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Abstract 
This paper examines whether corporate governance mechanisms and the 
presence of institutional investors in South African publicly listed firms im-
pact agency costs. Our findings show that large board size has harmful effects 
on agency costs; board independence allays agency costs. It is vital to distin-
guish institutional investors by investment objective and their monitoring 
ability to reduce agency costs. Results show that while institutional investors 
have taken as a homogenous group appeared to play an important gover-
nance role in allaying agency problems, pressure-insensitive investors can ex-
ert more influence in agency-related issues. Results have policy implications 
on the monitoring abilities of Independent Non-Executive Directors and in-
stitutional investors in South Africa. 
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1. Introduction 

Agency interactions inside the firm and the costs associated with them have been 
widely researched in the corporate finance literature since Jensen & Meckling 
(1976). Corporate governance research assumes internal and external corporate 
governance devices reduce the levels of agency cost and impact firm value. A 
vast deal of empirical evidence indicates that agency conflicts and the magnitude 
of agency cost significantly impact financial decisions and investment decisions 
(Abor & Biekpe, 2006; Chaudhary, 2021; Huu Nguyen et al., 2020; Porta et al., 
2000). There is no consensus on the role of corporate governance mechanisms in 
mitigating these problems and their associated costs. 

Additionally, existing studies (Callen & Fang, 2013; Harber, 2017; Muniandy 
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et al., 2016) provide limited support on institutional investors’ impact on agency 
costs, especially in Sub-Saharan Africa. Much of the prior research on the own-
ership-performance link assumes that institutional investors can align with the 
interests of managers and shareholders. Hence, institutional shareholdings are 
likely to have a favourable impact on business performance. The beneficial effect 
is attributed to a reduction in the estimated expenses of the agency conflict be-
tween management (Huu Nguyen et al., 2020; Porta et al., 2000). 

Muniandy et al. (2016) suggested research on institutional investors as a single 
homogenous group can lead to biased outcomes. To better understand their in-
fluence in the firm decision making, these investors should be divided into sep-
arate groups. Despite the many valuable perceptions provided by this body of 
work, only a few studies directly address the measurement issue of the primary 
variable of interest, namely agency costs. Noteworthy exceptions are (Ang et al., 
2000; Porta et al., 2000; Singh & Davidson III, 2003). Their study focuses on two 
proxies: total sales to total assets ratio (assets turnover and discretionary ex-
penses to total sales (expenses ratio) for agency costs. They give evidence that 
management ownership aligns the interests of managers and shareholders, re-
ducing agency costs in line with prior research findings.  

The purpose of this paper is to extend the investigations of these studies by 
analyzing the determinants of agency costs in South Africa empirically for the 
listed firms on the Johannesburg Stock Exchange (JSE). Following the works of 
Ang et al. (2000), Chaudhary (2021), Singh & Davidson III (2003), we model 
both proxies of agency costs: assets turnover and expenses ratio. More specifi-
cally, we empirically investigate the effect of board size, board independence, 
board directorship, board diversity and institutional investors on the agency 
costs likely to arise between the shareholders and the managers. Consequently, 
we classify institutional investors into two categories. We divide the institutional 
investors into groups based on their potential commercial relationships with the 
investment firm. The research purports to gather fresh evidence from South 
Africa, a Sub-Saharan Africa country where corporate governance codes were 
published first in 1994. In 2010 the third reform (King III) recommended 
changes to the board by including the majority of Independent Non-Executive 
Directors (INED) on the firms’ board of directors. It also suggests the suspen-
sion of the stock options compensation for the INED to improve independence. 
King IV reform changed the “apply or explain” rule to the “apply and explain” 
rule in 2017.  

In our research analysis, we bring insights into three major areas of empirical 
research. Firstly, in investigating the determinants of agency costs, we choose 
specific board characteristics unique to the Johannesburg Stock Exchange (JSE). 
Secondly, we explore the role of institutional investors in monitoring and con-
trolling agency costs. Finally, the effects of the rules change from “apply or ex-
plain” to “apply and explain” period. The plan of this paper is as follows; the 
second part is related to literature and formulation of hypothesis. Part three 
deals with the methodologies, part four presents the results and discussions, and 
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the final part concludes and gives recommendations for future research. 

2. Literature Review 
2.1. Agency Costs 

Agency costs are economic concepts that arise between the shareholders (prin-
cipals) and the management of a firm. The conflict between corporate agents 
and controlling shareholders is essential to the study of the modern-day agency 
problem (Jensen & Meckling, 1976). The agency theory encapsulates the super-
visor nature of shareholders and compares to the sole proprietor or partnership 
as distinct roles. In contrast, the sole proprietor or partner has adequate control 
and information over their business; the shareholders do not have absolute con-
trol over the daily affairs of the firm. Power is delegated to the management to 
act in utmost good faith for the shareholders. The delegation creates a hiatus in 
information access (Abor & Biekpe, 2006; Henry, 2010). The agent herein man-
agement will have access to insider information that may not be easily accessible 
by the principal. The agency theory identifies the shareholders cannot oversee 
every daily activity of the business. Researchers have investigated this problem at 
various levels of the organizational structure. Both principals and agents have 
competing self-interests that will ruin the company and its stakeholders if not 
aligned. The principal’s role is not to control affairs and provide strategies for 
the firm but intervenes when the agent exploitations are against the authority 
offered him to work to the detriment of the shareholder. Agents with power will 
try to obtain their self-interests in contrast to maximizing the wealth of the prin-
cipal (Jensen & Meckling, 1976; Wang, 2010). 

According to Huu Nguyen et al. (2020), the focus of agency theory on agency 
conflicts arising from managers gives a different dimension to a firm’s objec-
tives. Shareholders are not closely associated with the daily work environment 
and therefore do not grasp the real situations essential for business decision 
making. Shareholders anticipate higher dividend payouts to increase their wealth 
needs and grow their capital base. However, managers with direct access to vital 
information tend to have an appetite for higher risk. Agency costs are expenses 
internally generated by firms. Agency costs occur as a result of the competing 
interest of the management team and the shareholders. It includes hidden deci-
sions which do not aim at maximizing the shareholders’ worth. The manage-
ment teams are agents working for their principals, the shareholders. 

The agents work in almost good faith to perpetuate the firm’s wealth but now 
and then do the contrary (Wang, 2010). Since the principals cannot monitor the 
agents, every step and decision undertook the information hiatus suffices. This 
information hiatus leads to a lack of consensus-building and ethical risks. It is 
also evident when management misuses the firm’s assets, invests in unprofitable 
ventures, and enriches themselves. Following (Fama & Jensen, 1983; Jensen & 
Meckling, 1976) is the spirit of agency cost theory. To allay the agency problems 
lies in how the shareholder and management structures are designed. Agency 
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costs are evident in establishing suitable corporate governance mechanisms, and 
effectively applying the supervisory principles reduces the conflict between the 
management team and the shareholders. Good governance and effective me-
chanisms attract institutional investors where their risks are secured (Huu 
Nguyen et al., 2020; Nguyen et al., 2017). 

The concept of corporate governance has existed for centuries. Most countries 
have unique governance codes. Large public firms have a large dispersed share-
holding base in the United Kingdom, the United States of America, and Austral-
ia (Porta et al., 2000). A dispersed shareholding makes the management under-
take major and most decisions concerning the business. In emerging markets, 
the contrast exists. Shareholders hold the firms’ ownership with a significant eq-
uity fraction. The concentrated shareholders can influence the decisions under-
taken by management. Emerging market economies nevertheless have made 
substantial corporate governance treads over the past decade, as the approvals 
and reviews of governance codes and appropriate regulations have led to im-
proved standards disclosure, improved levels of board independence, and pro-
tection codes for the shareholder (Papadopoulos & Mishra, 2019). 

According to Gherghina (2021), studies on countries’ governance have inves-
tigated the benefits of reforms in corporate governance. Reforms have impacts 
on the conflicts between the management and shareholders. The results recom-
mend that firms allay inefficiencies in the boardroom and create mechanisms 
that promote and protect the shareholders’ wealth (Kieschnick & Moussawi, 
2018). Firms with relatively poor governance structures tend to associate them-
selves with higher levels of agency costs. As a result, firms with higher agency 
costs will have powerful management who exhibits corrupt behaviours that 
compete with the shareholder’s interest and enrich managers with self-interests 
(Amran et al., 2010). 

Vijayakumaran (2019) indicated that firms with greater management owner-
ship opt for debt financing, which prior literature establishes reduce agency 
costs. Board characteristics, including the board size and board independence, 
have no significant effect on agency costs (Allam, 2018). Ullah et al. (2018) use 
the GMM system to deal with endogeneity and observed firm variables. Fur-
thermore, firm size and the asset utilization ratio (a proxy for agency costs) in-
dicated significant positive results (Akram et al., 2020). Large firms have lower 
agency problems. The reason attributed is large firms have a high assets reserve 
base which influences shareholders choices and judgments (Vijayakumaran, 
2019). In Vietnam, Huu Nguyen et al. (2020) employed three statistical tools: the 
ordinary least square, fixed-effects, and random-effects. The study posits creat-
ing effective corporate governance mechanisms will control opportunistic man-
agement behaviour—a practical tool to lower the competing needs of sharehold-
ers and management reduce the agency costs. According to Ang et al. (2000), 
Chen & Yur-Austin (2007); Florackis (2008); Huu Nguyen et al. (2020) identi-
fied three measurements of agency costs in accounting and finance literature. 
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These include the assets utilization ratio, selling, distribution and administra-
tion expenses ratio and the divergence between cash flow rights and voting 
rights. 

In ownership structure studies, firms with pyramidal or cross-holding struc-
tures have a high percentage that shares voting rights, including the power to 
elect the board of directors and the approval of business decisions and cashflow 
rights (ownership rights) for claiming dividends are different (Hong et al., 2017). 
The corporate governance theory asserts there should be a balance between con-
trol and ownership. The study implies that shareholders have the same right to 
control and ownership associated with cash flow. Therefore, the separation of 
voting rights and cashflow rights aggravates the type 2 agency problems, which 
involve shareholders (Park et al., 2019). Specifically, in some countries such as 
Japan, Korea, Germany and Italy, companies are inclined to apply a cross-sharing 
holding structure, which means ownership is fixated on a cluster of institutional 
shareholders.  

The method of measuring agency cost depends on how the ownership is 
structured. In market-based financial economies like the UK and the US, firms 
are likely to encounter the type 1 agency problem. In these economies, disclosure 
quality and minority rights are protected. Empirical studies by Ang et al. (2000) 
indicated two proxies for measuring agency costs. The methods include assets 
turnover/assets utilization and expense ratio. While the assets utilization meas-
ures how effective and efficient the management board has utilized the firm’s 
assets, the expense ratio assesses discretionary management behaviour in spending 
firms’ resources (DePamphilis, 2012). The results indicate the higher the expense 
ratio cost and the increased agency costs. Countries with mostly cross-board 
ownership, especially in the Asian region, Japan and Korea, have a financial sys-
tem operating on bank-based systems. In these systems, banks provide debt as 
well as equity making them part owners of the firm. Banks are essential and val-
uable in financial distress decisions. Their representation on the board makes a 
vital ingredient for strategic decision making. In this system, banks are moni-
toring agents as well as sponsors for the firms. These specialized financial sys-
tems build trust and extend relations with the firm, creating the type 2 agency 
problem (Norli et al., 2015). 

The South African Context 
South Africa is an emerging country; in 1994 published its first corporate gover-
nance code (King I). The committee responsible for the report deemed it an op-
portunity to educate the newly democratic South Africa public on to work to-
ward a free economy. The South African Code unlike the Sarbanes-Oxley is 
non-legislative, based on principles and practices. In 2002, King II was published 
with sections on risk management and sustainability following the Earth Summit 
held in Johannesburg. Subsequently, King III was published. It recommends the 
need for firms to produce integrated reports. It also recommends for organiza-
tions to report sustainability issues according to Global Reporting Standards. 
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Chapter one of King III gives guidelines for the suspension of the stock options 
of the INEDs. King III operated on the “apply or explain” rule. In 2017, a revi-
sion of the “apply or explain” rule to “apply and explain”. The modification as-
sumes a significant change in compliance with the corporate governance prin-
ciples. Again, it may improve communication between shareholders and man-
agers, accountability, transparency, supervision, and oversight improvements. 
The effect will be a reduction in agency costs which is caused by information 
hiatus.  

In South Africa study on agency problems by Abor & Biekpe (2006) confirms 
the existence of agency problems in the Small and Medium Enterprises (SMEs) 
listed on the JSE. Even though prior literature supports low agency problems in 
low growth firms, South Africa listed SMEs differ. The studies on agency costs 
and capital structure of 68 SMEs listed on the JSE concluded that firms with a 
major blockholder effectively allayed the opportunist nature of management 
compared to the firms with multiple institutional investors. Effective monitoring 
has led to a firm’s growth and its ability to acquire more debt. Therefore, debt 
acquisition pushes management to invest in riskier ventures and even divert re-
sources for their interests. The situation results in creating the type 2 agency 
problem between the shareholders and the debt financers. South African mar-
kets are beacons in the Sub-Saharan African region. The JSE has a developed 
system with global standards and practices. The reforms in its corporate gover-
nance codes make it attractive for international investors. Adopting Integrated 
Reporting combines the financial, social and environmental information and 
innovation to bridge the gap that creates agency costs. Corvino et al. (2020), al-
though the level of the JSE agency problems might differ from the developing 
countries, their measurements will nevertheless be used on corporate gover-
nance principles unique to the South African economy. Similarly, Ang et al. 
(2000) confirm this in a study of US small firms. It reveals that the more the 
ownership of the firm is concentrated, the lesser the agency costs. 

In related studies, Moez (2018) explores the internal corporate governance 
structures on agency costs. He studied 125 French firms from 2010-2015 from 
various sectors. The study concluded that controlling shareholders have a signif-
icant influence on management decisions. They vote out proposals they oppose 
or sell their sales out when conflict arises. The dividend policy was one mechan-
ism identified to allay the disputes between the management and the sharehold-
ers. Henry (2010) discloses the relation between corporate governance and 
agency costs on the principles and best practices recommendation for listed 
firms in 2003. The study compares the prior years and after years of issuing the 
code of best practice. Results of the study show that the adjustment required by 
the Australian Securities Exchange significantly minimizes the agency cost inhe-
rent in the firms. This paper acknowledges that the concept to internationalize 
the South Africa economy has attracted most investors and led to major reforms 
in the country’s corporate governance code (Gachie & Govender, 2017). In 2019, 
the JSE records 52% of JSE investors had international status (Hamad et al., 
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2020). Again the reforms in King IV make it essential to study the listed firms in 
South Africa. The reforms moved from the “apply or explain” principle to “apply 
and explain”. Also, one chapter was dedicated to institutional ownership and 
how they can monitor suitable investments. Furthermore, the suspension of 
share options for independent directors motivated the research for the listed 
firms on the JSE and their level of compliance.  

2.2. Hypothesis Formulation 

The important contribution of this paper is determining the impact of the King 
IV rule on “apply and explain” on agency cost levels of listed firms in South 
Africa’s JSE. This encompasses constructing a measure that is representative of 
the degree of compliance by firms with the JSE Corporate Governance principles 
and best practice recommendations. Relating variation in mandatory “com-
pliance” with a number of agency cost proxies will inform whether the introduc-
tion of King IV recommendations and, more specifically, firm compliance with 
these recommendations will generate agency cost reduction benefits. The un-
derlying hypothesis being examined is that “apply and explain” compliance with 
the index representation of the JSE Corporate Governance “code of practice” will 
be associated with a lower agency-cost platform, or effectively the expectation of 
a statistically significant negative relationship between governance code com-
pliance and firm-level agency costs. Due to the inability to perfectly replicate the 
degree of compliance with the JSE Corporate Governance “code of practice”, the 
focus is placed on the structural governance attributes associated with the Code 
that can be empirically operationalized. Of the 17 best practice recommenda-
tions, we select two which require the disclosure of specific information (The 
board of directors and institutional ownership). Of these specified measurable 
elements, we choose the board size, board independence, board female diversity, 
multiple directorships as factors affecting the board of directors, and the per-
centage shareholdings of the institutional investors to represent institutional 
ownership.  

2.2.1. Board Size 
Many authors have explored the board size impact on agency conflicts. Some 
authors believe the larger the size of the board, the higher the board perfor-
mance. A bigger board size can provide valuable advice for strategic business de-
cisions. Also, a large board size will provide a variety of expertise which will im-
prove firms’ performance (Saini & Singhania, 2018; Uadiale, 2010). Other con-
traries insist a large board size is harmful and it has a high impact on agency 
costs. The chief executive finds difficulties in thrusting his business decisions on 
the board without encountering counter ideas. The problem also arises with 
coordination among the board members. Agency costs generated with the issue 
of coordination result in poor communication and uncooperative attitudes with 
board members. Getting a suitable time for all members for board meetings 
proves difficult—eventually, decisions making delays. When the board members 
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views are incredibly different, the cohesion between them becomes weak. When 
the board size increases beyond a specific number, the costs outweigh the bene-
fits (Chaudhary, 2021; Cheng, 2008). 

Vijayakumaran (2019) reinforces the idea for firms to adopt smaller boards in 
Chinese firms. The study investigates the Shanghai and Shenzhen stock markets. 
It predicts that long periods spent on strategic decisions and business policies 
lead most members to follow a few vocal and dominant members. Considering 
this case supports the negative impact of agency costs where members payments 
represent no work done to ensure shareholder needs and reduce agency costs. 
Even though most papers stress the need for small boards, other studies advocate 
for optimal numbers (Coles et al., 2008; Price, 2018). The optimal number sug-
gested is 8 or 9 board members. In South Africa, the King IV code does not spe-
cify a minimum or maximum number for firms to adhere to as a primary stan-
dard. The principles in King IV allow for flexibility in the selection of board 
members. It will enable a firm to put appropriate mechanisms to select members 
who will work to achieve its desired objectives, provide logical explanations 
(Natsesan & du Plessis, 2018). 

Following the literature mentioned above, the study can recapitulate whether 
a smaller or bigger board size is better depending on firm characteristics and the 
country’s corporate governance code, which dictate differences in the board of 
directors’ function. In this paper, US and UK empirical-based works are predo-
minantly considered and expect that: 

H1: There is a significant positive relationship between the board size and 
agency costs in the “apply and explain” period.  

2.2.2. Board Independence 
Board members comprise executives on the firms’ payroll and Independent 
Non-Executives Directors (INEDs). INEDs do not necessarily minimize agency 
problems to a significant extent. The firm does not employ INEDs (Fama & Jen-
sen, 1983). Prior studies on board composition, which INEDs dominate support 
and control the management team. The INEDs do not engage in the daily activi-
ties and management of the firm. They undertake policymaking and design 
strategic decisions (Huu Nguyen et al., 2020; Razzaq & Niazi, 2018). Further-
more, in undertaking their core mandate and daily tasks such as production, 
marketing finance and administration, the executive directors need a supervi-
sory authority for accountability (Brown et al., 2011). 

In South Africa, Meyer & de Wet (2013) share positive impacts on board in-
dependence and firm performance concerning earnings per share. Still, they 
have no significant effect on market variables. Similar studies by Abor & Adjasi 
(2007) express that Small firms create a new strategic outlook through indepen-
dent executive directors. Other authors predict INEDs catalyze transforming the 
internal audit tools, which boost the firms’ performance. Incorporating more 
INEDs creates a board that monitors, especially the Chief Executive, to minimize 
the discretionary powers of the management team and protect the interests of 
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shareholders (Kostyuk & Barros, 2018; Yusoff & Alhaji, 2012). 
Despite the enumerated positive effects presented by prior literature, few stu-

dies propound different results. Suzuki & Tho To (2019) found a U shape rela-
tionship; Connelly et al. (2017) found no relation, and Dang et al. (2018) found a 
negative relationship between board independence and agency costs which sup-
ports the fact that INEDs may lack the expertise in that particular section. Lack 
of expertise leads to improper monitoring, which creates agency costs and wor-
sens the firm performance. However, this paper investigates the power of “apply 
and explain” and how the suspension of the stock options for independent di-
rectors will reduce the agency costs.  

H2: There is a significant negative relationship between board independence 
and agency costs in the “apply and explain” period. 

2.2.3. Board Female Diversity 
The past two decades have presented the urgency to involve women on Firms’ 
boards. Research identifies that boards are still not diverse. Management has re-
ceived calls to include females in press calls, academic literature, and other 
stakeholders in the board room (Wellalage & Locke, 2013). Statistics from the 
European Union (EU) had about half of its labour force as women. Only 7.9% of 
women were in CEO positions and 19% in executive positions (Schwartz, 2020) 
6% of women CEOs in the UK’s FTSE top 100 firms identified by Taylor (2019). 
In contrast, female CEOs in the US S&P 500 companies were 6% (Stych, 2021). 
In emerging countries, Asian economies have the highest of women representa-
tion, with 9% of firms’ appointing female CEOs (Lee, 2020). On the JSE, the 
number of female CEOs remains at 19, comprising 6% (Khaya, 2020). Globally, 
South Africa is ranked 4th according to a Deloitte global survey.  

Female diversity has received ostensible consideration. Wellalage & Locke 
(2013) posits that board diversity has positive impacts on agency costs. In his 
Study of Sri Lankan listed firms’ and agency costs, he asserts the economy does 
not have many qualified females, and firms’ may prefer a homogenous board. 
Sun et al. (2011) investigated women on the audit committee and reported no 
relation to the committee work. Wang et al. (2021) confirm in a study in 
non-financial firms in China that women leadership do not influence decision 
making.  

Ain et al. (2020) supports diverse female boards and conclude that these 
boards effectively allay the agency costs caused by firms’ different needs. Addi-
tionally, female directors curb agency problems in state-owned enterprises 
(SOEs), where agency conflicts are high. Hewa Wellalage (2011) provides evi-
dence from emerging countries where external corporate governance is weak 
diverse boards help restraint agency costs. Gull et al. (2018) find that women 
leadership selected based on statutory attributes are great monitors than women 
selected on blind quotas.  

King IV advocates for listed firms to be diverse to create value, access the rich 
talent pool of individuals, promote sustainability and increase competition. The 
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King IV code, however, does not give mandatory percentages for the number of 
women on the board. With the much emphasis and research, the number of fe-
male directors is low, the paper assumes: 

H3: There is a significant negative relationship between board diversity and 
agency costs in the “apply and explain” period.  

2.2.4. Multiple Directorships 
Prior research had had conflicting evidence on the impact of multiple director-
ships on the firm. Numerous directorship is a global phenomenon spiking an 
international debate in corporate governance studies (Ferris & Jayaraman, 2018). 
Some academicians and practitioners argue the benefits of various directorships 
on quality. Harris & Shimizu (2004) argue boards are not too busy to be 
“stretched.” Multiple directorships are essential assets for knowledge acquisition 
for strategic decisions and improving performance. Elyasiani & Zhang (2015) 
contends multiple directorships do not harm the firm. These directors do not 
neglect their responsibilities. The director’s values are enhanced through inte-
raction with others on different boards. The study uses the 3SLS technique to 
account for endogeneity. In India, Pandey et al. (2019) share a positive but weak 
relation, whereas Chakravarty & Rutherford (2017) find multiple directors to 
lower the cost of firms’ debts. 

Benson et al. (2015) explain that multiple directorships do not fully explain 
the shirk of directors’ responsibilities. He stresses busy executives correlate with 
lower merger premiums. Furthermore, small firm sizes have accrued more bene-
fits than established firms. Clements et al. (2015) also agree that directorship in a 
related industry brings positive effects, and smaller firms again benefit from it. 

Cashman et al. (2012) disagree with the above and give evidence to increase 
directors’ workload. When the director’s workload increases, there is a negative 
relationship with firm value. The study results reveal a dramatic effect of the link 
with the inclusion of the firm fixed effects. Fich & Shivdasani (2006) confirm 
that directorship of three and above is associated with weak corporate gover-
nance. The directors’ duty as monitors becomes ineffective—the firm’s exhibit a 
lower market to book ratio, declining profits, and lower CEO sensitivity. Studies 
from Germany show that the busy boards induce more payment for maintaining 
directors (Andres et al., 2013). Ahn et al. (2010) explain the negative effects of 
management oversight in examining stock acquisition and announcement tim-
ing. There is weak monitoring and thus an increase in agency costs in stock ac-
quisition decisions.  

Most countries place a ceiling on the number of directorships an executive 
member can hold to balance and gain optimal benefits (Falato et al., 2014; Tham 
et al., 2019). Despite the reforms in King IV, there is no explicit guideline for di-
rectors’ overboardness. Activists have made bear the poor meeting attendance, 
reflecting the work overload of company directors (Mans-Kemp et al., 2018). 
The paper therefore suggests: 

H4: There is a significant positive relationship between the board directorship 
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and agency cost in the “apply and explain” period. 

2.2.5. Institutional Ownership and Agency Costs 
The South African King IV superseded King III in 2016. According to the King 
IV recommendations, corporate governance mechanisms such as institutional 
investors catalyzes value creation. The principles advocate stakeholder centric 
governance. If institutional owners apply the principles aforementioned in King 
IV, it will decrease short-term profit-seeking ventures. The report seeks to create 
long term value (Harber, 2017). 

The principle last principle of King IV (principle 17) is dedicated to the speci-
fication of the role of institutional investors. Principle 17 advocates institutional 
investors as the agents to monitor and enhance responsible investments Rajoo 
(2020). The Code for Responsible Investment in South Africa (CRISA) further 
elaborates the principle 17. The Code urges institutional investors to consider 
and promote practical approaches to minimizing the cost of investment. Addi-
tionally, institutional investors should reinforce corporate governance principles 
associated with the UN-backed Principles of Responsible Investment (Natsesan 
& du Plessis, 2018). 

Davis (2019) echoes the growth of institutional ownership on firm value and 
costs. Institutional ownership unaligned the opportunist behaviour in manage-
ment. Institutional investors hold a substantial majority of the company shares 
(Artiga González & Calluzzo, 2020). Institutional ownership has risen to 70% 
within the past three decades in the US. According to Zhang (2016), South Afri-
ca has about 52% institutional investment. The increase manifests the positivity 
of monitoring by the investors. Harber (2017), Martina (2016) and Callen & 
Fang (2013) confirm government pension funds are effectively monitored to 
avoid future crash risks. 

On the contrary, Kim et al. (2019) examine the different types of institutional 
investors. Kim explains that agency costs correlate with term short institutional 
investors. The short-term investors put unsurmountable pressure on the man-
agement. Continuous pressure might lead to risky projects undertaken not in 
favour of the long-term benefits. Prior studies that confirm a negative effect of 
institutional investors include Altunbaş et al. (2020), claiming that institutional 
investors support CEOs risky ventures. Manconi et al. (2012) describe exposed 
liquidity constrained investors as a threat to boosting crisis to corporate bonds. 
Callen & Fang (2013) and Pozen (2015) indicate independent investment advi-
sors and bank trusts are free-rider monitors and tend to increase the risk of a 
future crash of the firm. Finally, Larcker et al. (2015) examine institutional in-
vestors who outsource their voting rights, resulting in decreased firm value. 

Further, this link is more pronounced among pressure insensitive institutional 
investors. These include pension funds and mutual funds. Elyasiani et al. (2010) 
also discovered that both types of institutional shareholding impacted profitabil-
ity. However, pressure insensitive investors have a more significant impact on 
enterprises’ profitability. After the above debate and the growing numbers of in-
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stitutional investors in South Africa as per the requirements of King IV, we as-
sume:  

H5: There is a significant negative relationship between institutional investors 
and agency costs in the “apply and explain” period.  

H5a: There is a different effect of pressure-sensitive and pressure insensitive 
institutional investors on agency costs in the “apply and explain” period.  

3. Methodology 
3.1. Data Collection 

The study investigates the effects of agency costs before and after revising the 
King report principle of “apply and explain”. It examines the corporate gover-
nance impacts on agency costs in the Johannesburg Stock Market (JSE). The da-
ta was collected from integrated financial reports of listed firms from the period 
2013 to 2019. The collection ends in the year 2019 because of the tremendous 
impact of the Corona Virus in 2020. The virus changed most accounting report-
ing systems around the globe. In this paper, firms that do not have the required 
ratios were eliminated. The study did not include financial firms because of the 
different economic, regulations and risks associated with the sector. The regula-
tory and governance structure of the financial industry is different from those of 
other, non-regulated sectors. They are subjected to external monitoring and 
scrutiny from institutions such as the Reserve Bank of South Africa. The scrutiny 
of such regulatory bodies renders corporate governance mechanisms less im-
portant. It can potentially interfere with corporate governance variables, depen-
dent variables, and the relationship between the two (Majoni, 2019). Finally, the 
paper removes extreme values that served as outliers.  

The study gathered 110 pressure insensitive institutional ownership firms 
(treatment firms) and 135 pressure-sensitive firms (control firms). Institutional 
investors are classified and distinguished based on their monitoring incentives 
(Hutchinson & Gul, 2004). Pressure Sensitive investors are large financial insti-
tutional investors (banks, investment and insurance firms as their most signifi-
cant shareholders) who have a business relationship with the company. They 
play a less governance role because of their business relationship with the com-
pany. The pressure insensitive shareholders include nominee or trustee share-
holders, who hold large amounts of assets in the form of securities on behalf of 
investors (pension funds, fund managers and government trustees).  

3.2. Model Specification 

The study uses the Generalized Least Squares and Fixed Effects Model to give 
results of the whole sample. The Difference in Difference Method finds the post 
effects of the “apply and explain” period.  

3.2.1. Model Specification (GLS, FEM) 
In testing our hypothesis, the following regression model is used: 
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3.2.2. Model Specification (DiD) 
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where: i is individual firm observation t is the within-group time index; ACi,t = 
Total sales divided by total assets or the ratio of discretionary costs on sales; 
BOARDSIZEi,t = total number of board members; BOARDINDEi,t = the percen-
tage of independent directors; BOARDDIVi,t = percentage of women on the 
board; BOARDDIRi,t = average number of directorship held in other firms; IN-
STOWNDi,t = proportion of institutional shareholding to total shares; FIRMSI-
ZEi,t = log of firm assets; ROAi,t = ratio of net profit before tax to total assets; 
FIRMAGEi,t = log of firm years; LEVERAGEi,t = the debt to equity ratio; CEO-
TENUREi,t = number of years of CEO position; INDUSTRYi,t = sector of opera-
tion; YEARi,t = year dummies for financial year; POSTi,t = dummy variable 
where 1 is the years after 2017. 

3.3. Dependent Variable 
Agency Costs (AC) 
Past literature indicates there are types of agency costs. The two dominant ones 
in South Africa are type 1 and type 2. The study, therefore, considers two proxies 
for each of the agency costs. Regarding type 1, the paper uses the asset turnover 
ratio. The report uses the asset turnover ratio to measure management effective 
use of the firms’ assets. Total sales divided by total assets measure it. The second 
proxy for agency costs is the expenses ratio. This ratio is considered because 
most of the institutional stakeholder activism in South Africa is based on exces-
sive managerial perks, entertainment allowance and travelling expenses. It is a 
ratio of discretionary costs on sales. It is, therefore, appropriate to include both 
ratios to assess and reflect the depth of agency costs in South Africa (Dang et al., 
2018; Vijayakumaran, 2019). 

3.4. Independent Variables 
3.4.1. Board Size (BODSIZE)  
The paper defines board size as the total number of directors chosen in a partic-
ular year on the companies’ board. Prior literature indicates a large number 
leads to difficulties in collaboration and effective teamwork. Members might 
spend more time concluding on sensitive strategic decisions leading to ineffi-
cient use of the firms’ resources. The paper assumes board size will have a direct 
negative impact on assets utilization. The more the directors, the more money 
expended on their welfare. Since King IV sets no ceiling on the number of di-
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rectors, the firm might choose as many as it deems fit, increasing expenditure. 
Secondly, the expenses ratio will have a significant relationship with the board of 
directors. 

3.4.2. Board Independence (BI) 
The paper calculates the variable as a percentage of the Independent Non-Executive 
Directors (INEDs) on the board for a particular financial year. Prior literature 
indicates the inclusion of INEDs will fill the hiatus of experience and knowledge 
management creates. King IV calls for the majority of INEDs on boards. The 
King IV code considers the INEDs to be unbiased and objective in the decisions 
for stakeholders. The paper predicts that the more INEDs on boards, the greater 
the independence and the lower the agency costs.  

3.4.3. Board Diversity (BODDIV) 
The Study defines diversity as a proportion of female directors on the firm’s 
board for a particular financial year. Prior literature has mixed results showing 
the insignificance of females on boards. Others are positive/negative effects on 
firm performance (Post & Byron, 2015). King IV advocates for more women, but 
no minimum quota is made. The paper predicts a decline in agency costs with 
the inclusion of more females. 

3.4.4. Board Multiple Directorship (BOARDDIR) 
The average number of director positions held in other firms. In South Africa, 
on averagely, the director holds 2 - 3 different directorships. Prior studies before 
the introduction of King IV do not find consistent results showing a more unsa-
tisfactory performance by firms (Chiranga & Chiwira, 2014). King IV advocates 
for multiple directors to acquire experience and knowledge. The paper, there-
fore, predicts multiple directorships will equip the directors to curb agency costs. 

3.4.5. Institutional Investors (INSTOWND) 
The ratio of the institutional shares of the firm to the total number of shares 
outstanding. The study forecasts institutional shareholding improvements in the 
King IV period. King IV principle 17 is dedicated to institutional shareholding. 
Therefore, the paper predicts that institutional sharing will eliminate most 
agency costs. The variable will be a dummy. The study digs further and groups 
the institutional investors into two types, pressure-sensitive institutional inves-
tors (IIP) and pressure insensitive institutional investors (IPS). 

3.5. Control Variables 
3.5.1. Firm Size (FIRMSIZE)  
The study calculates firm size as the logarithm of firms’ total assets. The paper 
expects large firms have fewer agency costs. This negative relationship is because 
large firms acquire more resources to mitigate agency costs.  

3.5.2. Return on Assets (ROA) 
Ratio of net profit before profit and tax to total assets. Fama (1980) finds a nega-
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tive correlation between firm performance and agency problems.  

3.5.3. Firm Age (FRIMAGE) 
It is calculated as the logarithm of the firm’s number of years in existence. Ab-
ubakar Nuhu et al. (2020), the paper expects old firms to handle the agency 
problems efficiently.  

3.5.4. Leverage (LEVERAGE) 
The paper calculates leverage as debt to equity ratio. The more the debt means 
the firm is under the control of creditors. Creditors are good monitors of their 
investment and hence fewer agency costs (Zakaria et al., 2016). 

3.5.5. CEO Tenure 
The number of years the CEO has been in that position in a firm (Uĝurlu, 2000). 
The paper expects the long-serving CEOs to be positively related to increasing 
expenses.  

3.5.6. Industry 
It is measured by the industry in which the firm operates. The paper uses the 
Johannesburg Stock Market industry classification index. It comprises ten cate-
gories: Oil and Gas, Consumer goods, Basic materials, Healthcare, Industrials, 
Consumer Services, Telecommunications, Utilities, Financials, and Technology.  

3.5.7. Year  
Full year measured from 2013-2016; the study again measures it as a dummy 
using the 2017 to 2019 as post years for analysis. 

The hypotheses of the relationship between independent and dependent va-
riables are outlined in Table 1 below. 

4. Results and Discussions 
4.1. Descriptive Statistics  

Table 2 shows the descriptive statistics for the main variables used in the study’s 
model. Using Stata to examine 245 listed South African companies shows the 
result produced, including minimum, maximum and standard deviation, to 
present the trend in agency cost and issues affecting it. The data shows that the 
average agency cost measured by asset turnover is 19.39, with a standard devia-
tion of 17.31 and values ranging from 0.05 to 48.85. The number of board direc-
tors ranges from 5 to 24 members, with an average of nine members. Compared 
to other emerging countries like Vietnam, South African firms’ average board 
size is high with nine members. It is similarly related to companies in Spain, 
which have ten members, and in the US, they have nine members (Grana-
do-Peiró & López-Gracia, 2017; Huu Nguyen et al., 2020; Kieschnick & Mous-
sawi, 2018). 

Additionally, board independence calculated by the Independent Non-Executive 
Directors to total directors has an average of 53.99%, with a minimum of 0% and  
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Table 1. Hypotheses summary. 

Independent variables Description Agency Costs 

BoardSize Number of board members + 

Board Independence Percentage of independent directors − 

Board Diversity The ratio of female directors − 

Board directorship The average number of multiple directorships + 

Institutional investors 
Number of shareholdings held by the  
institutional investor 

− 

Firm Size Log of total assets − 

Firm age Log of firm age − 

Return on Assets Net profit before tax by Total Assets  

leverage Total debt to equity ratio − 

CEO tenure CEO serving years + 

 
Table 2. Descriptive statistics. 

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

Obs 1750 1750 1750 1750 1750 1750 1750 1750 1750 1750 

Mean 19.390 17.689 9.8174 53.996 8.8320 1.8950 49.784 41.240 44.126 7.6740 

StD 17.314 35.1516 2.8139 17.876 8.6267 1.214 19.229 33.889 18.877 5.7658 

Max 48.85 242.977 24 100 38.888 3 93 169 99.668 32 

Min 0.0551 0.0016 5 0 0 0 9 2 0.5247 1 

Source: Authors Construction using Stata. Where (1) is Agency cost measured by Assets 
Utilization; (2) is Agency Costs measured by Expenses ratio (3) Indicates the Board Size 
(4) is the Board Independence (5) denotes Female Board Diversity (6) is Board Multiple 
Directorship (7) is Institutional shares held by the firm (8) is firm age (9) is leverage and 
(10) represents the CEO Tenure. 
 
a maximum of 100%. It is a fair representation, describing how independent a 
board can be. It also shows that some firms were not having INEDs on board 
before the “apply and explain” period. The mean of female board diversity is 
8.83, while the maximum is 39%, identifying females present in the board room 
is relatively low. Board multiple directorship average is 2, which means average 
South African boards are not busy and burdened.  

Besides, there is an element of institutional ownership in at least all the firms 
on the JSE. The minimum number of shares owned in a firm is 9%. Institutional 
investors also dominate other firms with a maximum share allocation of 93%. 
On average South African firms have 50% of their shares being held by institu-
tional investors. 

Table 3 displays the correlation matrices of all variables for the sample of 1750 
observations to diagnose the presence of multi-collinearity. When the correlation 
between independent variables is lower than 0.5, it means their correlations are  
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Table 3. Pearson correlation analysis. 

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

(1) 1.0000          

(2) −0.1446 1.0000         

(3) −0.0261 0.0481 1.0000        

(4) 0.0137 −0.0328 0.3174 1.0000       

(5) 0.0038 0.0414 0.4348 0.5529 1.0000      

(6) 0.0252 −0.0502 −0.0679 −0.0465 −0.0339 1.0000     

(7) 0.0024 −0.0830 −0.0405 0.1045 0.0371 −0.0991 1.0000    

(8) −0.0210 −0.1173 0.2021 0.2793 0.1596 −0.0717 0.0414 1.0000   

(9) 0.0134 −0.0229 0.1981 0.1317 0.1862 −0.1205 0.0770 0.1571 1.0000  

(10) −0.0160 0.0692 −0.1834 −0.0027 −0.0163 −0.0909 0.0191 −0.0596 0.0080 1.0000 

Source: Author Construction using Stata. (1) Agency cost measured by Assets Utilization; (2) is Agency Costs measured by Ex-
penses ratio (3) Indicates the Board Size (4) is the Board Independence (5) denotes Female Board Diversity (6) is Board Multiple 
Directorship (7) is Institutional shares held by the firm (8) is firm age (9) is leverage and (10) represents the CEO Tenure. 

 
weak. The study concludes that there is a low likelihood of the multi-collinearity 
problem in the regression model. 

4.2. Empirical Analysis 

Table 4 uses the Fixed-Effects Model (FEM), General Least Square (GLS) and 
the Difference in Difference (DiD) method to examine the impacts of institu-
tional ownership on the companies on the Johannesburg Stock Exchange. The 
FEM bridges and improves the results by considering fixed observations such as 
industry and year related effects. The investigation results are with a statistical 
significance range of 1%, 5% and 10%.  

In the study, the board size is negatively related to assets turnover ratio at 
0.05% significant levels in Model 1 with a coefficient of 0.179, indicating the 
larger board size, the larger the agency costs. Similarly, the board size is posi-
tively correlated with the expense’s ratio with a coefficient of 0.126 in Model 2. 
In Model 3, the board size has a negative coefficient of 0.467 with assets turno-
ver, and Model 4 positively correlates between the board size and the expenses 
ratio of 0.22. The result presents a negative relationship between board size and 
asset turnover, then a positive relationship with agency costs. The expenses ratio 
correlates positively with board size. In other words, South African listed com-
panies with larger board sizes may not reduce agency costs. The results confirm 
studies such as García Martín & Herrero (2018). The results presented confirm 
H1. The negative relationship between board size and assets turnover will de-
cline the efficient use of the firm’s assets. The firm will make more expenses on 
the board members while the board members will have difficulties cooperating and 
strategizing for the firm’s benefit. The large board size may be harmful to the rise in 
agency costs. The CEO may impose their positions on the board decisions. The  
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Table 4. Regression analysis. 

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

 ACT1 ACT1 ACT2 ACT2 ACT1 ACT1 ACT2 ACT2 

BODSIZE −0.179* −0.467** 0.126 0.22 0.499* 0.287* 0.141 0.26 

 (−0.83) (1.16) (0.535) (0.739) (0.216) (0.916) (0.486) (0.155) 

BODINDE 0.0282* 0.0307 −0.023 −0.009 −0.545* −0.015 0.0127* 0.009 

 (0.06) (0.03) (−0.09) (−0.739) (0.352) (0.730) (0.675) (0.743) 

BODDIV 0.0143 0.0377 0.025 0.040 0.276 −0.216 0.447 0.066 

 (0.08) (−0.06) (0.752) (0.539) (0.848) (0,826) (0.539) (0.317) 

BODDIR 0.372 0.378 0.192 0.114 0.41* 0.441* 0.173 0.921 

 (0.84) (0.74) (0.458) (0.656) (0.428) (0.502) (0.502) (0.717) 

INST 0.0988 0.397** −0.073 −0.077 - - - - 

 (−0.35) (−3.26) (0.237) (0.071) - - - - 

FIRMSIZE 4.789*** 9.664*** 2.50 1.67 −9.916*** −5.039*** 3.88** 2.232 

 (−10.20) (−3.34) (0.098) (0.36) (0.001) (0.000) (0.012) (0.006) 

FIRMAGE −0.00545 0.0333 −0.189 −0.109 −0.03 −0.0038 −0.118 −0.77 

 (−0.03) (0.24) (0.056) (0.048) (0.447) (0.882) (0.107) (0.010) 

ROA −0.00107 −0.00451 −0.02 −0.001 0.002 0.005 0.0451 −0.0016 

 (−0.57) (0.25) (−0.027) (0.048) (0.874) (0.74) (0.040) (0.07) 

LEVERAGE 0.0448 0.0751 −0.67 0.50 0.078 −0.017 0.0751 −0.055 

 (−1.50) (1.52) (0.027) (0.031) (0.215) (0.961) (0.003) (0.017) 

CEOTENURE −0.0269 0.176 0.051 0.078 −0.184 0.0163** 0.086 0.12 

 (−0.29) (1.11) (0.007) (0.308) (0.889) (0.046) (0.289) (0.122) 

industry - 0.786** - −0.063 - −0.7293 - −0.080 

 - (3.91) - (0.879) - (−0.96) - (0.835) 

year - −0.507 - 0.620 - −0.395 - 0.39 

 - (−1.88) - (0.10) - (−1.65) - (0.003) 

IPI     0.217 0.320 −0.293 0.492 

     (0.04) (0.102) (0.022) (0.121) 

IPS     −0.634 0.528 0.397 1.28 

     (0.889) (0.350) (−0.031) (0.484) 

Constant 34.8 43.15*** 2.858 3.58 91.21 42.63 80.00 78.28 

 (0.00) (0.001) (0.000) 0.0000 (0.000) (0.000) (0.000) 0.000 

N 1715 1715 1715 1715 1715 1715 1715 1715 

R2 0.072 0.021 0.135 0.120 0.1215 0.1600 0.122 0.182 

Source: Researcher Estimation. The values in parentheses *p < 0.10, **p < 0.05, ***p < 0.001. 
 
presence of the INEDs will reduce the expenses ratio, as we notice from the 
t-values of −0.09 and −0.739 for model 3 and Model 4, respectively. It means the 
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independence of the board reduces agency costs. 
It is evident board independence plays an essential role in allaying the agency 

costs. The results indicate a positive 0.028 and a negative coefficient of 0.023 for 
the assets turnover and expenses ratio, respectively, in Model 1 and Model 3. 
Further, we notice the Model 2 board independence has positive influences with 
assets turnover with a coefficient of 0.030 and Model 4, a negative coefficient of 
0.002 with expenses ratio. Prior literature shows the relation of assets turnover 
and agency costs to be negative; therefore, this study infers the board indepen-
dence will allay the firms’ agency costs. This might be a primary rationale behind 
regulators across the globe advocating for a majority of INEDs on the firms’ 
board. The results imply that hypothesis H2 is accepted. The King III recom-
mendation of a majority of INEDs is in line and has made significant efforts in 
reducing expenses. The expenses ratio results synchronize with Kostyuk & Bar-
ros (2018); Meyer & de Wet (2013). There is an increase of INEDs on the board 
because the company spends less on them. Anand et al. (2010) opine that the 
more the board’s independence, the more the monitoring of expenses. It con-
firms the analysis that bigger board sizes take longer in decision making, which 
makes it difficult to achieve objectives.  

The results presented for the relationship between female board diversity and 
assets turnover are positive coefficients of 0.0143 and 0.025 in both Model 1 and 
Model 3, respectively. The results mean females are good monitors. Females also 
bring new perceptions on decisions because traditionally, company boards com-
prise males. The expenses ratio from Model 4 is positive 0.040. The findings 
from female diversity indicate that females on boards reduce agency costs by 
improving decisions on assets utilization. As predicted by the study, females do 
not control operating costs which, are propounded by Ain et al. (2020). Our 
study confirms Jurkus et al. (2011), women may not have enough control over 
all aspects of the company primarily because of their numbers on the board.  

We find the results of board directorship to confirm prior literature predicting 
that directors will gain knowledge from other firms to help build up lacking 
firms (Rouyer, 2016). Our study was established by Model 1, in which multiple 
directorships correlate with assets turnover with a positive coefficient of 0.372 
and a positive coefficient of 0.378 from Model 2. The prediction for expenses ra-
tio is confirmed by the Model 3 figures of positive coefficient of 0.192. The result 
means a busy board might not monitor costs effectively. Busy directors do not 
have time to strictly monitor administration expenses since it is reoccurring ex-
penditure.  

The study shows institutional investors are in a favourable relation with assets 
turnover at a rate of 0.397 at a 5% significance level in model 2. It means the 
presence of institutional investors may allay the firms’ agency costs by monitor-
ing effective investment by management. The institutional investors’ adverse re-
lation with expenses ratio at 0.077 for model 4 explains the monitoring of man-
agement expenses. There is substantial institutional shareholding in public firms 
in South Africa, which is not very different from developed countries (Pozen, 
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2015). The presence of institutional investors significantly affects the utilization 
of firm assets and reduces agency costs. It supports hypothesis H5. 

Additionally, institutional investors who have business links with the firm are 
pressure sensitive. The study finds a negative relationship in Model 5 of −0.634 
at a significant level of 1% with pressure-sensitive investors and assets turnover. 
It is an indication that pressure-sensitive institutional investors do not want to 
break ties with management. Therefore, they risk compromising with manage-
ment decisions. They do not object to most management plans to save their 
business deals and maintain their clientele. However, the relationship between 
the pressure-sensitive investors and expenses ratio is positive, but the variable 
does not have a substantial relationship and requires further investigation. Con-
trary, the pressure insensitive institutional investors have a negative relationship 
(−0.234 and −0.492) with the expense’s ratio for both Model 5 and Model 8, re-
spectively, at significant levels. The pressure insensitive investors are more relia-
ble in monitoring management plans. Again, they show their roles in mitigating 
agency costs by the favourable relation between pressure insensitive investors 
and assets cover at 0.234 in the FEM model. The results confirm hypothesis H5. 

4.3. Additional Analysis 

This section discusses results obtained by investigating the impact of institution-
al investors in general and the pressure insensitive institutional investors after 
the release of King IV. We examine the effect of “apply and explain” on the role 
of monitoring of firstly institutional investors and the impact of pressure insen-
sitive institutional investors. In Table 5, we observe that among all the Board 
structure variables, only board independence significantly affects agency cost at 
5% significant levels for Model 10 and Model 12. The board independence is 
having a favourable impact on assets turnover. This implies that the release of 
King IV strengths the board independence of firms on the JSE. The higher levels 
of board independence will lower the agency costs of the firms. Besides board 
independence, all other board variables play no significant role in curbing the 
agency costs.  
 
Table 5. Difference in Difference analysis of institutional investors ownership on agency 
costs in apply and explain period. 

 (9) (10) (11) (12) 

 INST IPI INST IPI 

BODSIZE −0.343 −0.034 0.258 0.26 

 (0.492) (0.901) (0.161) (0.155) 

BODINDE 0.003* 0.0055** 0.008* 0.009* 

 (0.33) (0.352) (0.767) (0.743) 

BODDIV 0.102 −0.0070 0.639 0.066 

 (0.39) (0.743) (0.337) (0.317) 
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Continued 

BODDIR −0.43 0.39 0.096 0.921 

 (0.54) (0.389) (0.707) (0.717) 

Firmsize 0.281 3.068 2.24** 2.232 

 (0.071) (0.100) (0.006) (0.006) 

firmage −3.09 −4.87*** −0.077 −0.77 

 (0.112) (0.000) (0.011) (0.010) 

ROA 0.082 −0.002 0.001 −0.0016 

 (0.32) (0.09)) (0.080) (0.07) 

Leverage 2.09 0.004 −0.054 −0.055 

 (0.14) (0.801) (0.019) (0.017) 

CEOTenure −0.333 0.08 0.119 0.12 

 (0.007) (0.822) (0.118) (0.122) 

industry 0.039 0.0419 −0.089 −0.080 

 (0.65) (0.722) (0.828) (0.835) 

year 0.54 0.808 −0.35 0.39 

 (0.043) 0.059 (0.138) (0.003) 

Post 0.301 0.777 −0.032 −0.289 

 (0.0008) (0.971) (−0.490) (0.786) 

INST 1.89 - −0.41 - 

 (0.122) - (0.052) - 

IPI - 2.865 - −0.94 

 - (0.116) - (0.001) 

Post*INST 2.09 - −0.519 - 

 (0.14) - (0.021) - 

Post*IPI - −0.086 - −0.794 

 - 0.011 - (0.403) 

Constant 84.43 91.21 80.000 78.28 

 (0.000) (0.000) (0.000) (0.000) 

Number  1715 1715 1715 

Rsq  0.1215 0.122 0.182 

Source: Researcher Estimation. The values in parentheses *p < 0.10, **p < 0.05, ***p < 
0.001. 
 

Again, we report the post effect results of institutional investors and pressure 
insensitive investors estimated by the Difference in Difference method. First, 
when the overall institutional investors interact with the post-King IV period, it 
positively affects assets cover at a 5% significance rate, as depicted in Model 9. It 
has a negative effect on expenses but is not significant. Further, we find the 
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pressure-insensitive investors are positively related to assets turnover at a signif-
icant rate of 5% and negatively affect the expenses ratio at a significant rate of 
1%. This confirms our prior findings that the presence of pressure-insensitive 
institutional investors minimizes the incidence of agency costs. 

5. Conclusions, Recommendations and Research Gaps 

This study intended to investigate the relationship between board characteristics 
and institutional ownership structure with agency cost in South African compa-
nies. We noticed there had been a lot of focus on understanding the impact of 
different categories of institutional investors. We expanded our investigations 
into the influence of pressure-sensitive and pressure insensitive investors in 
South Africa before and after the introduction of King IV by taking 245 firms on 
the JSE from 2013 to 2019.  

In the context of South Africa, the agency’s viewpoint is consistent with the 
board size. We noticed the size of the board has a negative impact on agency 
costs. A larger board might cause problems with cooperation. Again, the CEO 
may find it easier to impose his judgements on the board. While the board size 
increases with agency costs, board independence reduces agency costs. Both 
measures of agency cost show that firms should have sufficient institutional eq-
uity ownership to reduce agency-related problems. Investors that are not sub-
jected to pressure negatively impact agency costs, implying this category of in-
vestors is more important in decreasing agency conflict. There is no significant 
association between pressure-sensitive institutional investors.  

The study examined the post effects of King IV with total institutional inves-
tors sampled and pressure insensitive institutional investors. We investigated the 
period change from “apply or explain” to “apply and explain” to understand in-
stitutional investors’ unique issues and considerations. All board characteristics 
were not significant except the board independence. Board independence had a 
positive effect on assets turnover and a negative effect on expenses ratio. This 
proves that King IV improved board independence by recommending a majority 
of INEDs which increases the firms’ systems for protecting the interest of the 
shareholders.  

We found that total institutional investors can decrease agency costs, particu-
larly pressure investors, by greater margins. The observations are similar to the 
full set data. Finally, we conclude that firms with stronger corporate governance, 
such as smaller boards and a majority of Independent Non-Executive Directors, 
will better mitigate agency conflicts in firms. The inclusion of institutional in-
vestors is substantially associated with agency costs and reflects their essence in-
corporating strategic decision and maximization of firms’ goals. 

The main limitation of the investigation is the exclusion of some governance 
aspects such as board meetings, CEO duality and other diversity variables. Fu-
ture works may extend this research by incorporating family ownership as they 
play different roles than institutional investors. The CEO experience and CEO 
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background can have implications for agency costs. These variables can be stu-
died in future to gain insights into the bolsters of agency costs of the firms.  

The significant implication of the study is to serve as a guide for prospective 
investors to consider the independence of a board and the value of institutional 
investors before making an investment decision. Prospective investors should 
consider firms with greater independence and institutional investment signifi-
cantly pressure insensitive investors. Their presence enhances monitoring and 
reduces agency costs. 
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