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The Effect of Board Characteristics on Agency Problems
And it’s reflection on the Asymmetric Cost Behavior

Abstract

The research aimed to test the direct relationship between
board characteristics and agency problems, the direct relationship
between agency problems and asymmetric cost behavior, the
direct relationship between board characteristics and asymmetric
cost behavior, in addition to testing the mediating effect of
agency problems on the relationship between board
characteristics and asymmetric cost behavior, by applying it to a
random sample of (73) firms listed on the Egyptian Stock
Exchange, with a total number of observations of (365) for five
years starting from 2018 to 2022.

The researchers relied on the content analysis approach in
examining the actual historical data in the annual financial
statements to test the research hypotheses, using a set of
statistical methods represented by the Pearson correlation
coefficient and the clustering regression analysis with pooled
OLS, the logistic regression, Random Effect models.

The results of the research showed that there is a
significant direct positive relationship between board diversity
and agency problems. Additionally, the probability of agency
problems decreases with the presence of a dual CEO role. There
Is an insignificant effect of board independence and the number
of non-executive directors on agency problems. The results also
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showed the presence of asymmetric cost behavior in the study
sample, the presence of a significant direct positive relationship
between agency problems and asymmetric cost behavior. There
Is also a significant direct positive relationship between board
diversity and asymmetric cost behavior, while the presence of
non-executive directors on the board of directors leads to
reducing asymmetric cost behavior, but there is an insignificant
effect of a dual CEO role or board independence on asymmetric
cost behavior.

Regarding the mediating effect of agency problems on the
relationship between board characteristics and asymmetric cost
behavior, the results showed that there is a significant negative
indirect relationship between the proportion of non-executive
members on the board of directors and asymmetric cost behavior
in the presence of agency problems. Moreover, no significant
indirect relationship has been proven between board diversity,
CEO duality, and board independence on the one hand, and
asymmetric cost behavior on the other hand.

Based on this, the study recommends that Egyptian firms
should pay attention to the level of cost asymmetry and try to
reach the optimal level at which a balance is achieved between
the change in revenues and the change in costs. This might be
due to its effects on achieving economic safety in the financial
markets, and the necessity of having an efficient internal control
system to reduce agency problems. This might also reduce the
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opportunistic behavior of managers, and enhance working on
strengthening the characteristics of the board of directors that
work to reduce agency problems and the asymmetric behavior of
costs in turn.

Keywords: Board characteristics, agency problems, asymmetric
cost behavior, sticky cost.
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Al jal) @l paaial Tl ¥ 4 ghuaa 3(8) ad 9

Variables 1 2) (3) 4) (5) (6) 7 8) ) (10 (11)
(1) TC 1.000

(2) REV ().528##+ 1.000

(3) DIV 0.086* 0.086* 1.000

(4) NON 0.064 0.051 0.031 1.000

(5) DUAL -0.042 -0.060 0.054 | 0.208+ 1.000

(6) IND -0.028 0015 | 0.2009%% | 0,132%F | .(),122%F 1.000

(7) Fisize 0.167++ 0.010 [ -0.100% (.044 -0.068 | 0.131%* 1.000

(8) Lev -0.063 -0.073 -0.061 -0.054 0.002]| 0.047 | -0.298++ 1.000

(9) ROA 02008+ | (),127** 0.089* -0.027 0.075 0.009 | 0436 | -0.802++* 1.000

(10D 05200 | 0,526+ | (.131** -0.009 0.012 0.035 | 0.186%+* -0.064 | (.233%#+ 1.000

(11) FCF 01.098* 0.062 | (1.155%#* 0.035 0044 | 00155 | DUIBRFHF [ 0. 111%% | 0.242%%% | 0.148%*% | 1.000
FEE P00, FF p<0.05, * p<0.1
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daa) 52305 palaaly pddiil) p elime W) A G ApSe bl ) 483 2 g
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(4.00) Oe Bl 4 gina (5 sise die 410 48D 024
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LS (20 V) O Bl A sima (5 s die A2 48Dl 028 5 ¢(+. Y 4A-) Ll Y
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Jalra @i i ¢ o) o lall Jona s dlal) dndl ) oy A Ll ) A8De 2 gy —
g LS (v0)) e B A sina (5 gisa e Al A8l 638 5 ¢(+ A+ Y2) Ll yY)
2) BV Qe iy Cum NS U JSLiia 5 ALl Aadl )l g Ao Ll ) A8DIe
O g 058 85 (+.00) o JB L sina (5 sina ic AUy AR 62 5 ¢(+. V)
Sl oall ol Bl Lol jmeasy A Aadl ) A Ly Ao ) S )
NS G Sl b

Cua A ) JSLia g Jpa¥) o dilall Jara (o doa go Lol )l A8de 22 g —
e B Ay sina (6 sisa dic Al ABMall 28 ¢(+.YEY) Llai,Y) dalee &
()

Al g @ JLEA) il Wty

31 Galaae aibad cp A8l HLEAY dand ) (g 8 da ,l A all Caadd
a5 ccadlall Jilaiall pe ol ladl ¢ S ) JSLEG ¢y A8l 5 (RIS 1) (<L
JSLia iy ecadlall Blaiall e @bl g 5l Gulas Gailad (pu A8
e ALy sy Gdae galbad G Al e dasy S A
o Al el sl il L Lagd y ccadl<ll Jilaiall

:(H1) ¥ oAl Lgd) dagis ]

i€ A peaall da ) gl sadal) S HEN S JSLae 5 e Y
Cogun Al N Ol patiall o 8 Joie uaieS 3 p0Y) Gulas paibady (il
odae gailiad culS 13 Lo LAY Ul e g sV 23 a0 a2di)
2l (0) by Jsanll magn s Y Al S JSLie 35 g Jlaial e iz oyl
¥ il sl
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d¥I G i) JLd) quildi 1(0) ab) Jgaa

Coefficient & yaaiall
3.4942%+* DIV(B1)
0.5039 NON(B2)
-0.5513* DUAL(Bs)
0.5655 IND(Ba)
0.6223** F. Size(ps)
-1.0886 Lev (Be)
7.1947%** ROA(B)
-71.4728*** Constant(Bo)
0.1402 Pesudo-R?
37.857 chi?
0.000 P
349.28 Pearson chi®
0.546 P
2.18 Hosmer—Lemeshow chi?
0.9752 P
*x% n<0.01, ** p<0.05, * p<0.1

1G] Jgaadl (e
zisaill Ladla cHosmer—Lemeshow <Pearson _lial (e maly -
5% ¢ 8 chi® dlaial of LS (¢, +0) e ST agiad oY 1555 Julasll
o e Gl jaxie (e dgle Jaid) Loy z3 5l 3508 (uSay Laa (v, 000 0)

AU JSlie & gas Jlaia) (e JIE o 2 3 N Cilaasall (e (%14.02)
laai¥l O lelre JDA (e HlasiV) 23 sl A jall &y gimall i Sy LS —
pabas K (B) 3oV Galae g oo el laasVl dalae gl Cua
Alaial o338 (o)) Ga B Ay sina (5 ghuar (VLEAEY) 3 0Y) (ulas
il @l s Sy g oY) Gadae g 50 830 ) ae AUS 5l JSLE 5
aic iy B Al e g g b8l ol 355 Yl ulae g siagas Jl
b b Wiyl ¢ jall aiall @xll 8 &SI 5 0 ga g 25 (e g ¢l AN A3 8 ooy
it <l ) 8 3A3) ) 5 oY) ulae Jaey 85 )l0Y) Gulae 8§ i asa g
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Loy ¢aaS) i agle i 5 Lan el (gatill (383il) jlafiial ane ) Wal (a5 S8
i ob Glaly AT uud ollia 05 8y A JSLEe plii)l e el
el o e st )l ey ddline G dsay ) sas 3,lY) Galaa
sl s aan g elae ) G JuaiV) 35 5 4gle i iy 38 40l V) o saa
awall (38ail) e Aad A8 dsa g pae Sl Jalad adle (i Lae s (S
(Fasan& Mio, 2017; 4wl 0 4l cilia 5 Lo pe Al 024 (3dT 5, sl
Ao 4 cla g5 Lo damill 30 allas Wiw (Agarwal& Singh, 2020 )
(Jurkus et al., 2011; Ain et al., 2020; Amin et al., 2022; = JS
Amar& Sayadi, 2022)

Jalae &y ANS 5l JSLia o (o288l jpaadl 50 Ll o) il Blaty Lads —
(6 simsay ¢(+.00 1V Y1) 5l ulae ailiad aalS (Bg) ulitall clld jlassyl
OIS LS S ) JSLE 5 g g Adlaia) (alddl imy Laa (0. )) (e JB1 45 gixa
O3 Al ob b i (Sayy g2l ol 0 B gl lia
Aasy dalul) apal G55 laY) udae ity Wl o liiels (sl )
@il Gl oS 5 dsas ade lele i 38 Ala Auagl jiul <l )8
A Ml el il paall ad g3V e el Wiyl ¢ all
(Rashid, 4wl 4l Gliagi b ae dagiill oda alldiy Aay ju 3 ) s
Alla Sladla aphaay g2l joaall a3 3¥) Hsall o 5 ) 2013)
Dl e Bale S Leas 6 play) daay djlay A 1 H5al) e Sis
Sl e e gani g ANS ) JSLER (e 2 3 Lan g cBla) Lulaal S

Olae S5 ¢(B) il gt el A G S ol lay Lads
Sl axe ) UK JSLie e 5l ulaad (ailadS (B,) 31Y)
Do) Sy il e o pael) daedy AS QN JSUie 2 ga g Alaial
Jand 3 Sl 8 N sl G 1) Gl a0 a5 5oy (ulas
A en Y Jledll Gkl o 3V ade s g eadll Je ) Ay b
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(Kaur& Singh, e JS 4wy 4l clas b Gllay ey Gl
o Sle @i i 2018; Vitolla et al., 2019; Shaudhary, 2022)
A JSlie (mpias A o il e (popaadl e daus dsa g
Al I 1Y) (pent

Al JSLie (pn Aulagl ABle aa i Al ol el Ll Bl Lady -
S (1.0 0) o i Ay sine (5 gl die 4y sine ABDlall 0285 AS AN aaa
Onedlsall (s plliaall ol 3aly ) 4y lellacl s S L8l ana S 0
e aa g8 LS AN I JSLaa 3 ga g dallaial 30l ) dale (i iy Laa ¢ gl g
e 4y giae Aa) 038 5 ¢J pa¥) Ao dilall Jans s S Gl JSLEL (G Anlay)
ady Jsa¥) o dlall Jame plii ) o Gum (10 G0 J8 Ay sina (5 sisa
G Y sy il agdlaal Gt e el ) Aiad) Gl
o Ll ABle aa g AT Cila ey A KL ) ade i
Al Aad) 1) AUS gl JSLia (4 sine
Gl Js¥) pa bl iVl z3sai delua (S ALl ) ¢ g

ol priall dsa g Jla 8 AUS 5l JSLia g 5 laY) Gulae (ailad G 383all ua gy

b LS A )

[ FCF,, = —7.47+ 3.49DIV,,— 0.55DUAL,, +0.62F.Size +7.19R0A + &, |
:(H2) AUl (a8 JLid) dadl -

Jlaidl e @lgludl e DS JSlie i il Cannll SE ja j8l Cargi)

AR 3 8 il ) il (B 8 A e e gl Bl IS 30 RSEL
ek Cua il Jilaial e o il (ulal Anderson et al.(2003) 2 s
Pooled s pall Sl jall 38 jlay aseadll jlasi¥) st 305 (1) &85 Jgaal)
alaaiul 2 385 Random Effect 4l sdal) <l il 73 gail jlaas¥) Jilais OLS
Cluster 4S8 JS (s o lpdall Uadll maaal ae cpadgad)l S
e 3L (usl\ 83 g sl Al LS ¢ laaay) AK&a slel yal Standard Error
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Yo (plple padsall M Hoiny m3sai IS A gina (5 ginal By 0 ) adad (5 giane
(00)) Asine (5 sl
G’-\AA.J\ )\JA.\‘)“J:\Mc.J}AJ (Q\JA.\MLI Liald U\l\;\_ﬂ\ u\.} EJLJAY\ )l FRYY

daning be gy il pdall Gl il 2dpe Gl g pall Clay el 4 kg
Al ) Ly sl Jilata e gl dgag gda LAY (1)ad) Sl Jsaal)

Gl SN G pdll Jlaal (S (s
Al de A cadiall ilaial) & o glud) @il (1) ady Jgoa

RE OLS EXPYAT
0.3851%** 0.3851*** REV(By)
-0.1190** -0.1190** D* REV(B,)
0.0527*** 0.0527*** F. Size(Bs)
0.0679** 0.0679** Lev (Bs)
0.4511%** 0.4511%** ROA(Bs)
-0.4923** -0.4923** Constant(By)

0.3344 R?
0.3344 R? Overall
35.6641 F
178.3205 chi?
0.000 0.000 P
**x n<(.01, ** p<0.05, * p<0.1

((+.00) 5 sime ic Dyginas (0> By) OF @bl Jgall (po iy

e A il Maaf dolu ol Jilbs ¢ (B + By < By) o (e 1
Glay (53 AU (e dl LA o) ja Y Gialll ady Lo 5o 5 Jilaia Al yal)
(V)aby Jsaall daizm 5 LS callill Blaiall ye o gludl e AU ) JSLia il

Yove 5esho gl asd) die ualad) aladl)
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AN a8l LA il o (V) o) Jga

RE OLS i)
0.3793** 0.3793** REV(B1)
-0.1231* -0.1231* D* REV(B,)

-4 5359%** -4 5359%** D*REV*FCF(Bs)
0.0533*** 0.0533*** F. Size(Ba)
0.0653*** 0.0653** Lev (Bs)
0.4354%** 0.4354%** ROA(Bg)
-0.4916*** -0.4916%** Constant(pBo)
0.3402 R
0.3402 R? Overall
30.0341 F
180.2046 chi?
0.000 0.000 P
**x n<(.01, ** p<0.05, * p<0.1

s bd) Jsaad) e

Pooled OLS s all clay jall 48 jlay apenill jlasiy) Jilad milis -
alaiiul &5 285 Random Effect 4 sdad) <l il 23 sail jlasa¥) Jalas
Cluster 4S8 JS (5 siue ol pdall Uadl) pmaal aa (padgaill S
BaLA (‘3&\ C8da 5 uaas ~ LS ¢ lassy) AlGEs sle) ol Standard Error
Cndsaill S8 iiny zigai S Ay gina (sl By ) ) adad (g e e
Omndsadl) IS A jaudil) 3ol G LS (4,0 ) Ay sine (5 sie e al s
LAR

Eam ¢ laniV) e YA o i) 73 gall 40 ) 4 sinadl i (S LS —
Geal 0o IS 8wl By Jlae e S ) @il

JSLie  adlsall Jilaiall e o glull delail) il ) (V) @) Jsaalls D¥REVFCFC o duala Sy |
Al
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O W ¢(B2) D¥REV <lal ¥l Juwal (& sl Ques (B1) REV <lal )
il Bl e @l el jeidl ge el @3 (Bg) sl Jalas
O i 13 ((v0)) e T8 A sina (s sy (£.07090) &l TANS S JSLiia g
sty il Jilaidl pe Solull da jo By ) g Sl JSLa 3005
CREAT ¢ a5 (308 A1 58 e Al ANS ) JSLaa o ) s lld G sl
agel alaial il am e W Nl g ST 5l (Blaty e (g paall e Ja g gl
i pualic A5 sa G shay agdl 5l oLl aaa mléd) e RIS asdad]
) Cliagi o pe G 1085 Bl aas aliddl s lpcaddd Caay (5 A
.(Lee etal., 2019; Tancho& Chienwattanasook, 2022) L )
Jilaiall e bl G dlay) Ao 2 g8 Auld ) il il Gl Lads
gl ) Of Cum (0.0 ) (5 sise die Ay gina A8Dal) 28 5 AS ) ana g RSl
e S A ap dalidl sAY) ) sl s Al Aleall s J pal) AdE
dad) )y il Jilaidd) pe o ld) (o dla) Ale aa ¢ LS Cadlall Jilaidl)
S gludl (Ao ABle 2 53 LS (4,4 0) (5 e 2 4 sine ABDa) 02 5 ALl
de Aggies A sl Jsay) o dilall Jaay callall Fladl e
callall ana @lE) e 3 ) gall Jaad ol i Y ellhg oo 0 ) ) s
oo el of Cun dlriaall ye 3 ) sally LaldiaWL 5 ylaY) i 8 dasl il
Heanl gl )Y o B Jitaal b 5 Al 3 e Lgilaiud g Alsivd) e 3 ) gall
Sifiasal) 3 <l
Ay LGN G @l iVl #dgad Aelua Sy AGL A ¢ i B
dsay db b adall Blail e o gludl g AN JSLae G 48Dl aa gy
ol LaS A8 ) ol il

Ll Wy 5 s NS g1 JSika 5 cla) ) Man) (aldasy Jelaill paiall jlasil Jelas oY 15k dylayl 483l) el
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TC;,
TCirq

0.49 + 0.381 REV, 0.12+ D «log | TEVit | _ 4 53.p
= —0. . —0.12+ D * — 4.53 *
°8|REV,,_, °8|REV,,_,

log [

Vi,

RE
* log —|*FCF +0.05F.Size +0.06Lev + 0.44 ROA
REV;; 4

+ ei,t

1(Ha3) &dEN Gz Al JLEa) dagii s
oL Aol 359 DA G el (A (A (a8 LR il ) 13
G Gl Gl il ialll b gt dad pall Ale cilS yd b it Jildia
saall S il Cadlall Blaiall pe aludl e 3 oVl Gdas Gatlad L Gl

Gl o el
Gl G AN LA milid o (A) a8 Jsaa
RE oLS EXPEEN]
0.3728** 0.3728** REV(B1)
-7.3154%** -7.3154%** D* REV(B,)
-4.3511%** -4.3511%*=* D*REV*DIV(Bs)
9.2058**=* 9.2058**=* D*REV*NON(B,)
-0.1448 -0.1448 D*REV*DUAL(s)
1.2639 1.2639 D*REV*IND(Bs)
0.0474%%* 0.0474%** F. Size(Bs)
0.0709%** 0.0709** Lev (Bs)
0.4539%*=* 0.4539%*=* ROA(Bs)
-0.4385*** -0.4385%*=* Constant(fo)
0.3647 R
0.3647 R? Overall
36.707 F
330.3696 chi?
0.000 0.000 P
*** n<(.01, ** p<0.05, * p<0.1
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Pooled OLS ¢ yall clay jpall 48 jlay aenill jlasiy) Jilad milis -
alaiiul &5 285 Random Effect 4 sdad) b il 23 sail jlasa¥) Jilas
Cluster 38,8 K (5 sime o ) pdiall Undll sl pe (uad saill S
BALAN aall Cada g aaal Al LS ¢ lassy) 4l<ia 3lel yal Standard Error
O gaill M piny 23 ga IS Ay gina (5 ginad Goy 0 ) adad (5 siua Nie
O saill ST 4 i) 508l o LS (00)) Ay sina (5 e die () i
ARNL

iV E e A (pa aniV) 73 sail A ) Ay siaal) i (Say LS —
Sleal e J8 bl pall Gy Bilade e CallSill Jlaa) Solu o Caa
LS «(B2) D*REV <lal ) Jea) 3 il Jaas (B1) REV <l gy)
Jlaiall e Slll el il e ey @A (By) ol Jalas O
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3 Lpaddt Gy 8 (5 AT CallS 3 gh a8 Lo iy 8l ) 8 A
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A 4 g dgle i (53 5aY) 5a 5 eCplalall aald 5 A laia W) il sall
Aa B daall o pgmapnd o) diial) aalil e ) psal (midds ) 8
il (& eday 5oY) ulae g st caaliay 1aly Ll aas il
aaa (ala) aie 3l sall el @8 Jaals adde (uSay Laa <l ) 8l
(Le et al., 2022; Abdel . w0 @S ge calisgle sa, Ll
5ol alae g 53 83 of BT 5 Megeid & El- Deeb, 2021)
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Al i o) V) «(Daryaei et al., 2021) 4wl 2 @l ae Gi L 52
Aad 330 o I clasi ) (Tbrahim, 2018) &wl bl ge Ciliss
Sl Jilaiall e elslall 30l () a5 Gudaally unssll e ()
Candi b aeld Al 2 sdl Jaamd i AR e 5ol ae
cadlsall il e o gl
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i 5 oISl Jilaiall pe gl Jelal) (B lasi¥) delae &y Cus
530 pae (N Gll) aa By Aysiee e A5 (1.2639>0) 3)0Y) Lalase
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(Yo7 ) o S Al ) il pe ity Lo gty 30l Laliall aas
2 Y WS (Tbrahim, 2018; Abdel Megeid & El- Deeb, 2021)
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