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ABSTRACT 

Managers who themselves are the owner of company`s stocks are considered as stable stockholder. It is 

expected that they play an active and manifest role in decreasing opportunism of managerial agency costs 

and wealth distribution between stockholders and creditors. So, it is argued that as a result, managerial 

agency cost reduces and subsequently debt cost reduces as well. The present study reviews the impact of 

managerial ownership on debt cost. In this study, percentage of stocks owned by company directors is 

used to measure managerial ownership, interest cost to total debts is used to debt cost. To do so, a number 

of 50 companies listed in Tehran Stock exchange in 2007-2013 time span were reviewed. Regression 

analysis was used to review the relationships between variables. The results indicate that the impact of 

managerial ownership on debt cost is insignificant. 
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INTRODUCTION 

One of the constant concerns of the corporations’ financial managers is financing. The financial managers 

of the corporations often need financing to carry out developmental projects with providing the daily 

circulating capital. With the development and growth of financing knowledge and the design of various 

financing tools, the financial managers of the corporations encounter a mass of tools and ways to their 

corporation’s financing. To decide the way of financing the business, the financial managers are 

constantly encountered with this question that which financing way or tool can provides the best and most 

optimized financing for the corporation under their management, (FadaieVahed and Mayli, 1993). On the 

other hand, the corporate governance is the assembly of guidance and control mechanisms of the 

corporations. The system of the corporation governance determines the distribution of the rights and 

responsibilities of different stakeholders, including the managers, clerks, stockholders and other 

characters that are affected by the corporation’s activity and affect it (Ahmadpour and the colleagues, 

2010). And the ownership structure is one the pillars of corporate governance. The meaning of ownership 

structure is determining the texture and composition of the corporation’s stockholders and at times the 

owner of the corporation’s final major share. The composition of the stockholders and the amount of the 

ownership concentration is two essential aspect of the corporation’s ownership structure. 

The composition of the stockholders is measured by four ownership variables, external, corporate, 

directorial and institutional (Setayesh and Kazemnezhad, 2010). Therefore the management ownership is 

one of the variables of ownership structure and represents the percentage of the stock held by the 

members of the board directors and the managers of the corporation’s whole share (Ben, 2013). Studies 

show that if the managers are their own corporation’s stockholder, they will be more motivated for 

monitoring, because the more the manager’s ownership stock, the more his effort to increase the 

corporation’s value. When the manager is the owner of 100% of the corporation’s stock, the expense of 

stockholders’ agency will be zero, because the manager, who is one of the corporation’s stockholder, is 

more motivated to protect the corporation’s expense (Mojtahedzade, 2011). On the other hand, the agency 

problems are created as a result of the opposition of interests between the managers and the stockholders, 

or of the opposition of interests between the minor stockholders and controlling stockholders. These 

problems, finally lead to the expense of agency that is transferred to the corporate and the stakeholders. 
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(Jensen, 1986) The agency theory assumes that there is a potential conflict between the interests of the 

stockholders and managers and the managers try to obtain their own maximum interests by the 

corporation’s stockholders, interests that may stand in opposition to stockholders’ interests (Shahikitash 

and the colleagues, 2012).  

For instance, the investments of the managers in joint stock corporations will lead to conflict between the 

stockholders and the bondholders. And therefore the agency problems will increase. By limiting the 

liability, the stockholders become motivated to obtain the bondholders’ wealth through investment and 

they target the decrease of value of the overdue liabilities with financial decision-makings. Management 

owners are motivated to transfer the wealth by financial activities like changes in the divided policy of 

profit and issuing the liability.  

The creditors should consider the motivation of the management owners and adjust the yield of the 

corporations’ bonds accordingly. Therefore, because the potential creditors know about the existence of 

the expense of agency among themselves and managers and other stockholders, they can predict the 

expense of agency by using the information of the corporations’ managers that are stockholders 

themselves. And this way they are encountered with a wide spectrum of solutions in the time of issuing 

the liabilities. Then the creditors consider the risk of losing their own interests and decide. Assuming that 

the creditors observe their own interests in opposition to the interests of stockholders and managers, they 

will ask for a higher interest rate for their liabilities and consider this as redress. In other words, this high 

interest creates a kind of protective expense for creditors and since the interest cost is increasing, the cost 

of debt is also increasing (Shoto and Kitagawa, 2011). The cost of debt is representative of the financial 

pressure and conflict among the managers and stockholders and creditors or among different groups of 

stockholders (Nikoumaram and the colleagues, 2013). And since most of the long-term debts of a 

corporation is in form of bonds, the cost of debt is calculated according to the bonds’ features… With 

regard to the mentioned matters, this study seeks to answer the question whether management ownership 

affects the cost of debt? 

The Theoretical Principles of Research 

The cost of debt: The capital expense includes two major parts, the cost of debt and the cost of equities. 

The cost of debt is the cost which the corporation endures for financing the cash through loan-taking and 

issuing long-term bonds (Ittonen, 2010). In other words, this expense is paid to finance the cash which 

comes from outside the corporation. In fact, it includes the interest that is paid for the interest-bearing 

liabilities like short-term and long-term loans. 

Management Ownership: Management ownership is defined as the percentage of the stock owned by the 

internal managers of the corporation. The level of the management ownership is different. This level 

difference can be a criterion for measuring the conflict between the manager and the considered owner. 

The management ownership will reduce the conflict between stockholders and managers because it lines 

up their interests (Jensen and Meckling, 1976). 

The History of the Research 

Geile (2007) has studied the relation between the management of cash flow and the cost of debt, using the 

data of database SDC (a database for gathering information of all the world’s financing tools). The results 

of the research showed that the cost of debt for all the studied corporations had negative impact on the 

cash flow and also when the corporations manage the operating cash flow, the bondholders are more 

motivated to study the corporation’s information with exact and the managed operating cash flow 

information are correctly priced.  

Also he found out that there is a positive relation between the managed operating cash flow for the 

corporations with financial turbulence and the cost of debt.  

Joher (2011) has studied the ownership structure’s impact on policies and the corporations’ debt policies. 

The research sample includes 100 corporations in Malaysia in the period from 1998 to 2002.  

The used method is the spontaneous least squares and the results show the outstanding role of the 

institutional ownership as a controlling mechanism in reducing the liabilities and the effective role of the 

management ownership in the big corporations’ foreign liability policy. Also the findings show that 
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institutional investors play an important role in manager’s strategic management decision-making and are 

also effective in reducing the cost of agency.  

Line et al., (2008) have studied the ownership structure’s impact on the cost of corporation’s borrowing. 

The research sample is 3468 small and big corporations in 22 countries in the period from 1996 to 2008. 

In this research the effective factors on financing were studied. The results of the big stockholders’ moral 

hazard research make it easy to excessively control them. Also these activities increase the cost of 

monitoring and the credit risk by banks.  

Shot and Kingo (2011) have studied the management ownership on the cost of debt. The research sample 

is 643 Japanese corporations in the period from 1997 to 2004. The research results show that the 

management ownership is related to the coverage rate of papers’ interest and in this form that with the 

increase of the cost of agency, the management ownership finds a higher correlation on the coverage rate 

of interest and as a result that interest rate increases. And also there is a positive relation between 

management ownership and the cost of debt.  

Hajazi and colleagues (2011) have studied the relation between the management of cash flow and the cost 

of debt. Statistical population is the accepted corporations in Tehran’s stock. The research period is 

during the years from 2004 to 2008.  

The research sample includes 78 corporations. This research is descriptive-correlationaland for the test 

and hypothesis the multivariate consolidated regression and the methods of ordinary least square were 

used.  

The results of the research show that there is a meaningful and negative relation between the unmanaged 

operating cash flow and the cost of debt and there is a meaningful and positive relation between the 

managed cash flow (abnormal) and the cost of debt. The bigger correlation (negative) of unmanaged 

operating cash flow with cost of debt in comparison with the correlation (positive) of managed operating 

cash flow with the cost of debt, in regression’s coefficients show the low capability of the managers in 

management and manipulating the cash flow.  

Nikoumaram and the colleagues (2013) have studied the impact on the auditor’s reputation on the quality 

of the accruals and the cost of debt. The research samples include 91 corporations in Tehran’s stock and 

are in the period from 2010 to 2004. The results show that there is reversal relation between the accruals 

and the cost of debt and also the auditor’s reputation causes the intensification of the reversal relation 

between the quality of accruals and the cost of debt.  

Khodamipour and Amininia (2013) have studied the relation between avoidance from paying tax and the 

cost of debt and the impact of institutional ownership on this relation. The time period of the research 

includes the years from 2001 to 2010.  

To test the hypotheses, the generalized least squares regression is used for the panel data. The result of the 

research shows that there is a negative relation between the avoidance of paying tax and the cost of debt. 

This negative relation shows that the appropriate fiscal effect as a result of avoidance of paying tax can be 

used as a debt for the corporation.  

Therefore the avoidance of the paying tax can be a substitute instead of using debt. In addition, the results 

show that the level of the institutional ownership doesn’t have a meaningful effect on the relation between 

the avoidance of paying tax and the cost of debt.  

Hajiha and Maghami (2014) have studied the impact of the corporation’s diversification strategy on the 

cost of debt of the accepted corporations in Tehran’s securities stock. In this research, commercial 

diversification and geographical diversification are considered as the dependent variables and the 

variables of the corporation’s size, its growth, profit and risk as the controlling variable. To provide 

empirical evidence about the relation between the corporation’s diversification and the cost of debt, the 

information of 87 accepted corporations in Tehran’s securities stock during the years from 2008 to 2012 

have been studied, using the compound regression test.  

The findings show that there is reversal and meaningful relation between geographical diversification and 

the cost of debt, and moreover, the results of the research show that the corporations that have a higher 

growth, experience lower cost of debt.  



Indian Journal of Fundamental and Applied Life Sciences ISSN: 2231– 6345 (Online) 

An Open Access, Online International Journal Available at www.cibtech.org/sp.ed/jls/2015/03/jls.htm 

2015 Vol. 5 (S3), pp. 2391-2398/Zohrehshakiba and Alinezhadsarvokalaei 

Research Article 

 © Copyright 2014| Centre for Info Bio Technology (CIBTech)  2394 

 

There has not been a meaningful relation found between the other controlling variables and the cost of 

debt. In general the corporation’s diversification will cause the reduction of the cost of debt in accepted 

corporations in Tehran’s securities stock. 

The Variables of the Research 

The independent variable and how to calculate it  

The independent variable of this research is the management ownership.  

The management ownership is the percentage of the stock held by the managers of the corporations.  

The dependent variable and how to calculate it 

The cost of debt 

To calculate it, we can divide the annual total financing cost to total liabilities.  

Controlling Variables and how to calculate them 

The controlling variables of this research as the other effective factors on the corporation’s cost of debt 

are as follows: 

The size of the corporation 

This variable is obtained by the natural logarithm of sales at the end of financial year.  

(MATURE) is the number of the years to the due date.  

Bank Loan is the ratio of bank loan to the total assets in the end of the financial year.  

(MARGIN) is the sales’ margin or the ratio of operating interest to the net sales in the end of the financial 

year.  

(DER) ratio of debt to equity at the end of the financial year. 

The Hypothesis of the Research 

The management ownership have impact on the cost of debt. 

 

MATERIALS AND METHODS 

The Methodology of the Research 

The Method of the Research and Data Collection 

This research is causal (cause and effect) and in terms of the purpose, practical and also in terms of 

method, a Quasi-experimental and ex post facto, in the field of accounting demonstrability researches and 

based on the actual information. The information related to research’s review of literature and theoretical 

topics are gathered from the library sources and scientific bases and foreign and internal articles. The 

needed data for conducting the research have been extracted using the RahavardNovin 3 software and 

Tehran’s Securities Stock Database. 

Statistical Population and the Sample’s Size 

In this research the method of systematic elimination has been used for measuring. For this purpose, all 

the corporations of the statistical population that met the conditions below, were chosen as the sample and 

the rest were eliminated.  

1- The corporations’ financial period must end on March 20th of each year. 

2- Must be accepted in Tehran’s Securities Stock up to the beginning of the year 2008 or before it and 

their stock must be exchanged up to the end of 2013.  

3- Banks, insurance corporations and investment are not considered.  

4- The corporations must have the desired research data.  

The number of the sample members of this research are 50 corporations by applying the above conditions. 

 

RESULTS AND DISCUSSION 

The Research’s Findings 

The descriptive statistics of variables of the research in the levels of all corporations are mentioned in 

Table1.  
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Table 1: The Study of the Descriptive statistics of variables in the Level of all Corporations 

Criteria 

Variables 

Numb

er 

Avera

ge 

Medi

um 

Maxim

um 

Minim

um 

Standa

rd 

Deviati

on 

Coeffici

ent of 

Variatio

ns 

Statist

ics of 

Jarqu

e-bera 

Jarque- 

bera 

Probabi

lity 

Cost of Debt 

KD 
350 05/0  05/0  22/0  0 03/0  60/0  56/2  278/0  

Management 

OwnershipM

O 

350 11/0  14/0  18/0  0 07/0  64/0  6/46  000/0  

Number of 

Years to Due 

TimeMATU

RE 

350 6/36  40 58 6 01/12  33/0  3/28  000/0  

Sale’s 

MarginMAR

GIN 

350 22/0  19/0  73/0  18/0-  18/0  82/0  1/63  000/0  

Ratio of 

Debt to 

EquitiesDER 

350 99/1  55/1  50/13  27/7-  64/2  33/1  6/116  000/0  

Ratio of 

Bank 

LoanLOAN 

350 04/0  004/0  57/0  0 08/0  2 8/421  000/0  

Size of 

Corporation 

SIZE 

350 82/5  69/5  03/8  56/4  69/0  12/0  7/50  000/0  

 

By comparing the coefficient of variations of controlling variables during the research, this is concluded 

that among the mentioned variables, the size variable has the lowest coefficient variation and distribution 

and as a result the highest stability and endurance, and in contrast, the variable of ratio of liability to 

equities has the highest coefficient variation and distribution and as a result the lowest stability and 

endurance during the research. 

The other results of descriptive statistics show that the studied corporations have had 4% of ratio of bank 

loan, according to the total assets, 5% of the average cost of debt, 11% of the average management 

ownership and 22% of the average sale’s margin on average.  

The results of statistics of jarque-bera show that the dependent variable of cost of debt is normal during 

the research period. The dependent variable’s being normal is one of the presuppositions of the regression 

model of ordinary least square. 

 

Table 2: Selection of Consolidated Data against Compound Data 

KDit = β
0
+ β

1
MOt + β

2
MATUREit+β

3
MARGINit+β

4
DERit+β

5
LOANit+β

6
SIZEit

+ εit 

Model 

Probability of Test Statistic  Freedom Degree The Amount of Test Statistic Kind of Test 

0000/0 (49و  294)   85/8  F Leamer 

Test 

 

Before testing the above hypothesis, an appropriate pattern for the regression model has been selected. 

First, using the F Leamer test, the consolidated data has been selected against the compound data. The 

result of F Leamer test is represented in the chart no. 2. The amount of test statistic of F Leamer test in 
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table 2 is lower than meaningful level of 5% and therefore, to test the first hypothesis, using consolidated 

data is excluded.  

 

Table 3: Selection of Pattern of Stable Effects against Pattern of Random Effects 

KDit = β
0
+ β

1
MOt + β

2
MATUREit+β

3
MARGINit+β

4
DERit+β

5
LOANit+β

6
SIZEit + εit Model 

The Probability of Test 

Statistic  

Freedom Degree of Chi-

square 

The Amount of Chi-

square 

Kind of 

Test 

0000/0  6 24/32  Hausman 

 

Because of not selecting the model of consolidated data against compound data, the Hausman test has 

been performed to select the pattern of stable effects against the pattern of random effects. The result of 

the Hausman test is represented in chart no. 3. Hausman’s probability of statistic’s amount in chart no. 3 

is lower than the meaningful level of 5%; therefore, there is no enough reason to reject the pattern of 

stable effects and this pattern must be used for the test of research’s first hypothesis. 

 

Table 4: The Impact of Management ownership on the Cost of Debt 

Statistics 

Variables 

Regressive Coefficients  Amount of 

Statistics 

t 

Probability 

of Statistics 

t 

Stable Amount 02/0-  57/0-  5724/0  

Management OwnershipMO 04/0-  20/1-  2308/0  

Number of Years to Due 

TimeMATURE 

003/0  65/3  0003/0  

Sale’s MarginMARGIN 01/0  64/0  5214/0  

Ratio of Debt to EquitiesDER 001/0  01/2  0456/0  

Ratio of Bank LoanLOAN 01/0-  39/0-  6994/0  

 Size of Corporation SIZE 01/0-  79/0-  4288/0  

The Coefficient 

of Determination 

Adjusted 

Coefficient of 

Determination 

Amount of 

jarque-

bera 

The 

Remains 

Probability 

of jarque-

bera 

The remains  

Probability 

of Statistic F 

 

Durbin-

Watson 

Statistic 

667/0  605/0  23/2  33/0  0000/0  850/1  

 

The compound regressive model of stable effects of the impact of management ownership on the cost of 

debt in all corporations’ level is represented in table 4. 

The results of table 4 show that the impact of management ownership on cost of debt is negative (-0/04) 

but not meaningful according to probability of statistics t (0/2308). This matter shows that management 

ownership has no impact on cost of debt. In other words, the cost of debt in stock corporations is 

independent from management ownership level.  

The results also show that the impact of number of years to due time and the ratio of liability to equities 

on the cost of debt is positive and meaningful. This matter shows that the cost of debt has been noticeably 

high in corporations that had more years to maturity and also in corporations that had high ratio of 

liability to equities.  

The results related to F statistics also show that generally the model was positive and according to 

Durbin-Watson statistics it doesn’t have the auto-correlation problem. 

Moreover, the results related to adjusted coefficient of determination show that during the research 

period, about 60/5% of cost of debt’s variation has been under the influence of management ownership 

and also the controlling variables, particularly the number of years to maturity and the ratio of liability to 

equities.  



Indian Journal of Fundamental and Applied Life Sciences ISSN: 2231– 6345 (Online) 

An Open Access, Online International Journal Available at www.cibtech.org/sp.ed/jls/2015/03/jls.htm 

2015 Vol. 5 (S3), pp. 2391-2398/Zohrehshakiba and Alinezhadsarvokalaei 

Research Article 

 © Copyright 2014| Centre for Info Bio Technology (CIBTech)  2397 

 

The amount of regressive remains of the mentioned model has the statistics of jarque-bera equal to 2/23 

and the probability of statistics of jarque-bera equal to 0/33 that shows the regressive remains are normal.  

With regards to the fact that the impact of management ownership on the cost of debt is not meaningful, 

the hypothesis is not verified. 

Conclusion and Result Interpretation 

The cost of debt is drawn to attention both from external and internal aspects. From the external aspect, 

the cost of debt is used in evaluating the bonds and studying the corporation’s performance. From the 

internal aspect, the cost of debt has an essential and key role in in decision-makings related to investments 

and investment priorities, the optimized structure of wealth and evaluating the sector’s performance. 

Hence, evaluating the effective factors on cost of debt, including the management ownership has high 

importance which was studied in the above hypothesis.  

The general reasoning is that increase in management ownership, most probably has negative correlation 

with management strength. This matter is due to the fact that the managers who own the stock of 

corporation which they run, are motivated to invest on the projects with the expected positive net value. 

Therefore; the management ownership will most probably reduce the cost of agency. It may be reasoned 

thatthe manager can overcome other stockholders by increasing his stock in the corporation and follow 

his own goals.  

Commonly it is expected that the managers, to protect their position, will perform some acts through 

which they make the transfer of wealth from creditors to stockholders. Therefore it seems natural for the 

creditors to seek some solutions to compensate such probable loss, solutions like fixing contracts and 

setting conditions to it.  

The results of this hypothesis can show the fact that the lenders regard the amount of expenses and the 

agency problems apart from the management ownership level. In other words, lenders will not consider 

the management ownership level in the cost of debt and in fact in their own expected yield from the lent 

loan to stock corporations.  

When the manager’s ownership surpasses a limit in a corporation, this increase in manager’s ownership 

will establish their job position and they will be less submissive to order and discipline and may show 

behaviors that totally contradict the corporation’s goals and therefore the corporation’s performance 

reduces. So it can be said that in corporations with management ownership, there is no attention paid to 

the cost of debt and consequently to the corporations’ loan-giving. Moreover, we can regard the risk-

taking degree of creditors as the involved factor in lack of relation of management ownership of cost of 

debt, because the creditors won’t take the risk according to the result of the research. This shows that the 

use of leverage in corporations is not an effective method in the matter of agency. 

Some Recommendations for the Future Researches  

1- Studying the economic condition’s impact, including economic boom and recession on the relation 

between management ownership and cost of debt.  

2- Studying and evaluating the relation between management ownership and cost of debt for 

disadvantageous corporations compared to profitable corporations.  

3- Repeating this research on various levels of stock industries 

4- Studying the impact of corporation’s life cycle on the relation between management ownership and 

cost of debt. 

The Research’s Limitations 

1- With regard to the fact that statistical population is limited to the accepted corporations in Tehran’s 

Securities Stock and that their financial year must end in March, extending the results to other 

corporations must be done with caution.  

2- There is no unified opinion over the definition of cost of debt. There are different ways of measuring 

according to different views. Therefore use of different ways may be effective on the research’s results.  

3- If the hypothesis were studied in industrial level, the reliability and generalizability of results were 

increased.  
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