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An Empirical Study of the Relationships
Between Leverage Policy and Agency
Cost- An Example of Taiwan
Listed Technology Companies

Min-Tsung Cheng =

Pei-kuo Hu

Abstract

According to the agency theory, companies would efficiently reduce agency
cost through raising leverage ratio. In this study, we found three distinctive
relationships between debt policies and leverage policies. The findings of the
study are as the followed: 1 ~ The earning volatility is negative correlated with debt
financing; 2 ~ Expenditure in advertising and R&D has a negative correlation with
level of debt financing; 3 ~ Sizes of firms are positively related with debt financing.
This research is aimed at examining the relationship between financial leverage and
agency cost among 123 technology companies that have been listed over a year in
Taiwan Exchange since 2001. Forward addition and backward elimination methods
are used for selecting significant independent variables. Moreover, a rigorous

statistical accuracy test is done to ensure the validity of the set of independent

* Ph.D. student of Business Administration Dept., National Taipei University

** L_ecturer, Department of International Trade, Kang-Ning Junior College of Medical Care and Management
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variables to run a multiple regression model. All independent variables are tested
for collinearity and residuals are examined for independency, normality, and
hetroscasticity. The research findings support studies of Myers (1984) and
Crutchley & Hansen (1989) . Therefore, a conclusion would be drawn that the

agency cost and debt policy theory is applicable to Taiwan technology companies.

Keywords: debt policy, agency cost, earning volatility, diversification cost, and

cost of publishing
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