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Corporate Political Connections, Agency Costs

and Audit Quality
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6. Conclusion

This study explores the association between political connections and agency cost, and

examines the effect of audit quality on this association by using a dataset of Bangladeshi listed
companies. We used asset utilisation ratio, Q-free cash flow interaction and expense ratio are

used as proxies of agency cost, and membership to Big 4 audit firms and local associates of Big
4 firms is used as a proxy of audit quality. We document that politically connected firms have
higher agency cost than their unconnected counterparts in Bangladesh. In an emerging market
where investor protection is poor and a weak rule of law exists, politically connected managers

use their power to expropriate minority shareholders, thereby resulting in higher agency cost.
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