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Abstract

Related party transactions represent a transfer of resources, services, or obligations between a reporting entity
and a related party, such as controlling shareholders, directors, and affiliates. The main objective of this study is
to investigate the relation between related party transactionsand organization capital. The sample consists of 167
firms listed in Tehran Stock Exchange during 2018 to 2022, which are selected using the systematic removal
method. The research hypotheses are tested using the multivariate regression method. Results of the study
indicate that there is a significant negative relationship between related party transactions and organization
capital, consistent with the notion thatrelated party transactions significantly impact the firm’s operations. Given
that the high magnitude of related party transactions increases a firm’s dependence on the captive market within
related parties, as a result a firm’s incentives to invest in intangible capital are low when there are heavy related
party transactions.
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Introduction: Previous research claims that a firm’s development of the external market impacts managerial
effortsto obtain competitive advantage and organizational slack (Khan et al. 2020; Shin & Lee 2023).The heavy
related party transactions feature the firm’s high dependence on the captive market within the related parties.
Since the captive market within the related parties provides the environment where firms can enjoy a stable
market that guaranteesa firm’s survival, the ex-ante incentives to construct competitive advantage are low (Shin
& lee, 2023). Therefore, firms depending on related party transactions are less likely to invest in organization
capital, which leads to the main hypothesis of this study:

Hypothesis: There is a negative relationship between related party transactions and organization capital.
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Method and Data: The population of this study is all listed companies in Tehran Stock Exchange during the
period 2018 to 2022. Companies surveyed are selected by the systematic elimination or targeted based on the
following criteria: The selected companies should be members of established companies on the TSE from early
2018 until the end of 2022. The selected companies should not change their financial year during the research
period. The type of companies’ activity should be manufacturing. To be able to compare the results, their
financial year should be ended on March 20th. By considering the above research limitations, 167 companies
have been selected as the research sample. Finally, the hypothesis of this research was tested through
multivariate regression using Eviews software.

Findings: Results of the study indicate that there is a significant negative relationship between related party
transactions and organization capital, consistent with the notion that related party transactions significantly
impact the firm’s operations. Given that the high magnitude of related party transactions increases a firm’s
dependence on the captive market within related parties, as a result a firm’s incentives to invest in intangible
capital are low when there are heavy related party transactions.

Conclusion and discussion: The main objective of this study is to investigate the relation between related party
transactions and organization capital. The sample consists of 167 firms listed in Tehran Stock Exchange during
2017 to 2022. Results of the study indicate that there is a significant negative relationship between related party
transactions and organization capital, consistent with the notion that related party transactions significantly
impact the firm’s operations. These findings were in agreement with research results of Shin & Lee (2023).
Given thatthe high magnitude of related party transactions increases a firm’s dependence on the captive market
within related parties, as a result a firm’s incentives to invest in intangible capital are low when there are heavy
related party transactions.
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