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I. Introduction 

Corporate ruling mechanisms are indirect and probably incomplete tools of shareholders; those who are trying to 

reduce agency costs through changing the behaviour of managers that, in fact, are real their representatives 

(Deshmukh, 2005; Chen et al., 2007). By reducing the information asymmetry, it can change the behaviour of 

managers in two ways: (1) direct reduction of information asymmetry by incentives; and (2) reducing the 

information asymmetry by indirect supervision. Particularly, it may only be acquired the awards when managers 

revealed their level of spend efforts which declined their operations because of asymmetric information. In 

addition, it is possible that corporate ruling mechanisms indirectly through improving the regulatory systems 

and separation the duties of CEO from the Chairman of the Board or increasing independent members of 

Director of the board try to reduce information asymmetry. These measures, through opening a window for 

shareholders to monitor the behaviour of managers would inhibit the collusion and make it difficult the avidity 

and worm out the responsibility for managing (Eladry et al., 2010). The first authors of representation theory 

(Spence and Zeckhauser, 1971) have made great efforts to introduce basic model of agency theory. Agency 

theory begins with the assumption that people act in line with their personal interests and implies that under 

normal circumstances, goals, benefits and risks of both parties (owner and agent) is not the same. This theory 

states that when a manager do not owned one hundred percent of the shares of a firm, a hidden conflict between 

shareholders and managers is inevitable. This has led to numerous representatives problems such as conflicts of 

interest between managers and shareholders, moral jeopardizes, uncertainty and risk sharing (Namazi, 2005), 

information asymmetry between manager and shareholder, and adverse decisions (Jensen and Meckling, 1976). 

One of the solutions to the problems of representation is the establishment of appropriate corporate ruling 

methods. Shleifer and Vishny (1997) had defined corporate ruling as a way by which financial funders of the 

firms would reassured by receiving returns of their investments. Gillan and Starks (1998) believed that the 

economic development of a country requires mobilization of resources and proper allocation of capitals for 

productive economic activities; they also stated that to achieve this goal, it is essential the development of 

economy financial sector and development of capital market in particular, i.e. stock securities at its top. 

Achieving this goal is not possible except by proper infrastructure to encourage the investors in order to enter in 

such markets. In this regard, investors need information on which they would be able to assess the inherent risk, 
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expected returns on done investments and also evaluate decisions about purchasing, holding or selling them. 

Therefore, since the present study is tried to investigate the effect of corporate ruling mechanisms over the cost 

of shareholders' equity, it could reveal a new perspective related to investment issues and Stock Exchanges as 

well as issues of risk and returns.  

Population, sampling method, sample size and scope of the study (time, location, subject) 

The population of this research was the publicly traded firms in the Tehran Stock Exchanges. In this study, 

samples were selected through the method of systematic elimination of the population. So, the sample would 

include the all companies in the population that meet the following criteria:  

1. During the study period, have no changes in the financial period. 

2. Should not those active companies in the activities of financial domain, including investment companies, 

banks, insurance companies and financial institutions. Because these institutions in terms of their activities are 

different and their main income are from investments and also they are dependent to the trading of other firms; 

so essentially differ from other firms and, therefore, were removed from the sample.  

3. The required data for variables should be available during the period of 2009 to 2014.  

4. Their financial period should be leading up to the end of each year so that it could gather data and, if 

necessary, used them as panel charts. 

The present study is an applied research because its results will be useful in the decisions of managers, investors 

and analysts. Also, after interpretation of hypotheses, it is placed in correlational research category because in 

order to explore the relationships between the variables regression and correlation techniques will be used; in 

this manner it can be categorized in inductive reasoning. Also, by testing the available data it could reach to this 

conclusion that this study will be categorized in the group of proofing theories. It should be noted that the time 

period of this study was from 2009 to 2014 and its location scope was Tehran Stock Exchanges.  

Collecting required data have been conducted by the library method. Thus, the theoretical foundations of the 

research and previous literature were extracted by referring to the books, articles and other available resources. 

Also, required data to test research hypotheses can be extracted from the firm's annual financial statements, the 

report of the Board of Directors to the General Assembly of Shareholders and the Stock Exchanges web site.  

 

II. Hypotheses of Research 

Main hypothesis: there is significant relationship between corporate ruling mechanisms and cost of 

shareholder's equity. 

The first sub-hypothesis of the research: there is significant relationship between Board of Directors' size and 

cost of shareholder's equity. 

The second sub-hypothesis of the research: there is significant relationship between independence of Board of 

Directors and cost of shareholder's equity. 

The third sub-hypothesis of the research: there is significant relationship between majority ownership and 

cost of shareholder's equity. 

 

III. Material and Methods 

Analysing data have been done by Eviews 7 software. There are several approaches in order to determine the 

appropriate method for analysing the combined data. Chow test was used to determine used method of 

combined data and homogeneous or heterogeneous detection of them. If the results of this test, based on the use 

of panel data, one of the fixed effects model (FEM) or random effects method (REM) shall to be used to 

estimate the model which to select one of these two models, Housman test has to be run. It should be noted that 

generalized least squares estimation method is used in line with the implementation of the present study 

regression tests.  

 

IV. Results 

Generally, the methods by which collected information can be processed and summarized are called descriptive 

statistics. This type of statistics describes merely the society or the sample and its aim is to calculate the society 

parameters or sample population. The study sample consisted of 120 firms during the periods of 2009 to 2014. 

In this section, the average, the mean (central criteria), standard deviation, maximum and minimum (scattering 

parameters) of used variables were calculated and presented in Table 1.  

 

Table 1: Descriptive indicators of studied variables 

Variables n Average m SD Max Min 

the cost of shareholders' equity 670 16/0 174/0 171/0 675/0 802/0- 

The Board of Directors' size 663 713/5 6 535/0 7 4 

Independence of the Board of Directors 672 486/0 5/0 276/0 1 0 

Majority ownership 670 057/75 255/79 435/16 71/98 47/12 

* Source: researcher findings   
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Correlation test of variables 

First, Pearson correlation of the variables will be studied; then the results of dependent and independent 

variables would present in Table 2.  

As Table 2 shows, there is an adverse and meaningful relationship between the majority ownership with the cost 

of shareholders’ equity in Pearson correlation (the significant level of mentioned correlation was less than 0/05 

and the statistical was negative, as well). In other subjects that the correlation of Corporate ruling mechanisms 

have been studied with the cost of shareholders’ equity, the significant level was always higher than 0/05, so 

that the correlation has been rejected.  

Table 2: Pearson Correlation 

Variable 
the cost of 

shareholders' equity 

The Board of 

Directors' size 

Independence of the 

Board of Directors 

Majority 

ownership 

the cost of shareholders' 

equity 
1 

000/0 

985/0 

012/0 

747/0 

*077/0- 

047/0 

The Board of Directors' size  1 
**18/0- 

000/0 

*097/0 

012/0 

Independence of the Board 

of Directors 
  1 

059/0- 

126/0 

Majority ownership    1 

** = Significant at 99% confidence level; * = significant at 95% confidence level 

 

Before analyzing research data, the reliability of variables has to be assessed. The reliability of research 

variables indicated that the mean and variance of the variables during the time and covariance of the variables 

over different years have been fixed. As a result, using such variables in the model would not cause a false 

regression. For this purpose, it can be used tests such as Levin, Lin and Chu, Im, boys and Shane test, and 

Dickey-Fuller test. In order to do this analysis, Im, boys and Shane test is used. The result of this test is 

presented in Table 3.  

 

Table 3: Im, boys and Shane test 

Variables t Sig 

the cost of shareholders' equity 644/16-  000/0  

The Board of Directors' size 993/11-  000/0  

Independence of the Board of Directors 689/11-  000/0  

Majority ownership 923/9-  000/0  

* Source: researcher findings 

 

According to Table (3), the significance level of research variables was less than 0.05; therefore, all research 

variables were in a reliable level at the study period. After that, the proper method would be applied for 

analyzing data.  

Data normality test 

Assessing the normality of regression was done by Kolmogorov-Smirnov test. The results of this test have been 

presented in Table 4. Based on this test and because the significance level was less that 0.05, it is concluded that 

the distribution of data were not normal.  

When the sample size is large enough, deviation from the normality assumption would usually not meaningful, 

therefore its consequences will be insignificant. Regard the central limit issue; it can see that even in the case of 

non-normality, t statistical would follow proper distribution, respectively. So, not to explaining such an issue 

would not be acceptable. 

 

Table 4: Kolmogorov-Smirnov Test 

Variables Test Statistical Sig 

the cost of shareholders' equity 783/3  000/0  

The Board of Directors' size 24/10  000/0  

Independence of the Board of Directors 038/5  000/0  

Majority ownership 074/3  000/0  

* Source: The results of data analyzing 

 

H0 based on lack of personal effects is non-visible and H1 assume is on the invisible basis of personal effects. 

Assuming H0 is accepted, it means that the model lacks of invisible personal effects; therefore, it can be 
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estimated through combined regression model; however, if the hypothesis H1 is accepted, this would mean that 

there are invisible personal effects in the model. 

If the results of this test are based on use of panel data, it should apply one of fixed effects model (FEM) or 

random effects (REM) to determine the study model. To select one of these two models it should run 

Haussmann test.  

H0=Random Effect 

H1=Fixed Effect 

Haussmann null hypothesis is based on the suitability of random effects model in order to estimate the panel 

data regression models. 

As it explained in section 3, research hypothesis would be assessed by the following model in line study test: 

CEi,t = β0 + β1 BSi,t + β2 BIi,t + β3 OSi,t + ԑi,t 

Where: 

CE: is the symbol of the cost of shareholder’s equity. The cost of shareholder’s equity will calculate through the 

ratio of net profit to shareholders’ equity or the ratio of each share to its price.  

BS: is the Board of Directors' size which is equal to the number of Board of Directors; 

BI: if the independence of Board of Directors which is equal to the ratio of non-fixed members of the Board to 

the fixed members; and 

OS: is the majority ownership which is equal to the percent of shares that belong to the major shareholders.  

In order to estimate coefficient of above model, Chow test and F Limer statistics were used to determine the 

method of combined data and homogeneous or heterogeneous detection of them. The results are shown in Table 

5. 

Table 5: Chow test results 

Null Hypothesis Statistic F Sig Test Results 

Cross-sectional and time effects are not significant 3.267 0.000 The null hypothesis is rejected 

         * Source: researcher findings  

As seen in Table 5, Chow test result indicates that the possibility to obtain for the F-statistic is less than 5%, so 

to test this model, panel data will be used. In the following (Table 6), by applying Haussmann test, the necessity 

of fixed of random effects method will be studied.  

     

Table 6: Haussmann test results 

Null Hypothesis Kai-Scour Statistic Sig Test Results 

Using Random Effects Model 647/27 001/0 The null hypothesis is rejected 

         * Source: researcher findings 

 

According Table 6, the significance level of Haussmann test was less than 0/05; so to estimate the coefficient of 

above model it should use from fixed effects model. The results of testing the mentioned model using fixed 

effects model and estimation of generalized least squares (EGLS) is presented in Table 7.  

 

Table 7: The results of assessing model coefficient 

Variable Coefficients SD t Sig 

Constant 191/0 057/0 302/3 001/0 

The Board of Directors' size 012/0 006/0 807/1 071/0 

Independence of the Board of Directors 014/0 016/0 841/0 4/0 

Majority ownership 001/0- 0005/0 841/2- 004/0 

F statistic 352/4 
The coefficient of determination 477/0 

Adjusted coefficient of determination 367/0 

The probability F statistic 000/0 Durbin-Watson Value 939/1 

         * Source: researcher findings 

 

According to the results of Table (7), since t statistic of the majority ownership variable (percentage of shares 

belong to the major shareholders) equal to -2/841 and its significance level was less than 0/05, thus there was an 

inverse and significant correlation between majority ownership (percentage of shares belong to the major 

shareholders) with the cost of shareholders' equity. 

 

Results of testing hypotheses 

The results of the research hypotheses, in a unit manner with identifying their possible causes based on used 

model for their assessment have been stated in the following. In line with testing the main hypothesis that there 

was a significant relationship between corporate ruling mechanisms with the cost of shareholder's equity", the 

present study has been used a model consists of three independent variable, i.e. The Board of Directors' size, 
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Independence of the Board of Directors and majority ownership, fixed effects model and estimation generalized 

least squares method. Study results revealed that there was not a significant relationship between features of the 

Board of Directors and the cost of shareholder's equity. However, there has been an inverse and significant 

relationship between the costs of shareholder's equity with majority ownership. The results can be summarized 

as follows: 

 

Table 8: Summary of the results 

Variable 
the costs of shareholder's equity 

Effect Effect Direction 

The Board of Directors' size Χ Χ 

Independence of the Board of Directors Χ Χ 

Majority ownership √ - 

* Source: researcher findings 

 

For justification of adverse impact of major ownership on the cost salary of shareholders we can say that 

whatever a share of a shareholder is fewer the benefit of monitoring manager's behaviour becomes fewer.    

So, focus on stocks would lead to more monitoring on manager's behaviour and reducing opportunism too. In 

this way, more monitoring over the manager's behaviour and reduction of opportunism will lead to increasing 

the confidence of investors and as a consequent, a reduction in the cost of shareholder's equity.   

 

V. Conclusion and Discussion  

Adverse impact on the cost of shareholders' equity; while the Board of Directors features has no impact on the 

cost of shareholders' equity. Few studies examine this issue, but it can be extracted some similarities from such 

researches.  

The inverse correlation between major ownership and the cost of shareholders' equity, which was extracted in 

present study, are not consistence with the findings of Botah and Ali Shah (2014) and Hassan Zadeh Brothers et 

al (2012). However, Chang et al (2010), Khodadadi and Tucker (2012) were consistent with the result of this 

study. It should be noted that the examined relationship of the study has not been assessed in internal 

investigations. 

Lack of correlation between the Board of Directors and the cost of shareholder's equity was another finding of 

this study. This result can also be in compliance with Botah and Ali Shah (2014), Hassan Zadeh Brothers et al 

(2012), Khodadadi and Tucker (2012) and in contrast with the findings of Chang et al (2010).  
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