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 The present study is going to investigate the relationship between the agency 
expenditure and the capital structure in pharmaceutical companies having being 

accepted in Tehran Stock Exchange. The above mentioned industry has been selected 

because of the more shareholders attention to the industry during the last year. So the 

time extend of this study includes the years 1388-1391(2010-2013). Therefore, 20 

companies were selected among the above mentioned companies as the qualified 

sample. The collected data were examined by the software SPSS. The research 
information was analyzed by the use of the statistical tests. The results suggest that 

there  is  a  meaningful  relationship  between  the  agency  expenditure  and  the capital 
 structure in pharmaceutical companies in Tehran Stock Exchange. 

 

 
© 2014 AENSI Publisher All rights reserved. 

To Cite This Article: Mehdi Saghafi and Dr. Mahmood Hemmat Far., Investigating the relationship between the agency expenditure and 

the capital structure in pharmaceutical companies, accepted in Tehran Stock Exchange. Adv. in Nat. Appl. Sci.,  8(3): 159-165, 2014 

 

INTRODUCTION 

 

Agency theory (agent) has been appeared in different texts including the economy, assurance, management 

and accounting and Namazi [10]. This theory is related to the case that someone assigns the responsibility of 

deciding about distributing the economy and financial resources or performing a service to someone else during 

a specified contract.  

According to the modern literature of financial security, the agency conflicts are considered as determinant 

factor of the capital structure of the companies. This research investigates the relationship between the agency 

expenditure and the capital structure. The capital structure and the shareholders composition in different 

companies are various. A part of the companies' ownership is held by جزئ stockholder and natural person. This 

group relies on available information such as issued financial statements in order to monitor the companies' 

managers, while another part of this ownership belongs to the professional shareholders to whom, against the 

first group of the shareholders, the company managers give directly the inner valuable information on the 

company future views and commercial strategies and long-term investigation. Regarding to the above matters, 

in this research we seek to answer to this question: what is the relationship between the agency expenditure and 

the capital structure among the pharmaceutical companies in Tehran Stock Exchange? 

 

The agency expenditure: 

According to the literature of the agency theory, the more use of the debts in the company capital structure 

is introduced as a way of decreasing the agency expenditures, because the more use of the debts in the company 

capital structure through decreasing the need of financial security via the shareholders salaries leads to 

decreasing the benefits conflicts and oppositions among the managers and shareholders [7].  

The agency representation is a contract accordingly one or more clients (or clients) is appointed to do 

services on their parts, and simultaneously has the decision making authority. Espens and Zeckhauzer and Ross 

presented the primary cohesive analyses of the problems related to organizing the compensation method for the 

agency services to align his/her motivations with his/her client interests. Jensen and Meckling [7 state that the 

agency problems resulting from the interests conflict, practically, exist in every shared activity among the 

individuals with independent interests, whether or not as a hierarchy in lawyer- mandatory relationship. Jensen 

and Meckling define the agency expenditure as configuration total costs of formal and informal contracts: 

monitoring the expenditure on the part of the mandatory, warranting the expenditure on the part of the agent, 

and the residual loss. The residual loss is the opportunity cost relating to modifying the real activities. This loss 

occurs because it doesn't worth to perform all the contracts perfectly. They believe that the contract parties 
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reasonably predict the attainable activities, and arrange necessary contracts for facilitating those activities. 

While negotiating about the contracts, some operations that will be done in the result of hidden motivations of 

the contracts are predicted. These predictions are considered in the contracts prices and conditions. So the 

agency expenditure of any relation is accepted by the negotiator parties. It means that some people can make a 

profit by designing the more effective ways for decreasing the costs. Jensen and Meckling use the agency format 

to analyze the confliction method of interests among the shareholders, managers and holders of bonds in the 

companies. 

 

Definition of the capital structure: 

One of the most important issues must be considered by the financial managers to maximize the 

shareholders wealth is specifying the best composition of the company resources or the capital structure. The 

puzzle of the capital structure is one of the most important problems of the financial management and is more 

complicated than the capital bonus puzzle.   

Belkui introduces the capital structure as total claim on the company properties. He says that the capital 

structure consists of issued public bonds, private investment, bank debt, commercial debt, lease contract, tax 

debt, debts of pension benefits, delayed premium for the managers and employees, performance deposits, the 

liabilities relating to the goods and the other possible debts [8]. Generally, the capital structure points to the 

resources composition used for financing. Usually the capital structure is measured through the ratios such as 

the ratio of debt to total properties, the shareholders salary to total properties, debts to the shareholders  salary, 

and the shareholders  salary to the debts. 

The composition of different financial resources is called as the capital structure [4]. In studying the capital 

structure of the companies there is an effort to explain the compound of different financial resources used by the 

companies in financing the activities and their necessary investment [14]. Also, one can say that the purpose of 

determining the capital structure is specifying the financial resources compound in every company in order to 

maximizing its shareholders wealth [11]. Since the cost of the company capital is considered as a function of its 

capital structure, selecting a desired capital structure leads to decreasing the company capital cost and increasing 

its market value [9].  

 

Optimal capital structure: 

The notion of the capital structure is the type and percent ratio of different bonds issued by the profit unit. 

The optimal capital structure is also the ratios set that leads to maximization of the general value of the profit 

unit. But how we can determine the maximum area of the profit unit value? The financial managers have to 

prepare their suitable policy to dealing with this very difficult problem. In this case, one of the information 

sources can be the fluctuating bonds price of the profit unit in the exchange. If, having being announced a new 

financial program, the country stock price decreases, we can conclude that performing the new financial 

program will results in the company being existed out of the optimal area. Also, the credit financial institutions 

providing financial and credit facilities can deliver their views on the financial program of the profit unit to the 

financial managers. If the profit unit has to pay a high interest, one can consider it as a sign of the previous high 

loan. Another information source can be revising the categorization of the profit unit bonds and decreasing it by 

the financial analytic institutions.  

Assuming that the management can determine the optimal capital structure of the profit unit, how this 

structure can affect the cost of financing? The bonds buyers expected output rate of the profit unit (stocks and 

securities) depends on the selected structure.  

What is important is that the management measures the financing cost when the profit unit has a capital 

structure about the optimal area (when the value of the profit unit is high), because, otherwise, the financing cost 

may be accompany with main errors [13].  

The optimal capital structure is a composition of the shareholders debts and salaries that maximize the 

market value of the profit unit [1]. 

On the basis of theoretical concepts, the financial manager should plan the optimal capital structure. The 

optimal capital structure will be gained when the market value of each stock maximized. For determining 

desired capital structure, using the profit of each stock, financial BEP (break-even point), financial lever or 

level, and indifference point as accepted methods of measuring the risk and output is necessary [12]. 

There are significant differences among the capital structure of the active companies in different industries. 

Because of several effective factors on the related decisions to the capital structure of a company, the determiner 

judgment of the capital structure plays a very important role. If the judgment of the decision-makers about the 

importance degree of different effective factors on the capital structure is different, then the capital structure of 

two similar companies can be different. These effective factors are extremely psychological, complicated and 

qualitative, and since the capital markets are not perfect and the adopted decision may be accompany with the 

risks and insufficient knowledge, they don’t follow an accepted theory. Generally, the companies are interested 

in provide all necessary financial resources for investment with the least cost (Nikoomaram et.al. 2009). 
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The companies have to plan their primary capital structure at the time of establishing and running the profit 

unit, and then every time there is a need to finance for investments, the decisions on the capital structure will be 

affected. The decisions process of the capital structure is shown as following figure1). 

 

 
 

Fig. 1: The process of capital structure decisions 

 

Research background: 

 Namzi, [10], in a research by the name of "studying the relationship between the capital structure and 

profitability in the accepted companies in Tehran Stock Exchange" concluded that there is a positive relation 

between the capital structure and profitability in the companies, that is affected by the industry type. 

 Nemati by comparatively studying about the determining factors of the capital structure in Iran and 

Southeast Asian countries concluded that in our country, like the southeast Asian countries, there is a positive 

relationship among the ratio of fixed properties to total properties and the company size to the capital structure, 

and there is a negative relationship among profitability and current ratio to the capital structure.  

 Sinaee investigated the effect of the company particularities on the capital structure, and considered the 

company size, profitability, development opportunities and obvious properties as important inner parameters of 

the companies affecting the company financial lever. 

 Gang and Lee tested the capital structure effect on the agency expenditure in English companies. In the 

research 323 companies categorized on the basis of the exchange index were used. The reason of selecting the 

public limited companies was first, English capital market is strong and financing by creditors is easily traceable 

in these companies; Second, maximizing the wealth is the most fundamental purpose of the managers in 

England; and third, the information of public limited companies show carefully and desirably the effect of lever 

level on the agency expenditure. The study results show that there is a significant high negative relationship. 

The relationship between debt and the agency expenditure ratio don’t remain converse so long. 

 Sing and Davidson stated that if the properties flow ratio is used as the agency expenditure, increasing 

the managers ownership leads to increasing the alignment between the managers and owners interests and 

decreasing the agency expenditure. There was a meaningful relation between the external main ownership ratio 

and the agency expenditures such as the operational expenditures to the selling or the properties flow ratio -   a 

converse relationship was seen between the size of the board of directors and the company agency expenditure. 

 Decas and colleagues considered the bonds analysts as effective factors for decreasing the agency 

expenditures. 

 

Research variables: 

The particularities that the researcher observes and collects are called variable. A variable is a quantity can 

have different amount from someone to another and from an observation to another one. Variables in the present 

research grouped in to two dependent variable and independent variable regarding to their role. The dependent 

one is the capital structure and the independent one is the agency expenditure. 
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Conceptual model of the research: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig. 2: Conceptual model of the research 

 

The research hypothesis: 

There is a relation between the agency expenditure and the capital structure in pharmaceutical industry 

 

Research methodology: 

The present study in the view of purpose - based categorization is of experimental researches and 

executively is causal. Experimental researches are those in which primary data and information are gathered by 

the experimental methods, observation and so on, and analyzed by using the accepted criteria and statistical 

techniques [5]. This research purposely is functional and typically is descriptive- correlative. Library research 

methods are used in all scientific researches, but in some of them some part of these methods are used. The 

theoretical framework and principles were obtained by the library research method, and the necessary 

information was gathered by performing the calculations through the financial statements of the accepted 

companies in Tehran Stock Exchange regarding to the runtime realm, and the relation between the variables was 

tested by using the statistical methods.  

 

Research society and Sampling method: 

The concept of society in scientific research refers to all individuals on whom the generalization is 

performed. Sample is an identifier subset of the whole selected society [5]. The sampling method of this 

research has been systematic omission. 

Also the under - study society in the research consists of all accepted pharmaceutical companies in Tehran 

Stock Exchange for the time periods of 2009 to 2012 having the following conditions: 

1. Have been accepted in the Stock Exchange Organization before 2009. 

2. Will be active in the Stock Exchange Organization by the end of 2011. 

3. Their financial year ended to 12/29 yearly. 

4. Their financial information is perfect during the research years. 

Among the companies which their financial year was 29
th

 of Isfand (20
th

 Mars), those who had more than 6 

month interruptions in transaction were omitted from the under-study society, and according to the above 

mentioned conditions, 20 qualified companies were  selected. And because of this small statistical society, we 

consider all 2o companies as our statistical society. 

 
Table 1: The names of the statistical sample of the pharmaceutical companies 

Rank The company name Industry type 

1 Daroopakhsh Raw materials Production pharmaceutics 

2 Kosar pharmacy pharmaceutics 

3 Industrial, Kimidaroo pharmaceutics 

4 Sinadaroo Laboratories pharmaceutics 

5 Chemical pharmaceutical Daroopakhsh pharmaceutics 

6 Daroopakhsh Plants pharmaceutics 

7 Abooreyhan Daroo Pharmaceutics 

8 Osve Daroo Pharmaceutics 

9 Exir Daroo Pharmaceutics 

10 Amin Daroo Pharmaceutics 

11 Damloran Razak Daroo pharmaceutics 

12 Razak Daroo Pharmaceutics 

13 Zahravi Daroo Pharmaceutics 

14 Abidi Daroo Pharmaceutics 

15 Iran Daroo Pharmaceutics 

The agency 

expenditure 

The capital 
structure 

Pharmaceutical 
companies 
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16 Pars Daroo Pharmaceutics 

17 Farabi Daroo Pharmaceutics 

18 Loghman Daroo Pharmaceutics 

19 Rooz DAroo pharmaceutics Pharmaceutics 

20 Alborz Daroo pharmaceutics 

 

Data analysis method: 

By using the descriptive statistics the graphs and tables in this research were investigated, and Regression 

Test was used as interpretive statistics. The software SPSS was used for performing the statistical tests of 

measuring the coefficient and obtaining the necessary amount for statistical analyses such as correlation 

coefficients, graphs and so on. Finally having perfectly provided and calculated the variables and primarily 

processed the data, the software Excel was used. 

 

Regression test for the research hypothesis: 

Regarding to the research hypothesis, null hypothesis and its opposite hypothesis are defined as following: 

H 0: there is a correlation between the agency expenditure and the capital structure in pharmaceutical 

industry. 

H 1: there is not a correlation between the agency expenditure and the capital structure in pharmaceutical 

industry. 

And it is shown by the following statistical tables: 

 

 H0: ρ = 0  

 

 

 H1: ρ ≠ 0 

 
Table 2: Correlation coefficient, determination coefficient, modified determination coefficient, and test of Durbin- Watson 

Model Durbin-Watson 
Error of estimate 
criterion 

Modified 

determination 

coefficient 

Determination 
coefficient 

Correlation 
coefficient 

1 1.761 .6051446 -.004 .007 .018 

 

According to the table2, Pierson correlation coefficient between the two variables of the agency expenditure 

and the capital structure in pharmaceutical industry is 0.018. This number shows a meaningful relation between 

two variables at the error level of 0.05. Regarding SPSS outputs, the tables show that one of the regression 

assumptions is the error independency; if the hypothesis of the errors independency is rejected, and the errors 

are correlative, using the regression is not possible. Statistic amount of Durbin - Watson is 1.5 to 2.5, the 

correlation assumption between the errors is rejected and the regression can be used. Statistic amount of Durbin 

– Watson is 1.761 according to the above table. This number shows that the errors are independent and there is 

no correlation among the errors themselves, and the correlation assumption among the errors is rejected and the 

regression can be used. 

 
Table 3: Analysis of regression variance 

Model Sum of squares Freedom degree Mean Statistic f 
Meaningfulness 

level 

Regression .238 1 .238 .651 .022 

Fixed number 35.888 98 .366   

Sum 36.126 99    

 

The above table shows the variance analysis between the variables the agency expenditure in 

pharmaceutical industry as independent variable and the capital structure in this industry as dependent variable. 

According to this output, since sig (0.022) is less than 5%, the hypothesis H0 is not confirmed at the error level 

of 0.05, and the correlation between these variables is confirmed. 

 
Table 4: summary of multiple-regression findings 

Model 
No standardized coefficients Standardized 

coefficients 
Statistic t Meaningfulness level 

Std. Error B 

Constant .069 .708  10.214 .000 

The agency expenditure in 
pharmaceutical industry 

.000 -1.006 -.081 -.807 .022 

 

According to the above table, the fixed amount and coefficient B related to each variable in the general 

model regarding to the meaningfulness level have been decided.  
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Since the meaningfulness level of the regression coefficient equality test relating to the variable of the 

capital expenditure in pharmaceutical industry in this output is less than 0.05, the assumption of the regression 

coefficient equality with null(H0) is rejected, and they should not been excluded from the regression equation. 

Also the meaningfulness level (0.022) is less than 0.05, so there is a meaningful relation between the agency 

expenditure and the capital structure in pharmaceutical industry. The final regression model is as follows. 

(The capital structure in pharmaceutical industry) y= 0.708 – 1.006 (The agency expenditure in 

pharmaceutical industry) 

 

Conclusion: 

Pierson correlation coefficient between the two variables of the agency expenditure and the capital structure 

in pharmaceutical is 0.018. This number shows the meaningful relation between two variables at the error level 

of 0.05. Regarding SPSS outputs, the tables show that one of the regression assumptions is the error 

independency; if the hypothesis of the errors independency is rejected, and the errors are correlative, using the 

regression is not possible. Statistic amount of Durbin - Watson is 1.5 to 2.5, the correlation assumption between 

the errors is rejected and the regression can be used. Statistic amount of Durbin – Watson is 1.761 according to 

the above table. This number shows that the errors are independent and there is no correlation among the errors 

themselves, and the correlation assumption among the errors is rejected and the regression can be used. 

The variance analysis between the variables the agency expenditure in pharmaceutical industry as 

independent variable and the capital structure in this industry as dependent variable. According to this output, 

since sig (0.022) is less than 5%, the correlation between these variables is confirmed. The meaningfulness level 

of the regression coefficient equality test relating to the variable of the capital expenditure in pharmaceutical 

industry in this output is less than 0.05. Also the meaningfulness level (0.022) is less than 0.05, so there is a 

meaningful relation between the agency expenditure and the capital structure in pharmaceutical industry. The 

final regression model is as follows. 

(The capital structure in pharmaceutical industry) y= 0.708 – 1.006 (The agency expenditure in 

pharmaceutical industry) 

 

Suggestion on the basis of the research findings: 

Regarding to the analysis findings of the research hypothesis we can suggest to the users of the information 

of the accepted companies in Tehran Stock Exchange that if they want to take into account their programs for 

the companies having different agency expenditure, they must pay special attention to the capital structure of 

these companies, and study their capital structure, because they have a meaningful relationship. 

Also we can say that if they want to take into account their programs for the companies with corporation 

ownership, there is no need to consider the relation between the market added value and the economic added 

value, and the capital structure. They can exercise their programs for every mentioned variable individually. So 

it is better to use the combination of the other tools of prediction and financial operation measurement. These 

variables are not solely strong and assured tools for studying the companies operation.  
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