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Abstract

The main purpose of this research is analyzing the impact of political connections and
auditor reputation on agency costs arise from interest conflict. Inverse criterion of asset
efficiency is used as an index of agency costs. Also, governmental affiliation in either
ownership structure or board structure is considered as a proxy of political connections.
Research data consist of 1038 firm-year observations. Target sample includes 173 firms
listed in Tehran Securities & Exchange over 6 years period during March 2013 to March
2018. Statistical analysis and research hypotheses investigated through multivariate
regression models using panel data with fixed effect and generalized least squares method.
According to the results of this research, political connection has meaningful and positive
impact on agency costs. But, auditor reputation as one of the audit quality measures has
meaningful and negative impact on agency costs. In addition, evidence showed that
interaction between political connection and auditor reputation has meaningful and
negative impact on agency costs. As a whole, because of the interest conflict between
managers and stakeholders and so existence of agency problems, auditors by focusing on
the reputation incentives have effective role in reduction the agency costs; but, political
connected owners-managers by focusing on the political incentives have effective role in
enhancement the agency costs. So, result of this research is useful to determine the
effective factors on agency costs.

Keywords: Interest Conflict, Agency Costs, Political Connections, Auditor Reputation,
Monitoring Hypothesis.
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