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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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