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Abstract: This study examines the impact of corporate governance, reflecting a wide spectrum of
board characteristics and ownership structure on agency costs in 281 listed companies on Ho Chi
Minh Stock Exchange (HOSE) in Vietnam in the period 2013–2018. For this purpose, three board
characteristics were chosen: (1) the size of board of directors, (2) equilibrium between non-executive
and executive members of the board of directors, (3) the CEO chair duality and three types of ownership
structures were chosen: (1) management ownership, (2) government ownership, (3) foreign ownership.
An inverse proxy of agency costs is used: asset utilization ratio (asset turnover), which reflects the
managerial efficiency. The research methodology includes three statistical approaches: Ordinary least
squares (OLS), fixed effects model (FEM) and random effects model (REM) are considered to employ
to address econometric issues and to improve the accuracy of the regression coefficients. The results
can create effective corporate governance mechanisms in controlling the managerial opportunistic
behavior to lower agency conflicts, and hence lower agency costs.

Keywords: corporate governance; agency cost; ownership structure; board characteristics

1. Introduction

Agency cost is the internal expense resulting from conflicts of interest between principals and
agents in an organization; it is hidden in any decision which is not aimed at maximizing company profit.
Agents refer to the managers of the company, working on behalf of shareholders. Because shareholders
are unable to regularly control every activity of managers in the company, it results in asymmetric
information, which can cause ethical risks and lack of consensus. It is the spirit of agency cost theory,
according to Jensen and Meckling (1976). The answer for how to reduce agency problem lies in the
management and supervisory system of the company. In other words, the useful and effective corporate
governance mechanisms may help to control the rift between the management and shareholders
(Sehrawat et al. 2019). Mehmood et al. (2019) stated that for South Asian countries, good and
efficient governance mechanisms can minimize agency costs because investors, especially institutional
investors, tend to invest in companies which are well governed. Good corporate governance refers to
the well-structured system in management processes, policies, laws and customs that help companies
to control their operations. It focusses on the right of shareholders and reduces the diversion of their
interests (Monks and Minow 2004).

In recent years, there have been many studies examining the benefit conflicts arising between
dispersed shareholders and powerful managers when the management structure is changed. The results
showed that company needs to delete any source of organizational inefficiency and build up a
mechanism that protect shareholders’ wealth (Damodaran 2014). According to Core et al. (1999),
companies are likely to deal with a higher level of agency cost with a poor structure of corporate
governance, in which powerful management teams can perform acts disfavoring shareholders’ benefits,
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to achieve managerial self-interest. One of the important research in developed countries worth
mentioning is Ang et al. (2000), who used a sample of 1708 small US companies to measure agency
costs under different ownership structures. Using two alternative efficiency ratios: the operating
expense ratio and the asset utilization ratio, to measure agency costs, this study found that agency costs
increase when an outsider manages the firm. Additionally, agency costs decrease as the ownership
is more concentrated. In addition, for small companies, external monitoring by banks may reduce
agency costs, because banks will lead and control firms to operate more efficiently. Bank incentive of
monitoring is calculated by the number of banks used by the firm and the length of the relationship
between the firm and its primary bank. Henry (2010) addressed the relation of corporate governance
and agency cost under the impact of the Principles of Good Corporate Governance and Best Practice
Recommendation issued in 2003 for Australian Securities Exchange (ASX) listed companies. The study
compared the corporate structures before (1992 to 2002) and after the Code of Practice was introduced.
The results showed that the adjustment in corporate governance required by the ASX Corporate
Governance Council in force significantly reduced agency costs.

This paper is motivated by the characteristics of agency theory of different types and the level
of corporate governance in practice driven by culture and the legal system. Therefore, the purpose
of this paper is to investigate the association between corporate governance and agency cost by
empirically analyzing the determinants of agency cost in Vietnamese listed companies, a dynamic
market with complicated corporate governance system due to the effects of politic and economic
structure transformation. In order to keep up with the integration of the global economy, corporate
governance requirement in Vietnam is adjusted and improved rapidly. For example, Decree 71 on
Vietnam Corporate Governance in 2017 applicable to public companies required that at least one third
of the members of the board of directors be independent members and an independent auditing board
is required in the board of directors. In addition, the increasing reform of Vietnamese state-ownership
enterprises in recent years under the Trans-Pacific Partnership (TPP) agreement and negotiations on
the Free Trade Agreement (FTA) with the European Union enable companies to change in ownership
and organizational structures. Using a sample of 281 listed companies on Ho Chi Minh Stock Exchange
in Vietnam in the period from 2013 to 2018, we applied corporate governance, including board size, the
number of non-executive director, CEO/Chairman duality, management ownership, foreign ownership,
government ownership, as tools for monitoring agency costs based on asset utilization. Besides, we use
control variables including firm size, debt to ratio and firm performance. The robust fixed effect results
confirm corporate governance influence on agency costs; with suitable corporate characteristics, the
agency costs can be reduced. The findings of this paper reveal that even though Vietnam experiences
the same type of agency problem with market-based financial systems, the characteristics of corporate
governance in Vietnam are the result of it being an emerging market, leading to some differences in the
effects of agency costs, compared to other economies.

2. Literature Review

The principle and agent relationship was first mentioned in Wealth of Nation by Smith (1776),
in which he stated that the managers cannot watch over their company with the same vigilance as
in sole traders or partnerships where managers also are owners. The separation of ownership and
control in companies has continued to draw the attention of researchers throughout the world. They
have assumed that both principals and agents are motivated by self-interest and such separation exists
at different levels (Berle and Means 1933). Jensen and Meckling (1976), who first introduced agency
problem term, stated that this relationship is a contract by which the principal hires the agent to perform
on their behalf, delegating to the agent some decision-making authority. The role of the principal is not
to control upstream or plan strategies for the company; it intervenes to limit the discretional power of
the agent, and ensure that the agent performs in compliance with the contract. On the other hand,
agents with control and power have the incentive and ability to maximize their own self-interest at the
expense of principles. Jensen and Meckling (1976) define this relationship as the most similar to an
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owner and a manager in a company. However, they cannot deny that agency relationships or agency
theory may take other forms. Beyond the classic conflict of manager versus owners, there are conflicts
of relationship between controlling shareholders and minority shareholders, or in some circumstances,
even shareholders and creditors, employees and employers, etc.

Focused on agency problems generated by managers, shareholders cannot regularly supervise
the activities of managers, and hence are not able to fully understand the real situation behind critical
business decisions. For example, shareholders tend to expect high dividend payouts for extra cash and
increases in the current value of capital share that they hold. However, managers with close access to
relevant information tend to have greater risk appetite. Therefore, they may want to retain a large
part of profits to acquire more critical assets or develop in technology. This leads to different risk
perspectives and business goals. This disagreement between outsider shareholders and management
teams can cause inefficiency, and even losses for the company. In numerous circumstances, with
the advantage of information, managers seek profits that increase their own wealth, which leads to
ethical risks and decision-making conflicts. To reduce these conflicts, shareholders need to observe and
monitor managers’ action through clear communication and solid corporate policy. In other words,
there should be a regulation of legislations to improve the control of the shareholders over the Board
of Directors.

Corporate governance was mentioned in the 1990s, with the Cadbury reports in 1992, the Greenbury
report in 1995, and the Hampel report in 1998. In 1999, the OECD published, for the first time, the
principles of corporate governance with key standards to address: the roles and responsibilities of
shareholders, boards of directors, timely and accurate disclosure of information. Besides, countries
tend to build their own Corporate Governance Code and require listed companies to apply or explain
of non-compliance. With the mechanisms of accountability, transparency and accountability through
supervision and oversight, best practice of corporate governance can increase the communication and
trust of shareholders to managers. It means that understanding this mechanism can help reduce the
agency problem between owners and managers.

The relationship between corporate governance and agency cost is also confirmed by some papers.
Some noticeable investigation regard to this as follows:

A theoretical study of agency cost and ownership structure was conducted by Fama (1980) and
showed that the owners of companies include individuals, groups, governments and institutions who
have different interests, goals and capabilities.

In a company with the completed separation of ownership and management, the owners
are not involved in the company operation. Managers who have more information about the
company’s financial position and performance most probably use their power to profit for themselves.
Brickley et al. (1997) argued that compared to individual, institutional shareholders are capable and
have more incentive to act as controllers and monitors in the company, thus reducing agency costs.

Doukas et al. (2005) used the data of 1027 UK firms over the 1998–2000 period to evaluate the
monitoring power of security analysts, in terms of shareholder and management conflicts. It also
used a set of control variables including ownership structure, leverage and firm size. As a result, this
study found the positive effects of security analysts on reducing agency costs, especially in smaller
firms. It finds that larger firms are more complex when it comes to assessment and that it makes the
monitoring activity of security analysis less effective. Besides, the larger firms are subject to greater
information asymmetries compared to smaller firms, which leads to a greater level of agency costs.
However, this study used a dummy variable of the interaction of growth opportunities and its free
cash flows to measure agency costs. Other agency cost measurements should also be considered, such
as asset turnover, operating expense, etc.

Moez (2018) determined the relationship between corporate governance and agency cost by
analyzing 125 French companies from 2000 to 2015 divided into different sectors. The results showed
that controlling shareholders who have significant shares of the company have enough power and
incentive to monitor and influence managers. They may interfere in managers’ decisions by voting
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against their proposals or expressing their disagreement and selling their shares. Additionally, dividend
policy was found to be a useful tool to mitigate agency conflicts.

Vijayakumaran (2019) obtained 1420 publicly listed non-financial companies on the Shanghai and
Shenzhen Stock Exchange from 2003 to 2010 to analyze the impact of ownership board characteristics
and debt financing on agency costs. A GMM system was used to deal with unobserved firm
characteristics and endogeneity. The paper stated that the higher management ownership and debt
financing represented good corporate governance, hence eliminating agency costs, while board
characteristics such as board size and the number of non-executive directors do not affect to agency cost.
Additionally, with the positive and significant estimated coefficient of firm size and asset utilization
ratio as agency cost proxy, the results showed that the larger a company is, the lower the agency
problem is. The reasons could be that a larger company has more resources, and is able to influence
shareholders’ judgements and behaviors, resulting in them acting to favor personal interests and
violating moral principles.

When it comes to agency costs measurement, there are three ways that frequently appear in
the accounting and finance literature, including asset turnover, the ratio of administration, selling
expenses, and the divergence between cash flow right and voting right. The utilization of method
depends on the type of agency problems and the ownership structure characteristics in each country
(Boardman et al. 1997). The conflict between principal and agent can be divided into two types.
The agency problem of type 1 refers to the shareholder and management conflicts, which is more
common in reality. Type 2 refers to the problems between controlling shareholders and minority
shareholders (Shapiro 2005).

According to Hong et al. (2017), if a company has a pyramidal or cross-shareholdings structure,
there is a strong possibility that the shareholders’ voting rights, such as authority to elect the
board of directors, or decision-making approval and cash flow rights (ownership rights) such as
claiming dividends, are different. In other words, the conflicts of the controlling shareholders and
minority shareholder occur because the voting right (control right) does not match the cash flow
right (ownership right). The theory of corporate governance requires that there is a balance between
control and ownership, which implies that any shareholder has equal control and ownership rights
to the same cash flow. Therefore, the separation of voting rights and cash flow rights possibly
exacerbates the difference in preferential rate among shareholders, which leads to agency problem
type 2 (DePamphilis 2019). To specify, in some countries such as Japan, Korea, Germany and Italy,
companies tend to apply a cross-sharing holding structure and it means the ownership power is
focused on a group of institutional shareholders.

Cross holding has existed for a long time in Japan, where the financial system is bank-based.
It means that banks are the most important sources of business finance after retained earnings. Banks
hold equity, as well as debt, in businesses—normally their client firms, and vice versa; businesses hold
equity in banks also. Therefore, bank ownership becomes an important role in corporate governance
mechanisms in Japan. It is involved in business strategic decisions by having seats on the board
and becomes a useful resource if there are financial problems (Morck et al. 2000). In other words,
bank ownership may improve financial performance, because in this system, it acts as a monitor
and guarantor for businesses. Centralized ownership in a special group of shareholders (banks
or other large industrial firms) aims to build a long-term relationship, establish trust and loyalty
among institutional shareholders, such as keiretsu in Japan or chaebol in Korea, which results in the
agency problem type 2 (Norli et al. 2015). In this situation, the wedge of voting right and cash flow
right is suitable to measure agency costs. However, in fact, most bank-based systems are becoming
market-oriented by issuing new regulatory ceiling ownership by individual banks and other financial
institutions, because cross holding creates certain difficulties in operating activities to ensure the
transparency and anti-monopoly of markets (Morck et al. 2000).

On the other hand, in countries such as the UK and the US with a market based financial system,
companies tend to suffer agency problem type 1, because the disclosure quality and minority shareholder
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protection are emphasized. The empirical evidence by previous studies such as Ang et al. (2000) and
Singh and Davidson (2003) used the asset turnover, ratio of selling and administrative expense to sale,
as proxies for agency costs type 1. The former can be interpreted as an asset utilization, calculated by
dividing the total revenue by the total assets. This ratio shows the effectiveness of the management
boards, including the board of directors and chief account in exploiting and using company assets.
A company with low agency costs will effectively use their assets. Therefore, this ratio is an inverse
proxy of agency cost. The second ratio is expense ratio, which reflects management discretion behavior
in spending company resources. The top end of this ratio may express the over-allocation on salaries,
commissions or non-productive activities. Therefore, companies with high expense ratios are expected
to suffer higher agency costs.

In the context of Vietnam, the cross ownership appeared in Vietnam from 1990, when Vietnam
just started having commercial banks; banks needed to be linked and support capital for each other
to expand business. From this point, there were cross holding activities between banks, financial
institutions and firms in Vietnam. However, aware of the significant negative impact of cross
holding, Vietnam proceeded with the anti-monopoly act and activities to reduce and eliminate any
cross-ownership matrices in banks and businesses. In the Company Act 2014, there is regulation
on investment restrictions. A controlled state-owned company cannot invest capital or buy shares
of a company holding the controlling right within an economic group (Dang et al. 2018; Le and
Tannous 2017). Besides, subsidiaries are also not allowed to invest capital in the parent companies or
equitized units under the same group. Furthermore, commercial banks in Vietnam cannot use capitals
or contribute capital to their institutional shareholders. It can be seen that these are clearly specified
prohibiting acts of capital contribution between the parent company and its subsidiaries, hence leading
to the limit of cross holding in Vietnam. Because of these reasons, in Vietnam, it is supposed that the
agency cost type 1 is more common than type 2. We consider applying the asset turnover or operating
expense ratios to measure agency costs type 1 in this study.

Although they use the same measurement method, the level of agency cost and especially the
corporate governance mechanism between developing countries like Vietnam and developed countries
like the UK and US are likely different. Therefore, to reduce the agency problem, the characteristics of
corporate governance in Vietnam still need to be investigated.

2.1. Board Size

There are many studies on whether board size will affect agency problems. Many people believe
that the bigger the size is, the greater the board performance is. The large board of directors can be
helpful in bringing together expertise and advice regarding strategic options, and the shareholders can
receive more business performance information according to Monks and Minow (2004), Uadiale (2010).
However, opposing views stated that bigger board size leads to problems in cooperation and
communication of board of directors, which in turn increases agency costs (Lipton and Lorsch 1992;
Jensen 1993; Eisenberg et al. 1998). Building up the size of board of directors will incur coordination
costs due to schedule conflicts and fully member meeting difficulties. It will result in a consensus of
solving common company problems and a delay of decision-making. The presence of many members
of Board of directors makes the cohesion weak because of members’ different views. Jensen (1993)
investigated that when the board size increases beyond a certain point, the disadvantages probably
outweigh the benefits that a board of directors offers. The optimal number of board members is
probably 7 or 8, while Lipton and Lorsch (1992) proposed that the corresponding figure should be 8
or 9 members. Vijayakumaran (2019) stated that with the data of listed non-financial companies on
the Shanghai and Shenzhen Stock Exchange from 2003 to 2010, due to lack of time on necessary issue
consideration, members of large boards of directors tend to follow one or two dominant members.
Therefore, smaller boards outperform larger boards, in order to ensure shareholders’ interests and
minimize agency cost in the Chinese businesses.
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The majority of US previous papers about board size and firm performance stated a negative
relation. It means that for US companies, the smaller the board size, the better firm performance is,
which helps reduce agency problems (Cheng et al. 2008; Coles et al. 2008). Studies in UK market also
showed similar results of positive relation between board size and agency costs. The reason is that
UK boards have roles that are advisory rather than monitoring, in which a smaller board can do a
better job.

Following the previous literature, we can summarize that whether smaller or bigger board size
is better depends on company characteristics and national institutional characteristics which dictate
differences in the board of director function. In this paper, we contribute to the predominantly US and
UK based literature and expect that:

Hypothesis 1 (H1). There is a positive correlation between board size and agency costs.

2.2. Independence of Board Member

Several studies stated that the board of directors, including executive and non-executive directors
with diverging motivations, is set up to support and control the management team, in which the
latter do not take part in daily management of the business but engage in strategy planning and
policy making. Non-executive directors are likely to work for shareholders’ interest thanks to their
independence from company management activities (Brown et al. 2011). Additionally, if executive
directors are in charge of business tasks, such as production, sales, finance, etc., they will not be able to
fulfill their role as supervisor, but will be affected by interest from managers. Therefore, a company
needs to create a mechanism that includes non-executive directors who are outside of the company
to control and monitor the behavior of the management team, especially the Chef Executive Officer
(CEO) and other executive directors.

Most of the research from developed markets such as the UK and US to emerging economies like
China and India stated that the independence of the board member plays an important role in limiting
and controlling agency problems. The studies of McKnight and Weir (2009) and Henry (2010) have
consistent results that indicate that boards with a significant percentage of non-executive directors
can reduce the exercise of managerial discretion, because boards dominated by external directors are
more likely to act effectively in shareholders’ interests, in order to protect their reputation in front
of shareholders.

In Vietnam, the majority of previous papers also found that board independence increase firm
performance, and with such effective independent directors, we assume that this may lead to reduced
agency costs (Vo and Nguyen 2014). Only few Vietnamese studies have found different results.
For example, research by Nguyen et al. (2017) supports the hypothesis about the negative relationship
between board independence and firm performance. In other words, independent directors, due to
expertise disadvantage, may not complete their monitoring function in governance, hence possibly
leading to a greater agency problem and worse firm performance. However, this research focused on
firms where the state is controlling shareholders. Therefore, with the overall economy in Vietnam,
we expect that:

Hypothesis 2 (H2). There is a negative relationship between board independence and agency cost.

2.3. CEO/Chair Duality

Another important feature of board characteristics is CEO/Chair duality, which indicates whether
or not the CEO also serves as chairman of the board of directors. Fama and Jensen (1983) theoretically
argued that the establishment of the Chairman concurrently holding the position of CEO helps to
streamline the organization structure, then may reduce the conflicts in business decision-making.
In Vietnam, according to Dang et al. (2018), companies with CEO/Chairman duality can be more
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efficient, because when the manager is the owner of the company, the information asymmetry will be
minimized. The agency cost may not be a problem, as the CEO tends to work in shareholders’ interests.

The empirical evidence is mixed. Ibrahim and Abdul (2011) examined 290 listed companies in
Malaysia from 1999 to 2005 and found out that depending on the level of family ownership, the effect of
duality is different on agency cost. To specify, family ownership companies have less agency problem
when dual position exists. By contrast, dual position can lead to higher agency costs in non-family
ownership companies.

Others pointed out that when the chairman becomes the person who makes strategic decision,
and then supervises and directly implements those decisions, this person may have too much power
over decision-making. Because of his own perks and benefits as a CEO, he may be biased and unduly
influenced to override business judgements. Companies should also separate these distinct jobs into
internal check and controls (Conyon and He 2012). For this reason, this separation is to ensure the
objectivity in assessing the performance of the management team. In Vietnam, Dang et al. (2018)
supported the statement that the separation between those positions can help reduce agency cost.

Considering previous literature reviews, we pose the following hypothesis:

Hypothesis 3 (H3). Companies with CEO and Chairman duality may have lower agency cost.

2.4. Management Ownership

Singh and Davidson (2003) investigated that the relationship between management ownership
and agency cost can be non-linear. In other words, with increasing levels of management ownership,
managers and outside shareholders’ interests are aligned, but when this level reaches a certain point,
the managers with too much power just focus on collect private benefit. They tend to build their
own empires or use their power to enjoy perks. The entrenchment effect will dominate the incentive
alignment effect.

However, Vijayakumaran (2019) showed evidence of service listed companies in the Chinese
Securities Exchange that, when management teams hold an appropriate percentage of company share,
can align the interest between these two groups, because higher shareholding from the managers
means that their wealth and benefits are closer to the interest of company owners, which resolves
managers’ moral hazard problems. This incentive alignment can be via stock options, preferences
compensation and actions through equity ownership. It stated that, in this period, there has been
a significant rise in the management ownership in China to reduce shareholder and management
conflicts. This study supports the results of Ang et al. (2000), McKnight and Weir (2009). These studies
showed that in the US and UK economies, the agency costs are inversely related to manager ownership
share. To support the US and UK based literature, we use the percentage of shares owned by all
directors and managers and hypothesize that:

Hypothesis 4 (H4). There is a negative relationship between management ownership and agency costs.

2.5. Government Ownership

In relation to government ownership, Berglund (2020) argued that in companies where the
government owns the majority of equity, the government has an incentive and expertise to control the
company closely and effectively at a lower cost, thus improving profitability and reducing agency cost.

However, Vijayakumaran (2019), Tian and Estrin (2007), and Wei et al. (2005) argued that the
government tends to be less proactive in controlling its investment. Additionally, because they can
easily get financial funding, state-owned companies have a poorer corporate control mechanism,
which in other words will increase agency costs. In the context of Vietnam, according to Phung and
Mishra (2016), the reason for this relationship is that these state-owned companies pursue both political
and social objectives. The managers can use these goals as an excuse to violate management and
ethical principles, which leads to heavy losses, not only for the government owner, but also for the



J. Risk Financial Manag. 2020, 13, 103 8 of 15

public interest. They use government subsidies and bribes as a tool in circumventing public policies
for private gain. In other words, the government ownership reduces firm performance, whilst also
increasing agency cost. We therefore hypothesize that:

Hypothesis 5 (H5). There is a positive relationship between government ownership and agency cost.

2.6. Foreign Ownership

Ownership by foreign investors also has an effect on company agency cost. Xu and Wang (1999)
pointed out that Chinese firms with a higher proportion of foreign investors have better control in
management activities, which in turn results in higher company performance and lower agency cost.
For emerging markets, compared to domestic shareholders, with the expertise and practice business
knowledge, foreign investors play an important role in effectively monitoring and correctly managing
discretions according to Lu and Li (2019) and Vijayakumaran (2019). In particular, when foreign
investors invest in a company, they take time to comprehend the different international and cultural
contexts, to avoid business risks and protect their investment, which increases financial transparency.
The company also receives international standards of governance and technology to operate effectively
and honestly. In line with the above statement, we hypothesize that:

Hypothesis 6 (H6). There is a negative relationship between foreign ownership and agency costs.

Besides the relationship with ownership structure and board characteristics, agency costs are also
influenced by other factors in a company. Ang et al. (2000) concluded that agency costs tend to decrease
with the increasing control from creditors. It means that the debt to asset ratio is inversely correlated
to agency cost. With the level of debt increase, the managers have to seek for maximizing outcome,
hence reducing agency problems. Doukas et al. (2005), in their study, said that when a company grows
larger, the number of managers and shareholders increases, and this may weaken the internal and
external corporate governance mechanisms. However, others argued that a larger firm size represents
its capability to access resource such as finance, human, expertise, etc. Besides, with a better reputation
with banks and creditors, larger firms are more likely to reduce information asymmetric problems
(Ang et al. 2000). Furthermore, Fama (1980) stated that there is a strongly negative correlation between
firm performance and agency costs. In this paper, we decide to use ROA to measure firm performance.

3. Data and Research Methodology

3.1. Data Collection

This study investigates the impact of corporate governance on agency costs of listed Vietnamese
firms, during the period of time from 2013 to 2018. The data are collected from listed financial reports
in the Ho Chi Minh Stock Exchange. In this paper, companies which do not have all required ratios
during the whole period are excluded. Financial companies are also excluded because they have a
complex capital structure and corporate governance. Then, we exclude outliers to avoid the problem
with extreme value. Finally, 281 companies meet the requirements. We used the correlation test, F-value
and T test to verify the statistical significance of each variable, through Stata and Microsoft excel.

3.2. Model Specification

ACi,t = α0 + α1BOARDSIZEi,t + α2DUALITYi,t + α3NONEXi,t +

α4MNG_OWNERSHIPi,t + α5GOV_OWNERSHIPi,t + α6FR_OWNERSHIPi,t +

α7DEBT_EQUITYi,t + α8FIRMSIZEi,t + α9ROAi,t εi

where i indexes firms and t indexes years.
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3.2.1. Dependent Variable

Agency cost (AC). According to the literature review, with agency cost type 1, which is more
common in Vietnam, this study considers choosing asset turnover or the ratio of administrative
and selling expenses to total sale to be agency cost proxy. The latter shows the expenses incurred
by the directors and management teams in non-production activities. These expenses typically
include managerial perks, such as managers’ income, communication bills, entertainment expenses,
travelling expenses, etc. Therefore, the higher the ratio is, the greater the agency costs. However, in
Vietnam, the managerial perks are much lower than those of their counterparts in Western countries
(Dang et al. 2018). So, using this measure has a few drawbacks. Firstly, because the legal system for
transparency of financial information in Vietnam is not tight, we believe that the accounting system
may be manipulated in some circumstances, so that the expenses in the financial statements do not
fully reflect the actual costs of companies. Besides, in order to hide shady expenses, managers tend to
seek benefits in other ways, such as handing over important projects to family members or appointing
key position to their relatives. Therefore, calculated agency cost through the administrative and selling
expenses in Vietnamese companies may not be appropriate. We decided to apply asset turnover
to measure agency costs. These are commonly used as adverse agency costs in previous research
(Tian and Estrin 2007; Vijayakumaran 2019).

3.2.2. Independent Variables

Board size (Board size) is the total number of members on the board of directors. A large number
of board members will cause difficulties in cooperation and communication, leading to obstacles when
solving problems and unifying opinions. Therefore, we expected that board size would have a direct
impact on agency costs, which results in an inverse relationship with asset turnover variable.

CEO and Chairman duality (Duality) is a dummy variable. It is taken as 1 if the CEO is also the
chairman; otherwise it is taken as 0. In the context of Vietnam, the duality can lead to reduce the
information asymmetry. We therefore expect a negative relation between duality and agency cost, and
positive relation with asset turnover ratio.

Board independence (NonEx) is defined by the percentage of non-executive directors. According
to previous papers, recruiting external directors can fill a gap of owners’ experience and knowledge
of specific sector. Besides, to avoid bad habits and keep objective view for management team, the
presence of non-executive directors helps to keep the management team in check. Therefore, we expect
a negative relation between board independence and agency cost, or a positive relation with asset
turnover ratio.

Management ownership (mng_ownership) is calculated by the percentage of shares owned by all
of the management team. According to the theory presented, the more shares that they own, the more
similar their interests are to those of the shareholders. Therefore, we expect that this ratio is inversely
related to agency cost and directly related to asset turnover variable.

Government ownership (gov_ownership) is calculated by the percentage of share owned by
the government and its agent. The correlation between agency cost and government ownership is
inconsistent in previous studies. Depending on the different research samples in different countries,
the government ownership may have a positive or a negative impact on agency cost. However, in this
paper, we expect a positive relationship between those two ratios, or a reverse correlation between
government ownership and asset turnover ratio.

Foreign ownership (fr_ownership) is calculated by the percentage of share owned by foreign
investors. In many previous studies, foreign investors are considered to play an important role in
controlling companies. Therefore, we expect this ratio to be negatively related to agency cost and
positively to the asset turnover.
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3.2.3. Control Variables

Leverage (debt_equity) is calculated by debt to equity. High financial leverage means that the
company is under the control of creditors, which encourages one to reduce agency costs and meet the
management transparency requirements of the creditors. We therefore expect the debt to equity ratio
to be negatively related to agency cost and positive to asset turnover.

Firm size (Firmsize) is calculated by the logarithm of total asset. Large companies may have lower
agency cost due to their economics of scale and ability to attract resource. We expect firm size to be
negatively related to agency cost and positively related to asset turnover.

Firm performance (ROA) is calculated by return on assets. Based on the nature of agency theory,
we expect a negative relationship between ROA and agency cost and a positive correlation with
asset turnover.

The hypotheses of the correlation between independent and dependent variables are summarized
in Table 1 below:

Table 1. Hypotheses summary.

Independent
Variables Description Expected Correlation with

Dependent Variable
Expected Correlation

with Agency Cost

BOARDSIZE The size of the board of directors − +
DUALITY CEO and Chairman duality + −

NONEX The percentage of non-executive
directors + −

MNG_ONWERSHIP The percentage of shares owned by all
management team + −

GOV_ONWERSHIP The percentage of shares owned by the
government and its agent − +

FR_OWNERSHIP The percentage of shares owned by
foreign investors + −

FIRMSIZE The logarithm of total assets + −

DEB_EQUITY Total debt to equity + −

ROA Return to Assets + −

4. Results and Discussion

4.1. Descriptive Statistics

Table 2 shows the descriptive statistics for the main variables used in our model. By using Stata
to examine 281 listed Vietnamese companies, the result generated is illustrated including minimum,
maximum and standard deviation to present the trend in agency cost and factors affecting it.

Table 2. Descriptive statistics.

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Mean 2.559566 5.753262 0.260973 0.677133 5.278183 18.53161 14.72727 12.18373 1.395412 0.100876
Median 1.324823 5.000000 0.000000 0.666667 0.670767 0.000000 8.024261 12.12994 1.029513 0.083767

Maximum 25.48642 15.00000 1.000000 1.000000 64.99210 96.72000 77.57961 14.45935 18.25519 0.929474
Minimum 0.078533 3.000000 0.000000 0.200000 0.000000 0.000000 0.000000 10.93568 0.005753 −0.777823
Std. Dev. 3.243356 1.305855 0.439295 0.168851 9.934499 26.10073 16.48157 0.564183 1.418287 0.097527
Skewness 2.977904 1.203448 1.088553 −0.309024 2.830685 1.022599 1.121193 0.656090 3.583558 1.600317
Kurtosis 14.20129 4.352852 2.184948 2.576532 12.01115 2.585624 3.098921 3.516652 29.35599 18.69482

In which: (1) is agency cost, (2) is board size, (3) is duality, (4) is non-executive director, (5) is management ownership,
(6) is government ownership, (7) is foreign ownership, (8) is firm size, (9)) is debt to equity, (10) is ROA.

As can be seen, the data show that the average of agency cost measured by asset turnover is
2.55 with standard deviation at 3.24 and values ranging from 0.07 to 25.48. The number of board
directors ranges from 3 to 15, with the average figure of six members. Compared to other countries,
Vietnamese companies’ average board size is lower with six members, while companies in Spain have
10 members and in the US they have nine members (Granado-Peiró and López-Gracia 2017; Kieschnick
and Moussawi 2018).



J. Risk Financial Manag. 2020, 13, 103 11 of 15

Additionally, board independence calculated by the non-executive directors to total directors has
an average of 67.8%, with a minimum of 20% and a maximum of 100%. It is a good representation,
showing how independent a board can be. The mean of CEO and Chairman duality is 0.26, identifying
only 73 companies out of 281 companies in which the CEO is also the Chairman.

Besides, management ownership average is 5.27%, which is fairly low compared to the 18.53%
shares owned by the government and its agent. The maximum figure is 96.72%, representing a
dominant ownership of government investment in the electricity, petrol, telecommunication, coal and
mineral and ship building areas in Vietnam.

This Table 3 shows the correlation matrices of all variables for the sample of 1686 observations
to recognize the existence of multi-collinearity. When the correlation between independent variables
is lower than 0.5, it means the correlations of them are week. We can conclude that there is a low
possibility of the multi-collinearity problem in the regression model.

Table 3. Correlation of variables used in the main model.

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

(1) 1.000000
(2) 0.008877 ** 1.000000
(3) 0.004296 −0.049074 ** 1.000000
(4) 0.044255 ** 0.091725 ** −0.390323 * 1.000000
(5) −0.061912 ** −0.010123 ** 0.483645 ** −0.355857 1.000000
(6) −0.069032 ** −0.091480 −0.216996 0.043196 −0.292762 1.000000
(7) 0.044442 ** 0.391392 0.020879 0.015031 −0.013387 −0.155067 1.000000
(8) 0.158940 * 0.322622 −0.064881 0.023561 −0.059598 0.024418 0.321519 1.000000
(9) 0.026872 * −0.017144 0.054672 −0.148192 0.134398 −0.013685 −0.189325 0.211539 1.000000
(10) 0.261021 ** 0.065876 −0.046449 0.060341 −0.020047 ** 0.032609 ** 0.157565 −0.074837 ** −0.326989 ** 1.000000

In which: (1) is agency cost, (2) is board size, (3) is duality, (4) is non-executive director, (5) is management ownership,
(6) is government ownership, (7) is foreign ownership, (8) is firm size, (9)) is debt to equity, (10) is ROA. ** Correlation
is significant at the 0.01 level (2-tailed). * Correlation is significant at the 0.05 level (2-tailed).

4.2. Regression Model

The F-test (F-test = 6.68 with significant p < 0.01) is performed to choose between the pooled
regression and fixed effects model. After that Hausman test (with a probability of Wald yielded < 0.01)
is carried out to make the decision that the fixed effects model is better off for the analysis purpose
compared to the random effect. As a result of the Hausman test, we applied a firm fixed effect model
to run data regression with the dependent variable as the asset turnover ratio. Due to multiple
observations within the same panel, we clustered standard errors by the firms, showing fixed effects
model (FEM) robust results. This asset turnover ratio is the inverse proxy of agency costs. Therefore,
a positive correlation of the estimated coefficient of independent variables shows lower agency
problems. According to the results shown in Table 4, the coefficient of determination (R-square) of
0.35084 indicates that 35.08% of the level of agency costs can be explained by the independent variables
in the model.

Table 4. Regression results (Robust fixed effect).

Particulars Coefficient t-Statistics p-Value

_cons −11.44757 −6.374613 0.0000 ***
BOARDSIZE 0.102831 1.607745 0.0811 *

DUALITY 0.152149 0.753388 0.4513
NONEX 0.564799 1.144249 0.0527 *

MNG_ONWERSHIP −0.022355 −2.481583 0.0132 **
GOV_ONWERSHIP −0.014914 −4.749622 0.0000 ***

FR_OWNERSHIP 0.021563 4.077614 0.0000 ***
FIRMSIZE 1.347429 8.858116 0.0000 ***

DEB_EQUITY 0.418252 7.083200 0.0051 *
ROA 9.363366 11.56937 0.0527 *

Adjusted R-squared 0.35084
F-statistic 8.64132

Prob(F-statistic) 0.000000

*** Significance is at the 0.01 level (3-tailed). ** Significance is at the 0.05 level (2-tailed). * Significance is at the
0.1 level (1-tailed).
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It can be seen that the board size and board independence show a significant correlation with asset
turnover ratio at 10 percent level. To specify, with an estimated coefficient of positive 0.102, the result
presents a positive relationship between board size and asset turnover, then a negative relation with
agency costs. In other words, Vietnamese listed companies with larger board size may reduce agency
costs. It means that our hypothesis H1 is rejected. This result is consistent with the statements of
Monks and Minow (2004), Uadiale (2010). The reasons are that in Vietnam, the small board of directors
tends to be dominated and manipulated by the management team. Due to the lack of control in a
small board, the management team easily overtake at work and conceal material issues in the company.
Therefore, larger boards which can generally spend more time and experience for the company are
supposed to be better at monitoring operation activities. Besides, some papers have argued that larger
boards are ineffective due to the lack of coordination and free rider problems (McKnight and Weir 2009).
However, the maximum board size in Vietnamese companies is 15 members with an average of six
board members, which is not high compared to the board size in other countries over the world (from
3 to 31 members). It means that, with this appropriate number of directors, Vietnamese director boards
can still maintain their effectiveness in monitoring the CEO and management team.

With regards to board independence at a 10% significance level, the estimated coefficient is 0.564,
which presents a direct relation with asset turnover ratio and inverse relation with agency costs.
The hypothesis H2 is proven and this result is consistent with the findings of McKnight and Weir (2009),
and Henry (2010). Decree 71 on Vietnam Corporate Governance in 2017 guiding about management of
listed companies in Vietnam required that listed companies must ensure that at least one-third of total
members on a board of directors are non-executive. Independent board members can keep business
decision straightforward and objective to ensure shareholders’ interests. Besides, with non-executive
directors, companies can select an expert in the specific area that a company wants to target, then these
members can bring expertise and share their network with the company.

When it comes to CEO and Chairman duality, we expected that companies separating these two
positions would have lower agency problems. However, based on data results with p-values of 0.451,
there is no statistical relationship between duality and agency costs.

With a 5% significant level, the correlation between management ownership and the asset turnover
is statistically significant, at −0.022. Additionally, this ratio has a negative relationship with the
dependent variable, which has a positive relationship with agency costs. It means that the H4
hypothesis is rejected. This is inconsistent with results of Ang et al. (2000), McKnight and Weir (2009) in
the literature review. Because the agency problem is strongly affected by culture and corruption driven
in each economy, in the context of a transition market like Vietnam, the more shares that managers own,
the more power they have and tend to use their position to steer the company in a direction which is
beneficial for them. With the advantage of information, when managers own shares of the company,
they can take one step ahead of other shareholders to transfer the lucrative projects to their relatives.
They are even able to abuse their power by appointing relatives to important management positions,
then creating their own group of interests. Self-interest is the cause of this shareholders’ conflict.
Additionally, with the right of management and ownership at the same time, this manager can choose
the suppliers that he wants to earn commissions from contracts, even though these suppliers may not
be suitable for the company. Therefore, a high level of management ownership is not a solution for
agency cost in the context of Vietnam.

Regression analysis provides evidence about a negative relation between government ownership
and asset turnover, which means a positive correlation with agency cost of 0.014. This result is consistent
with hypothesis H5 and studies of Vijayakumaran (2019), Tian and Estrin (2007), Wei et al. (2005) about
the fact that state ownership in Vietnamese listed companies leads to poorer corporate governance and
operational inefficiency, which increases agency problems. Currently, Vietnamese listed companies
with government ownership tend to expand their investments into other industries, due to the easy
access to state funds and low interest rate, for example, transport, petrol, ship building companies
investing in real estate, etc. These investing activities are mostly ineffective, due to the fact that
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they have no competitive capacity. In fact, managers are aware of this situation, but they take this
opportunity to invest in the short term, bringing profit for a while, then concealing the losses. Their
purpose is to raise their reputation, expend relationships and seize power. They even use government
resources and bribes as tools in circumventing public policies for private interests.

The ownership ratio of foreign shareholders is statistically significant, with an estimated coefficient
of 0.021, which is consistent with our hypothesis and the previous studies of Xu and Wang (1999),
and Vijayakumaran (2019). This means that foreign investors can act as an effective controller in
Vietnamese listed companies, contributing to the reduction of agency costs.

Firm size is demonstrated to be a possible explanatory factor for the dependent variable. With the
significant level at 1%, firm size shows a positive correlation with asset turnover, or it is negatively
correlated with agency costs. This result is consistent with Ang et al. (2000) and Guillen (2017).

With the significant level at 10%, the debt to equity ratio shows a positive correlation with asset
turnover, and a negative correlation with agency cost. This result is also consistent with the literature
review. A company with a high level of debt financing becomes subject to the control of its creditors
and shareholders. It requires a strict and effective management process, hence reducing agency costs
for the company (Doukas et al. 2005). Additionally, firm performance measured by ROA has a positive
relationship with asset turnover, or a negative correlation with agency costs.

5. Conclusions and Recommendation

This study has investigated the correlation between corporate governance, including board
characteristics and ownership structure with agency cost, in 281 listed Vietnamese companies.
The literature review of agency problems is discussed to choose an appropriate proxy of agency
costs among asset turnover, the ratio of administration, selling expenses, and the divergence between
cash flow right and voting right. The results show a negative relation between board size and board
independence, with agency cost measured by asset turnover proxy. Besides, the higher the management
and governance ownership are, the higher agency costs are. In addition, agency costs decrease when a
company grows bigger, has more control from creditors and has better firm performance. From these
results, the study makes some recommendations, as follows:

In order to encourage and motivate the management team, how much the benefits for managers
are, and how these are paid, is a serious matter, which should be considered for each business situation.
Two parties must come to the nearest point to harmonize the interests of both shareholders and
managers by incentive and binding contracts. Managers should be paid based on the margin profit in
the period. Then, they are well paid for their ability and efficiency, which enables them to pay more
attention to increase firm performance. However, the company should consider carefully whether to
pay managers using company shares, because it is a double-edged sword.

The Vietnamese government should divest and transfer the ownership of key enterprises from
the ministerial or provincial committee to private investors. Additionally, the legal framework
on equitization and state-owned companies, including the law on management and state capital
invested in use, should be required to ensure managers have to use government borrowings for their
proper purpose.

Foreign investors play an important role in controlling companies. Therefore, it is necessary to
have more solutions to attract investment capital from foreign individuals and institutions.
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