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Abstract

This study evaluates the ownership structure and board
composition as an effective corporate governance mechanism to
control agency costs. It uses pooled ordinary least squares (OLS)
regression methodology on the annual panel data from 2010-2011
to 2021-2022 for 985 non-financial companies listed on the National
Stock Exchange (NSE) of India, collected from the ProwessIQ
database. Globally, agency costs have been measured mainly by
two proxies: asset turnover ratio (ATR) and operating cost ratio
(OPEX) whereas, this study has used two additional proxies: return
on total assets (ROA) and interest coverage ratio (ICR). The study
also takes into account the impact of all types of ownership
holdings namely, promoters’, government, domestic and foreign
institutional investors on the agency cost. It is observed that
agency costs are significantly lower with both foreign and domestic
institutional investor ownerships and it is inversely related to
the number of independent directors, as well as the size of
the board. The findings of this study, on the one hand, will be
beneficial for the corporate houses in resolving the problem of
principal-agent conflicts whereas, on the other side, it will help
the policymakers in deciding the policies with respect to
the composition of the board members and ownership structure.

Keywords: Agency Cost, Corporate Governance, Ownership Structure,
Board Composition, Institutional Investors

Authors’ individual contribution: Conceptualization — K.B. and K.M,;
Methodology — K.B. and K.M.; Software — K.M.; Validation — K.B.
and K.M.; Formal Analysis — K.B. and K.M.; Investigation — K.B.
and K.M.; Resources — K.M.; Data Curation — K.M.; Writing —
Original Draft — K.B. and K.M.; Writing — Review & Editing — K.B.
and K.M.; Visualization — K.B. and K.M.; Supervision — K.B.; Project
Administration — K.B.

Declaration of conflicting interests: The Authors declare that there is
no conflict of interest.

1. INTRODUCTION

the necessary authority to make decisions to
the managers keeping the ownership stake to

Agency cost is a frequently discussed topic in
management as its prevention ensures the efficient
functioning of companies and promotes economic
growth. If someone else is managing an organization
on shareholders’ behalf and they have delegated
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themselves, the divergence of interests is bound
to happen. This divergence incurs costs to
the organization in the form of inefficiencies and
lower performance. Berle and Means (1933) and
Jensen and Meckling (1976) form the foundation of

@



Corporate Ownership & Control / Volume 20, Issue 3, Special Issue, 2023

agency theory. However, this problem might seem
intangible but has tangible effects on the profitability
and performance of the firm in the long term.

Since the development of agency theory,
researchers have continued to refine and expand
the concept of agency cost. Agency cost is a function
of quality corporate governance. In a developed
country like the United States (US), corporate
governance is monitored by the Securities and
Exchange Commission (SEC) which enforces
the United States Corporate Governance Code
(USCGC). Similarly in an emerging economy like
India, the corporate governance mechanisms are
regulated by the Ministry of Corporate Affairs (MCA)
and the Securities and Exchange Board of India
(SEBI). The Companies Act 2013 is the governing law
for companies in India which contains key provisions
relating to corporate  governance including
the composition of the board, functioning of
independent directors and enhancing board
responsibilities.

Most of the empirical studies have focused on
developed economies like the US and the United
Kingdom (UK) where they have tried to examine
the role of quality corporate governance for
mitigating agency costs. It is normally found that
poor corporate governance leads to an increase in
agency costs (Core et al.,, 1999; Henry, 2010). Even
recent studies (Mishra & Mohanty, 2018) have
explored the relationship between agency cost and
a firm’s performance and found that higher agency
costs may lead to poor performance of the firm.

Widely used corporate governance mechanisms
are in the form of board characteristics, such as

board size and independence, ownership
concentration, and institutional investment and
board committees such as audit committees,

remuneration committees, nomination committees
and shareholders’ committees. There have been two
conflicting views on the impact of board sizes on
the performance of the organization. Lipton and
Lorsch (1992) and Eisenberg et al. (1998) suggested
that larger board sizes lead to a lack of coordination
and communication among members affecting their
efficiency whereas contrasting views have been
presented by Monks and Minow (2004) and
Uadiale (2010) suggesting that a large number of
directors bring with them their expertise to enhance
firm performance.

One of the important research made in
developed markets by Ang et al. (2000), analyzed
a sample of 1708 small US companies to measure
agency costs under different ownership structures.
This study found that agency costs, proxied by
the operating cost ratio and the asset utilization
ratio, increase when an outsider manages the firm
and it decreases as the ownership is more
concentrated. Similarly, Gogineni et al. (2022) in
their study on over 42,000 private and public UK
firms suggest that agency costs are higher in private
firms with complex ownership structures created
through joint ownership by corporate entities and
individuals/families, relative to firms with just
individuals/families as shareholders.

As the ownership structures have evolved, so
has the nature of agency costs. Before 1991, Indian
corporates were stringently regulated and primarily
dominated by public sector units. Higher state
ownership is generally associated with higher agency
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costs as they focus less on performance with
resources being used less efficiently and having

bureaucratic issues. After 1991’s economic
liberalization, foreign investments kept on
increasing gradually year after year making

the corporate boards more professional and global.
It is believed that institutional investors are
an effective controller of agency cost (Brickley
et al., 1997; Bhattacharyya & Vivek Rao, 2005) as
they have access to superior information which
enables them to select companies with good
governance mechanisms for their investment.

From the above discussion, it is clear that
agency cost has been an important area of research
in management and economics for some decades.
While the concept has evolved over time,
the fundamental issue of diverging interests
between principals and agents remains a central
concern. Researchers continue to explore ways to
mitigate agency costs through the use of incentives,
monitoring, and corporate governance mechanisms.

This research paper aims to evaluate corporate
governance mechanisms in the form of board
characteristics and ownership structure to mitigate
agency problems in Indian companies. This research
paper examines the nature of the relationship
between agency cost and corporate governance
mechanisms in all NSE-listed (National Stock
Exchange of India Limited) non-financial Indian
corporations with a minimum of 10 years of
required variables, whereas most of the published
work on India is based on the study of a particular
stock market index. The major focus of this research
paper is to examine empirically whether these
corporate governance mechanisms are able to
mitigate agency problems and bring about better
governance in the Indian corporate sector or not,
using the panel ordinary least squares (OLS)
regression methodology. This study finds that both
foreign and domestic institutional investors lower
agency costs of the organization. Similarly, a larger
board size & higher proportion of independent
directors in the board mitigates agency conflict in
the organization.

In response to the research gap and relevance
of this issue, this study uses return on total assets
and interest coverage ratio in addition to widely
used traditional ratios like asset turnover ratio and
operating ratio as proxies of agency cost. Secondly,
most of the previous studies on India have analyzed
a smaller number of companies (maximum of
380 listed companies) and for a shorter period
(maximum of 5 years), whereas this study considers
all NSE-listed non-financial companies (985 companies)
for 10 years. Thirdly, in contrast to the previous
research, where the evaluation of ownership
structure as an effective controller of agency cost is
limited to the extent of promoters’ holding and
foreign institutional investors, the current study
additionally considers the impact of government
ownership and domestic institutional investors on
the agency cost.

With an aim to appraise various corporate
governance mechanisms to mitigate agency costs,
this study has the following four objectives:

1) to evaluate the board composition and
ownership structure as an effective mechanism to
control agency costs;

@



Corporate Ownership & Control / Volume 20, Issue 3, Special Issue, 2023

2) to evaluate the impact of board composition
and ownership structure on the efficiency of
the firm, measured through asset turnover ratio;

3) to analyze the effect of board composition
and ownership structure on firm performance,
measured by return on total assets;

4)to analyze the relationships between
the nature of the board of a company and its interest
coverage ratio.

The remaining sections of the study are
organized as follows. The literature on board
characteristics (size of the board, non-executive
directors, independent directors, etc.) and ownership
structures (Institutional investors, government
ownership, etc.) as well as their impacts on agency
cost, is examined in Section 2. The data and research
methodology are described in Section 3 whereas
Section 4 highlights the results and discussion.
The study’s summary and conclusion are provided
in Section 5.

2. LITERATURE REVIEW

There are multiple approaches to reign agency costs
such as board composition, board committees,
ownership structure, leverage utilization etc. This
study aims to evaluate the board composition and
ownership structure as an effective mechanism to
control agency costs using the data of Indian
companies. Most studies reviewed have used
regression analysis as the primary methodology to
examine the problem of agency conflict.

The principle and agent relationship was first
mentioned in An Inquiry into the Wealth of Nations
by Smith (1776), in which he stated that there is
a difference between the vigilance by the managers of
a sole proprietorship or partnership firm as humans
have a natural tendency to fulfill their self-interest.
However, intensive work on agency problems started
after almost 200 years. The extensive literature on
agency issues stems from the seminal work of Berle
and Means (1933) and Jensen and Meckling (1976)
which stated that both the owners and managers are
guided by their self-interests which creates
a potential for agency conflict. This conflict can
reduce efficiencies due to increasing agency costs to
the organization.

With an increase in the number of decision-
makers, coordination and communication takes
a backseat. The agency theory proposition given by
Jensen (1993), analyzing 432 US firms, associates
an increase in board size with a fall in its efficiency
due to problems of coordination and communication.
Similarly, Yermack (1996) supported the view of
smaller boards, by analyzing a sample of 452 large
US industrial corporations between 1984 and 1991,
being more effective in decision-making as they
reach solutions faster than the Ilarge group.
In contrast, studies on Australian firms by Nicholson
and Kiel (2007) and Muniandy et al. (2016) state that
directors bring resources to the firm which enhances
performance and efficiency.

Managers with superior information about
the company’s performance and financial position
most probably use their authority for personal gains.
To keep this misuse of information in check,
externally owned equity which is held principally by
institutional investors provides an effective method
of monitoring the actions of management.
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For example, Brickley et al (1988) show that
institutional investors are more likely to oppose
proposals that appear to be harmful to shareholders.
Pound (1988) also argued that institutional investors
have greater expertise and resources and can
monitor management actions at lower costs than
the average, less well-informed, private shareholder.
Similarly, by analyzing a sample of 661 US firms,
Brickley et al. (1997) argued that institutional
shareholders are more capable, compared to
an individual, to act as efficient controllers and
monitors in the company, thus reducing agency
costs, as they have more information about
the financial position of the company. In contrast,
Doukas et al. (2000) argued that institutions may
have neither the time nor expertise to act as
effective monitors. This is consistent with Singh and
Davidson’s (2003) finding no evidence that outside
block ownership affects agency costs, measured by
asset utilization, for US public companies.

Shleifer and Vishny (1986), Maug (1998), and
Ang et al. (2000) stated that agency costs decrease
when the ownership is more concentrated and it
increases when an outsider manages a firm. Boone
etal. (2007) conducted a study on US firms which
tracked their corporate board development through
the initial 10 years after the initial public offering
(IPO). It argued that board size and independence
increase over time and board independence is
negatively related to the manager’s influence. Another
study by Gaur et al. (2015), on all the sample firms
listed on New Zealand Stock Exchange (NZX)
from 2004 to 2007, highlighted that the effectiveness
of a particular governance mechanism (such as
board members) may depend on the presence or
absence of another governance mechanism (such as
ownership concentration). It stated that high
ownership concentration attenuated the positive
effects of board size and board independence on
firm performance.

McKnight and Weir’s (2009) study on UK non-
financial firms from 1996 to 2000 observed that
representation of non-executive directors does not
influence agency costs. However, when they use
several acquisitions as a proxy for agency costs, they
found an association of a higher proportion of
non-executive directors with lower agency costs.
Hence, acquisitions may be viewed as a way of
reducing agency conflicts in firms with more
non-executive directors. Similarly, non-executive
directors work for shareholders’ interest due to their
independence from company management activities
as stated in Brown et al. (2011). The independence of
the board assists in objective governance which is
free from any bias. Therefore, board independence
can play a positive role in enhancing the firm’s
performance and controlling agency costs, as
noted in Mishra and Mohanty’s (2018) study on
126 Indian firms.

Vijayakumaran (2019) studied 1420 publicly
listed non-financial companies on the Shanghai and
Shenzhen Stock Exchange from 2003 to 2010 to
observe the impact of management ownership,
board characteristics and debt financing on agency
costs. The paper stated that higher management
ownership and debt financing eliminated agency
costs, while board characteristics such as board size
and the representation of non-executive directors do
not affect agency costs.
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Nguyen et al. (2020) analyzed 281 Vietnamese
companies listed on Ho Chi Minh Stock Exchange
(HOSE) in the period 2013-2018 which stated that
higher management and state ownership are
associated with higher agency costs. Managers can
steer the company in a direction that is beneficial to
them and their relatives. It observed that as
the company grows bigger, its agency cost reduces,
also noted by Guillen (2017).

In the Indian context, very limited literature is
available in the public domain which has analyzed
agency costs. No study had used more than 380 listed
companies. Bhattacharyya and Vivek Rao (2005)
studied a sample of 76 listed companies from 2001
to 2003 and observed foreign institutional investors
are effective controllers of agency costs whereas
larger board sizes are ineffective to reign agency
costs. Venugopalan and Shaifali (2018) analyzed
the role of board characteristics and different
governance committees in mitigating agency costs
and found larger board sizes and executive directors
fail to monitor the managers and thus fail to reduce
agency costs. A study on the comparative effectiveness
of governance mechanisms in mitigating the agency
problems in the Indian corporate sector during
the pre- and post-Indian Companies Act 2013
periods by Venugopalan (2021) observed that board
size, independent directors, stakeholders relationship
committee and promoters’ holdings have no
significant influence in reducing agency problems in
Indian companies post-Indian Companies Act 2013.
Chaudhary (2022) studies the effect of institutional
ownership and board characteristics as effective
governance mechanisms to alleviate agency costs to
observe that institutional ownership helps in agency-
related issues whereas larger boards may create
a problem of coordination and thus increase agency
conflicts.

To achieve the objectives of this research
paper, the following seven hypotheses are
postulated and tested subsequently:

HI: There is a negative correlation between
the promoter’s shareholding and agency costs.

HZ2: There is a negative correlation between
the government’s shareholding and agency costs

H3: There is a negative correlation between
domestic institutional investors’ shareholding and
agency costs.

Model I

ATR;; = ay + ay * Prom(%);; + ay * Govt(%);; + as * FII(%);; + ag * DII(%);; + as * Bsize;; +

H4: There is a negative correlation between
foreign institutional investors’ shareholding and
agency costs.

Hb5: There is a negative correlation between
board size and agency costs.

H6: There is a positive correlation between
the number of executive directors and agency costs.

H7: There is a negative correlation between
the number of independent directors and agency costs.

3. RESEARCH METHODOLOGY
3.1. Data collection

This study is based on the total number of
companies listed on the NSE. As on March 31, 2022,
a total of 1871 companies are listed. From this
sample, financial firms are excluded as they have
complex capital structures and corporate governance
mechanisms. However, to maintain consistency and
minimize the impact of the global financial crisis,
the selected time period is from 2010-2011
to 2021-2022, i.e., a total of twelve years. Further,
companies are taken for the latest available
10 financial periods (annual) out of the last 12 financial
periods ending March 2022. This resulted in a total
of 985 non-financial companies testing the relationship
in ModelsI, II and III and 526 non-financial
companies testing the relationship in Model IV, due
to the unmavailability of interest coverage ratio for
the rest of the non-financial companies. This may be
due to inadequate reporting by the companies. This
study has applied pooled OLS regression for
establishing the relationship among variables using
the panel data taken from the ProwessIQ database.

3.2. Model specification

The study evaluates the impact of ownership
structure and board composition on agency cost,
proxied through four variables, namely, asset
turnover ratio (ATR), return on total assets (ROA),
operating cost ratio (OPEX), and interest coverage
ratio (ICR), represented in the following models.
These models are multivariate regression equations
specific to particular proxy variables.

1)

ag * Execsyy + a; * Indepy + €4

Model II

ROAL't = ﬁo + ﬁl * Prom(%)it + ﬁz * GOUt(%)it + ﬁ3 * FII(%)”; + ﬁ4 * DII(%)lt + ﬁs * Bsizeit +

)

B¢ * Execsiy + By * Indep;s + €;¢

Model III

OPEX;; = yo +y1 * Prom(%)is + V2 * Govt(%)ir + V3 * FII(%) i + Va * DII (%) + Vs * Bsize; +

(3)

Ve * Execsyy + v, * Indepy + €;¢

Model IV

ICR;; = 8y + 81 * Prom(%);; + 85 * Govt(%)r + 83 * FII(%);r + 84 * DII(%);; + 85 * Bsize; + 8¢ * Execs;; +

“)

67 * Indep;: + €t
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3.3. Variables
3.3.1. Dependent variables

The following variables are taken as a proxy (or
performance indicators) for agency cost:

e ATR — this is a measure of efficiency which is
proposed to have an inverse relationship with
agency cost (Ang et al., 2000; Vijayakumaran, 2019);

e ROA — it captures firm performance having
an inverse relationship with agency cost (Fama, 1980;
Nagar et al,, 2011);

e OPEX — it is cost efficiency measured as
operating expenses divided by sales having a direct
relationship with agency cost (Ang et al, 2000;
Nagar et al,, 2011);

e ICR — it is taken as a measure of financial
flexibility having an inverse relationship with
agency cost as an increase in agency cost reduces
the realized profit and consequently, interest
coverage.

3.3.2. Independent variables

We have taken the following ownership structure
and board composition as explanatory variables.
Ownership structure involves holdings of
the promoter (Prom, %), government (Govt, %),
foreign institutional investors (FII, %) and domestic
institutional investors (DII, %) and board composition

involves the size of the board (Bsize), number of
executive directors (Execs) and number of
independent directors (Indep). Table 1 represents
the expected relationship between explanatory
variables and performance indicators.

Table 1. The expected relationship between
explanatory variables and performance indicators

Variable ATR ROA OPEX ICR
Prom (%) + + - +
Govt (%) + + - +
FII (%) + + R T
DII (%) + + - +
Bsize + + - +
Execs - - + -
Indep + + - +

Note: + implies direct relationship, - implies inverse relationship.
4. RESEARCH RESULTS

4.1. Descriptive results

Table 2 represents the correlation matrix. It shows
that explanatory variables are poorly correlated to
each other except in the case of board size with
a number of executive directors and a number of
independent directors where there exists a strong
positive relationship which is expected as board size
is made up of executive directors and independent
directors.

Table 2. Correlation matrix

Variable Prom (%) Govt (%) FII (%) DII (%) Bsize Execs Indep

Prom (%) 1.000000

Govt (%) -0.040007 1.000000

FII (%) -0.270730 0.007689 1.000000

DII (%) -0.289206 0.030760 0.313204 1.000000

Bsize -0.013492 0.062223 0.282388 0.291349 1.000000

Execs 0.035439 0.038334 0.107151 0.143552 0.609933 1.000000

Indep -0.059346 -0.016628 0.277776 0.206742 0.749141 0.258654 1.000000
Descriptive statistics of the variables are Table 3. Descriptive statistics

represented in Table 3. All the descriptives are

calculated for n=9850 observations except in n = 9850 Average Std. dev. Median

the case of ICR (n=5260 observations). It is [Lrom(%) >5.385758 16.249813 | 56.64

observed that the average and median promoter g;;vf (%) 00.168304 01.561666 0
O . . i o (%) 05.876319 08.56953 01.55

holding in Indian non-financial companies is 55.38% DIT (%) 05.614477 07.971771 02.12

and 56.64% respectively. However, the average Bsize 11.2316751 3.19052082 11

government holding is 0.16% as most companies Execs 4.50690355 1.78771983 4

listed on NSE are non-government institutions. Z’;f;l’ ‘11-0722?‘5122? ;-768(5);’2(1)(5)‘51 3523

Forellgn. 1nst.1tut10nal 1nves'.(or.s and domestic ROA 03.612309 0.09876232 0343

institutional investors own similar average s.takes OPEX 03661218 13705869 89.00

at 5.87% and 5.61% respectively. The median size of ICR (n = 5260) 167.758846 1695.441652 | 6.06

Indian corporate boards is 11 whereas the average
size is 11.23. These boards are, on average, composed
of 4.5 executive directors and 4.79 independent
directors. The median number of executive directors
and independent directors present in Indian boards
are 4 and 5 respectively. These companies have
an average profitability and ICR of 3.61% and
167 times respectively, whereas median profitability
and ICR is 3.43% and 6.06 times respectively,
followed by average asset utilization of 10.86 times.
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4.2. Empirical results

Regression results are presented in Table 4. All
evaluations are made at a 5% level of significance
unless otherwise stated.

Prom (%) is found to be significant in all four
models with a coefficient of -11.611, 0.121, -0.219,
and 786.266 for ATR, ROA, OPEX and ICR
respectively. The positive correlation of Prom (%)
with ROA and negative correlation with OPEX
highlights the promoters’ aim of profit
maximization for the organization by focusing on its
cost efficiencies. The aim to realize more profit for
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the organization is also presented by a positive
correlation of Prom (%) with ICR. These findings are
consistent with HI in Models II, IIl and IV. This is
also in congruence with previous studies (Sahoo
et al., 2022) which have found a positive relationship
between  promoters’ ownership and firm’s
performance. However, a profit maximization-centric
approach only by reducing costs may result in
below-par realization or miss-out of potential
revenues as evidenced by the negative correlation of
Prom (%) with ATR. This negative correlation is in
disagreement with previous studies (Bhattacharyya &
Vivek Rao, 2005) which have found that higher
promoters’ ownership results in greater efficiency of
utilization of assets.

Govt (%) is significant in only Model I with
a 0.335 coefficient, consistent with H2. One possible
explanation for this is that in Indian public sector
undertakings, the appointment of non-official
directors is governed by the concerned administrative
ministries/departments based on recommendations
of the search committee. These appointments
ensure that government orders are implemented in
a time-bound manner which ensures greater
performance, thereby reducing agency costs. This
result is in contrast to the study by Nguyen
et al. (2020). However, evidence of a positive
relationship between government ownership and
firm performance is consistent with a similar study
done on Malaysian companies by Ab Razaka
et al. (2008).

Similar to Prom (%), FII (%) is significant in all
four models. It has a coefficient of 24.130, 0.301,
-0.445, and 1079.187 with ATR, ROA, OPEX and ICR
respectively. Foreign institutional investors conduct
their due diligence of the firm before investing in it
and once they provide foreign capital to domestic
firms, they ensure efficient functioning of
the organization and help them to adopt
international standards of governance. This results
in the lowering of agency cost to the organization
and hence, foreign institutional investors are
an effective controller of agency cost, consistent

with earlier findings by Nguyen et al. (2020) and
Bhattacharyya and Vivek Rao (2005).

DII (%) is statistically significant in Models I and I
with coefficients -22.133 and 0.068 respectively.
This negative relation of DII (%) with ATR may be
due to an increase in assets not being followed by
an immediate increase in revenues in the short run.
Domestic institutional investors invest their corpus
in firms having robust corporate governance
mechanisms. Since most of these institutional
investors’ corpus is made up of public money, they
strive for better supervision of the management and
ensure greater returns from the investee companies.
These findings of Models I and II are consistent with
the findings of Bhattacharyya and Vivek Rao (2005)
and Kumar (2004) respectively.

Bsize, Execs and Indep are found to be
significant in Model I which has the coefficients
of 1.750, -2.137, and -3.680, respectively. This
suggests that the size of the board has a positive
impact on ATR indicating that a larger board size
will always increase the efficiency of decision-
making and production activities, i.e., better
utilization of assets. Also, larger boards are able to
commit more time and effort to monitoring
operations which improves the quality of managerial
decision-making. The positive effects of larger
boards are consistent with the findings of Nguyen
et al. (2020). However, this is in contradiction with
the findings by Chaudhary (2022) and Bhattacharyya
and Vivek Rao (2005). However, the increase in
the number of executive or independent directors on
the board may lead to a delay in the decision
process because of a delay in generating consensus
over policy issues leading to an increase in agency
costs for the organization. These findings are in
agreement with the findings of Jensen (1993).
Moreover, Indep has a significant coefficient
of 0.003 with ROA in Model II. It highlights that
independent directors bring with them their industrial
expertise and knowledge to enhance firm performance
and ensure business decision-making is objective to
keep agency costs in check. The result is consistent
with the findings of Mishra and Mohanty (2018).

Table 4. Regression results

Particulars Model I (ATR) Model I (ROA) Model III (OPEX) Model 1V (ICR)
Coefficients T-stat Coefficients T-stat Coefficients T-stat Coefficients T-stat

Intercept 24.870951 6.1272607 -0.068008 -13.88921 1.2401007 17.355041 -419.6431 -2.884138
Prom (%) -11.611563 -2.235232 0.1207789 19.273731 -0.2198930 | -2.4045746 786.26621 4.371300
Govt (%) -74.279107 -1.467903 0.3352080 5.4914590 | -1.2904779 | -1.4486921 -59.03069 -0.051301
FII (%) 24.130602 2.3771342 0.3010888 24.587971 -0.4454873 | -2.4929620 1079.1870 3.676969
DII (%) -22.133261 -2.015504 0.0686690 5.1837208 | -0.2984915 | -1.5440636 525.23255 1.441168
Bsize 1.7501430 3.4688860 7.62607E- 0.1253025 | -0.0015996 | -0.1801097 -9.531389 -0.619403
Execs -2.1376722 -3.567745 -0.0001143 -0.158162 -0.0131764 | -1.2492436 1.4390541 0.082507
Indep -3.6802337 -4.797556 0.0030822 3.3308256 | -0.0123509 | -0.9146199 26.379519 1.137946

4.3. Discussion of the results

This study assesses ownership structure and board
composition as a measure to control agency costs to
the organization. The main objective for promoters
is profit maximization by incorporating cost
efficiencies. This includes reducing costs arising on
account of manager-shareholder conflict by aligning
the interests of shareholders. Therefore, promoters’
ownership is an effective controller of the agency
costs. The increase in efficiency of operations by

the promoters’ ownership 1is consistent with
the findings by Sahoo et al. (2022). However,
VIRTUS

the focus on only profit maximization may result in
inefficient utilization of assets which may not be
a healthy approach in the long run. This finding is
inconsistent with the findings of the previous
studies (Bhattacharyya & Vivek Rao, 2005) where it
has been observed that higher promoters’ ownership
induces greater efficiency in utilization of assets.
This study also examines the relationship
between government ownership and agency cost
where it is found that government ownership has
a key role in reducing agency costs in Indian

companies. It highlights that the government can
mitigate the principal-agent conflict by appointing
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a board of directors to its companies through its
selection committee. This result is in disagreement
with the findings of previous studies (Nguyen
et al, 2020) which suggested that government
ownership may lead to agency costs due to
bureaucratic issues of red tape and duplication of
activities prevalent in the organizations owned by
the government. The findings are consistent with
a previous study by Ab Razaka et al. (2008) on
Malaysian companies.

Foreign institutional investors provide external
oversight to the management practices which leads
to better company performance and lowering of
agency costs. These investors conduct due diligence
on the company’s activities before investing in it,
which brings transparency to the company’s
operations. This further reduces agency conflicts in
the organization.

Domestic institutional investors utilize a corpus
of public money to generate returns over a long
period of time by investing in companies. They
continuously monitor and assess decisions taken by
the management to safeguard the interests of
shareholders. They are entitled to voting power in
proportion to their holding in the company, which
can influence key corporate decisions to align them
with shareholders’ interests. This results in lowering
the agency cost to the organization and better firm
performance.

This study highlights that large board sizes in
Indian companies are able to effectively monitor
the management decisions and operating activities
of the firm. This enhances the quality of decision-
making and the efficiency of the operations of
the firm. This reduces the cost associated with
agency problems. This finding is consistent with
the findings by Nguyen et al. (2020). This paper
finds that as the proportion of executive or
independent directors increases, there might be
a delay in generating consensus among them over
policy issues. This delays the process of decision
making which affects the performance of the firm
and consequently, increases the agency costs for
the organization.

5. CONCLUSION

Agency conflict is widely discussed in the field of
management caused primarily by the misalignment
of interests between managers and their principals.
Agency problems are prevalent in organizations
which reduces their efficiency resulting in
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