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Abstract

Because the separation between ownership and control creates an agency conflict between owners and
managers of the firm, strong corporate governance systems are expected to align the interests of the
parties involved, whereby firms are more likely to improve their financial performance. However, this
discussion has been neglected in previous studies. In this regard, in this study, has been evaluated the
effect of agency conflicts on the relationship between the quality of corporate governance and the
financial performance of the firms. For this purpose, a composite index for the quality of corporate
governance was formed based on zero and one codes for eight corporate governance mechanisms. A
composite index for agency conflict was created based on principal component analysis (PCA) with six
criteria determining agency conflict, and two measures, Tobins’Q ratio and asset return rate, were used
to evaluate the financial performance of firms. The statistical sample includes 148 firms admitted to the
Tehran Stock Exchange during the years 2013 to 2021, and the required information was collected from
the audited financial statements and annual financial reports that are available on the Codal website. In
this study, two hypotheses have been explained, which have been tested using the econometric
technique of generalized moments (GMM) in Eviwes software. The findings of the study showed that
the quality of corporate governance has a positive and significant effect on both financial performance
measures. It was also found that in firms with a high level of agency conflict, the quality of corporate
governance has a stronger effect on both measures of financial performance of firms.

Keywords: quality of corporate governance, agency conflict, Financial performance.
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