leverage Leverage Total debt dividend total asset Bloomberg database 

Dividend payout ra-

tio 
PAYOUTRATIO  Bloomberg database 

Agency cost Assettrurnover Total sales dividend total asset Bloomberg database 

Agency cost Expensale Operation expense dividend total sale Bloomberg database 

Agency cost dummyQ 

Dummy take value 1 if value of Tobin Q is 

great than one and zero if Tobin Q is less or 

equal to one in specific firm 

Hand computed; Tobin Q is 

gained from 

Bloomberg database 

 

 

2.2 Sample selection and analysis methods  

The firms sample used in this study was derived Oman stocks market, more specifically form regularly 

market 30 index that content for period of 2009-2015. Non-financial firms (industrial and services firms) 

only incorporated in this study, also firms with substantial missing data are excluded, which left sample 

with 14 firms. data regarding the CG i.e. ownership structure and board of directors are collected from 

annual reports and website of Oman stocks exchange, while financial data are obtained from Bloomberg 

database.  

This paper used the ordinary least squares regression to estimate the effect of CG on the agency costs 

a as former studies (Florackis & Ozkan, 2008), and as study of ( Henry, 2007) logistic regression model 

used to estimate the effect of CG on the agency costs, when dependent variable is binary for agency costs 

as one for high growth firm and zero for low growth firm as definition in table 1 for all variable incorporated 

in this study.  

𝐴𝐺𝐸𝑁𝐶𝑌 𝐶𝑂𝑆𝑇𝑖𝑡
=  𝛼𝑖 + 𝛽1 𝑆𝑇𝑂𝑊it + 𝛽2IOWit + 𝛽3𝑂 𝑊𝐶it + 𝛽4 𝐵𝑆it + 𝛽5𝐼𝑁𝐷𝑃it + 𝛽6𝑀𝐷𝑆it
+ 𝛽7 𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒it + 𝛽8 𝐹𝑠𝑖𝑧𝑒it + 𝛽9 PAYOUTRATIOit + εit  

Where AENCY COST is dependent variables (Assettrurnover, expensale, and dummyQ) definition in table 

2, independent variables STOW is sate ownership, IOW is intuitional ownership, OWC is ownership concen-

tration, BS is size of board, INDP is independence of board, MDS IS multiple directorship, leverage is lev-

erage ratio, Fsize is firm size, PAYOUTRATIO is dividend payout ratio, ε is error term and α constant, all 
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definition of variables are in table 2. Note when dummyQ is dependent variable logistic regression model 

will be used. 

 

 

2.3 Descriptive analysis  
 

 
Table 3. Descriptive Statistics 

 

 

Table three offers descriptive statistics for variables of study in the period of 2009 to 2015. Across 

Omania corporations Mean of agency costs proxies; asset utilization is 68.59 and it rang between .04 and 

2.01. While, operations expense to sale ratio has mean 24.6514 with minimum .65 and maximum 1.5862. 

Whereas, state ownership has mean 13.2557 for period of study and its owner range between zero to 

70.00, institutional ownership has on average in Omania firm 43.7513 with minimum zero and maximum 

about 84.0. On average large stockholders has 36.1136. Omania corporations have on average about 12 

members on their board and high independence of their about 78.55 and who have one seat on other 

board from their board members is about 59.22. Further, Omania firms used debt in their capital structure 

about 23.60 and having size on average 18.35, also they have dividend payout ratio on average 74.1770. 

 

 
Table 4. Correlation matrix 

Variables 1 2 3 4 5 6 7 8 9 10 

1) dummyQ 1.          

2) STOW .026 1.         

3) IOW .305 .354 1.        

4) OWC .108 .587 .727 1.       

5) BS .135 .059 .228 .212 1.      

6) INDP -.068 .055 -.146 -.202 .273 1.     

7) MDS -.164 -.170 -.388 -.367 -.624 .152 1.    

8) Leverage -.088 -.415 -.174 -.250 .433 .277 -.159 1.   

9) Fsize .105 .347 .222 .497 .378 .005 -.268 .273 1.  

10) PAYOUTRATIO -.071 .305 .130 .187 -.002 .126 .185 -.203 -.081 1. 

Variables 1 2 3 4 5 6 7 8 9 10 

1) Assettrurnover 1.          

2) STOW -.291 1.         

3) IOW -.236 .355 1.        

4) OWC -.128 .587 .727 1.       

5) BS -.275 .059 .228 .212 1      

 

N- ob-

serva-

tions 

Mini-

mum 
Maximum Mean 

Std.  

Deviation 
Skewness Kurtosis 

Assettrurnover 96 .04 2.01 68.59 46.083 1.224 .964 

expensale 97 .65 1.5862 24.6514 32.23915 2.063 4.798 

STOW 98 .00 70.00 13.2557 21.66571 1.508 .774 

IOW 98 .00 84.00 43.7513 16.99448 -.415 -.374 

OWC 98 10.83 70.00 36.1136 16.18967 .252 -.797 

BS 98 5.00 12.00 7.5714 1.66838 1.239 1.390 

INDP 98 .00 100.00 78.5592 28.59382 -.992 -.479 

MDS 98 .00 100.00 59.2275 29.79352 -.449 -.654 

Leverage 98 .00 77.84 23.6026 21.93315 .920 -.093 

Fsize 98 15.91 20.54 18.3568 1.26303 -.004 -.913 

PAYOUTRATIO 88 .00 80.707 74.1770 96.19866 6.136 42.798 
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6) INDP .029 .055 -.146 -.202 .273 1.     

7) MDS .152 -.170 -.388 -.367 -.624 .153 1.    

8) Leverage .138 -.415 -.174 -.250 .433 .277 -.159 1.   

9) Fsize -.059 .347 .222 .497 .378 .005 -.268 .273 1.  

10)PAYOUTRATIO .273 .305 .130 .187 -.003 .127 .185 -.203 -.081 1. 

Variables 1 2 3 4 5 6 7 8 9 10 

1) expensale 1.          

2) STOW .506 1.         

3) IOW .267 .354 1.        

4) OWC .498 .587 .727 1.       

5) BS .048 .059 .228 .212 1.      

6) INDP .125 .055 -.146 -.202 .27 1.     

7) MDS .213 -.170 -.388 -.367 -.62 .153 1.    

8) Leverage -.401 -.415 -.174 -.250 .433 .277 -.159 1.   

9) Fsize .210 .347 .222 .497 .378 .005 -.268 .273 1.  

10) PAYOUTRATIO .677 .305 .130 .187 -.003 .127 .185 -.203 -.081 1. 

Variables 1 2 3 4 5 6 7 8 9 10 

 
 

Table 4 presents results of correlation between agency costs as dependent variable and other inde-

pendent variables. For example, the relations between asset utilization and state ownership and institu-

tional, ownership concentration board size, and firms size is negative, while, the relation between asset 

utilization and independence of board, busy directors and leverage ratio payout ratio is positive. Similar, 

ownership variables and board characteristics and control variable also have positive correlation with op-

eration expense ratio, expect the leverage ratio has negative correlation with operation expense ratio. 

 

 

3. EMPIRICAL FINDINGS 

Findings of asset utilizations and Operation expense ratio as proxy of agency cost  

 
Table 5. Ordinary lest squares estimation; dependent variable asset utilization(Assettrurnover) and Operation 

expense ratio(expensale) as a proxy for agency costs, independents factors are  STOW ; state ownership , IOW ; 

institutional ownership , OWC; concentration ownership , Bs ; board size ; INDP; independence of board , MDS; busy 

directors, control factors are a leverage; leverage ratio , Fsize; company size , and PAYOUTRATIO is dividend payout 

ratio, definition and measurements of all factors in table 2. Also, time dummies and industry dummy are incorporated 

in models. VIF is variance inflation factors, further, standard error is robust for heteroscedasticity 

 Assettrurnover 

Coefficient 
t-statistic VIF expensale Coefficient t- statistic VIF 

Constant 1.42454 1.31  -103.63 -3.1 ***  

STOW -0.0054 -2.58 ** 2.56 -0.1497 -1.14 2.56 

IOW -0.0104 -2.13 ** 2.55 -.3006 -1.9 * 2.55 

OWC 0.01626 3.17 *** 4.31 .88652 3.81 *** 4.31 

BS -0.113 -2.84 *** 3 3.49579 2.48** 3 

INDP 0.00376 2.32 ** 1.71 0.14798 2.65 ** 1.71 

MDS .0000438 0.02 3.14 0.23525 2.42 ** 3.14 

Leverage 0.00509 1.63 2.36 -0.6611 -5.2 *** 2.36 

Fsize -0.0204 -0.35 2.33 3.75507 1.56 2.33 

PAYOUTRATIO -0.001 -3.15 *** 1.44 0.15685 6.55 *** 1.44 

year Yes   Yes   

Sector Yes   Yes   

R-squared 0.3816   0.8512   

Significance level at 1%, 5% and 10%, ***, **,* respectively 

  

 
Table 5 present results of analysis effect of CG on assets utilization and operation expense to sale 

ratio, the issue of multicollinearity does not presence in both models as values of variance inflation factors 
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not excess 10. Asset utilization model has R-squared about 20% which mean that variation in the response 

variable asset utilization is explained by included independents variable about 20%, and operation ex-

pense ratio model has R-squared about 85%, i.e. Incorporated independents factors are explained about 

85% of changing in dependent variable.  

The findings in table 5 indicate that state ownership effect negative and significant on the efficiency 

of firm, but, it appears to has no influence on the operation expense ratio, this findings are not in line with 

(Chen, 2010). This suggests that government ownership does not reduce agency problem within corpora-

tion, this also , in line with argument of (Borisova et al., 2012) that state ownership reduced quality of CG 

and allowing to agency cost to develop. Possible explanation, due that there is no individual owner who 

has robust incentives to exert oversight of manager’s mis-actions and, thus, agency costs do not reduce 

with state ownership. 

 Results relating to intuitional ownership are in contrast with prediction of argument that institution 

are good monitors, thus, their existence in ownership of firm minimize agency problems within firm. Their 

impact finds to negatively and statistically significant on asset using. This similar to finding of (Hassani & 

Torabi, 2014), but is not in line with (Henry, 2007; Owusu & Weir, 2018; Yegon et al., 2014). But such 

findings could be explained in context of argument(Zeckhauser & Pound, 1990) where these intuitions 

may have not time and enough resources to allocate for oversight activities of manager and , thus , they 

do not oversight using of firm assets and not contribute to minimize agency conflicts within company or 

due to their private lucrative relations with managers of firm they arise agency cost rather than reduce. 

However, these owners are reducing agency cost in term of control operating expense as finding show their 

effect is negative and significant on the operation expense ratio, therefore, such result is in line with state-

ment that institution are good monitors of manager behaviors, this in consistent with (Owusu & Weir, 

2018).  

 Ownership concentration has positive significant relation with asset utilization, this means that block 

stockholder are good monitors for management actions, thus, reducing agency costs. Similar findings re-

ported by (Florackis & Ozkan, 2008; Singh et al., 2003), and such result is opposite to (Siddiqui et al., 

2013). However, the findings show that concentration of ownership has positive significant relation with 

operation expense ratio , this not in line with findings of (Florackis & Ozkan, 2008). One possible explana-

tion, that block stockholders in environment of weak CG where investors protection is weak could they 

practice expropriation wealth of minorities, thus, second types of agency cost be dominate in such place 

i.e. conflicts between large and small stockholders rather than principle-agent conflicts.  

While, findings show that size of board negatively and significant effect on asset utilization and posi-

tively on operation expense ratio, this agree with that large is less effective in oversight of manager, there-

fore, it does not minimize agency problems within company i.e. large board not improve efficiency of firm 

in using its assets and also large board not control on the expense of firm. Same findings reported by 

(Florackis & Ozkan, 2008; Darren Henry, 2010; Siddiqui et al., 2013). Results point out that independence 

of has positive and significant relation with both asset utilization and operation expense ratio, so, external 

directors enhance effectiveness of board of directors in monitoring manager behaviors as they enhance 

using of firm’s asset. Further, such findings reported by (Sajid et al., 2012). But also they do not control 

actions of managers in related to expense of firm as findings indicate their effect is positive on expense 

ratio, finding is in line with (Florackis & Ozkan, 2008). The results point out that multiple directorship has 

no effect on the asset utilization but has positive and significant on the operation expense ratio. This, could 

be explained by busy hypothesis which predicts that director with many seats on other board have less 

time to oversight manager’s actions, thus, they do not enhance board effectiveness. Therefore, these busy 

directors do not enhance using of firm nor control firm operation expense and, thus, they do not align 

interests between management and shareholders. To best our knowledge no former study considered the 

effect of busy directors on agency costs.  

Results regarding control variables indicate that leverage ratio has no influence on asset utilization, 

debt ratio has positively but insignificant effect on asset utilization, but debt ratio has negatively significant 

effect on the expense ratio this in line with argument of (Jensen, 1986) that using debt reduce agency 

costs due to oversight of capital providers. Firm size has no impact on agency costs in both measurements 

asset utilization and operation expense ratio. Findings are negatively but insignificant on asset utilization, 
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and is positive but insignificant operation expense ratio. Dividend policy influence negatively and signifi-

cant on asset utilization, and it impacts positively and significant on the operation expense ratio, so divi-

dend policy does not contribute to control expense of firm nor improving asset utilization. This against 

findings of (Henry, 2007; Darren Henry, 2010). Thus, distributing dividend does not reduce agency costs 

in Omania firms. Further, findings regarding dividends policy does agree with (Jensen, 1986) argument as 

paying dividend reduce free cash flows consequently reducing agency costs.   

 

High-low growth firms as a proxy for agency costs 

 
Table 6. logistic regression estimation; dependent variable dummy variable one for high growth and zero for low 

growth (dummyQ) as a proxy for agency costs, independents factors are STOW; state ownership, IOW; institutional 

ownership, OWC; concentration ownership, Bs; board size; INDP; independence of board, MDS; busy directors, control 

factors are a leverage; leverage ratio, Fsize; company size, and PAYOUTRATIO is dividend payout ratio, definition and 

measurements of all factors in table 2. Also, time dummies and industry dummy are incorporated in model. further, 

standard error is robust for  heteroscedasticity 

 
DummyQ Coefficient z-statistic 

Constant -49.867 -2.93 *** 

STOW 0.14496 1.64 

IOW 0.49529 3.09 *** 

OWC -0.42 -1.94 * 

BS 2.51238 3.79 ** 

INDP -0.0426 -0.93 

MDS 0.08442 2 ** 

Leverage -0.0948 -2.53 ** 

Fsize 1.29225 1.44 

PAYOUTRATIO -0.029 -1.24 

Year Yes  

Sector Yes  

Pseudo R2 0.6144  

Wald chi2 32.76 a  

Hosmer-Lemeshow 2.87 Prob = 0.9422 

Significance level at 1%, 5% and 10%, ***, **,* respectively 

 

 

Hosmer-Lemeshow test indicate to goodness of fit for logistic regression with null hypothesis that 

model has to goodness of fit , so, large p-value signal that model has goodness of fit (Allison & Llc, 2014). 

From table 6 is clear that model of high-low growth chances has goodness of fit as p-value is 0.9422. Wald 

chi2 is “testing that the parameters of interest are simultaneously equal to zero”, the findings of Wald chi2 

show it has value 32.76 and p-value is significant at level 1%.   

 The coefficient of institutional is positive and significant, this propose that institutional are good mon-

itors and are more likely to be with firm recording value of tobin Q ratio more than and they minimize the 

likelihood of agency problems arising, in form of ratio of tobin Q lower than one. Same findings reported 

by (Henry, 2007). Negative regression coefficient is observed for the concentration ownership, such result 

in contrast with (Henry, 2007), but in lien with that large stockholders may not improve performance of 

firms and, thus, not alleviate likelihood of creating agency cost , this may be due to their expropriation 

wealth of minority.  However, coefficient of state ownership is positive and insignificant.  

The findings of table 6 show that large board has positive and significant relation with  proxy of agency 

costs, this in not in line with findings of (Henry, 2007) , who Board size negative insignificant, but is con-

sistent with that large board enhance board effectiveness and, thus, it reduce the probability of arising of 

agency conflicts(Coles et al., 2008).  The coefficient of independence of board found to negative and in-

significant, this is not line with (Henry, 2007), found independence positive significant with high and low 

growth. While, the coefficient of busy directors “multiple directorships” show there positive and significant, 
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this suggests that these directors are enhance board effectiveness and minimizing the probability of aris-

ing of agency conflicts but increasing likelihood of company recording high tobin Q. This, in line with that 

busy directors enhance effectiveness of board in oversight of managers of firms through bring new ideas, 

skills, views, ect. 

 In terms of control variable, findings in table 8 show that leverage ratio has negative significant coef-

ficient, this implies that using debt by firm rise the likelihood of arising of agency costs, and firm utilizes 

debt rise the probability of recoding of ratio of tobin Q less than one. This finding is in contrast of (Henry, 

2007) , who found that leverage is negative insignificant. Other two control variables show no relations 

with agency as measured by high-low growth, coefficient of firm size is positive and insignificant, (Henry, 

2007) found firm is size negative and  significant, and dividend payout ratio is negative insignificant, 

(Henry, 2007) found dividend policy is negative significant in similar measurement of agency. 

 

 

CONCLUSION  

This research has concentrated on studying the agency cost environment related with listed firms on 

the Omania stock market, which is an issue that has not formerly been examined empirically. Significance 

is placed on this study question because of differences in corporate governance and ownership’s structure 

traits that observed in the Omania market that are hypothesized as making possible agency conflicts in-

creasingly prevailing in the Omania context. The analysis conducted utilizing data from period of 2009-

2015 offers essential proofs supporting this initial anticipation, analysis shows that presence of state own-

ership and institutional investors in ownership structures of Omania firms lead to significant minimizing in 

agency problems in terms of controlling operation expense ratio as a direct measurement of agency costs, 

however, these kinds of ownerships do not enhance efficiency of firm’s asset utilization. While, ownership 

concentration in hand of large stockholders improves the efficiency of firm’s asset utilization, but it does 

not reduce agency costs in terms of controlling operation expense to sales ratio. Further, analysis shows 

that large board is not effective monitoring tool that lead to reduce agency costs, it does not enhance 

corporation’s assets using nor control discretionary expense. While, greater independence of board lead 

to improve utilization of firm assets, but not effective in controlling of operation expense ratio. Final char-

acteristic of board considered in this study is busy directors, findings they do not reduce agency problem 

in terms of controlling of operation expense to sales ratio, but they have no effect of the firm’s assets 

utilization.  

Finally, results of agency costs as measuring by dummy variable high low growth firm based on the 

tobin Q, show that institutional investors are more probability to reduce arising of agency costs, similarly, 

large board size and members with multiple directorships are alleviating the likelihood of arising of agency 

problems. Ownership of large stockholders are not reducing likelihood of creating agency costs. However, 

the independence of board and state ownership analysis show they have no significant relation with this 

measurement of agency costs. Finally, the analysis shows that control variables in general, that leverage 

and dividend payout ratio are effective in reducing agency costs, but the firm size has no impact on the 

agency costs.  

 

Implications and limitations of study  

The results of study have implications for stockholders and management of companies and for regu-

lators of corporations worried about the performance, structure and integrity of the corporation’s sector.  

The inference that agency problems may be more prevalent in the Omania market has possibility results 

for risk of investors and costs of funds requirements and, more significantly, the capability of recorded 

firms to entice local and foreign investments. The findings in this study show, however, that code of CG4 

should be considered from a comprehensive structural view, instead of necessarily anticipating individual 

governance changes to have essential impacts on the performance and the agency problems. This in line 

with the results in the recently empirical governance studies concentrating on the relation between perfor-

mance and risk measurements and wider construction of governance index. The results indicate that 

 
4 For more details, see for example (Elghuweel, 2015) 
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insider’s governance structure and outsider ownerships impacts are replacement agency-reducing tools 

asserts the consideration of the incentives and behaviors of main stockholders, and proof of the desirable 

oversight and agency costs impacts of institutional investors is supportive of greater integration of the role 

of such kind of investors into CG in context of Oman. 

Future studies, as they start from point of end of former literature, therefore , future research may 

considered other kinds of ownership like as family-ownership how it effect on the agency costs within firm, 

as mentioned by (Institute of international finance, 2007) family ownership is wider in Oman. Future stud-

ies also examine the effect of ownership and board of directors as internal governance tools on the agency 

costs in context of other industries like insurance companies, banks, ect, this will give more proofs about 

the application of finance's theories (e.g. agency cost theory) in context of Oman market.  
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