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Abstract

Purpose: The purpose of this study is to investigate the effect of non-cash and non-
operating related party transactions on board of directors’ compensation by analyzing the
efficient contracts hypothesis versus corporate governance weakness hypothesis.
Methodology: In order to test the research hypotheses, the data of 118 companies were
selected in the period 2011-2019 and analyzed using multiple regression models.

Results: The results of the research hypotheses test show that the non-cash related party
transactions and non-operating related party transactions have a positive effect and
fluctuations of non-operating related party transactions have a negative effect on the board
compensation. Also, the corporate governance quality causes a negative effect on the
relationship between the non-operating related party transactions with the board of
directors’ compensation.

Conclusion: The results of research indicate the replacement of the efficient contracting
approach with opportunistic approach of related party transactions by presence of strong
corporate governance. While strong corporate governance has no effect on the relationship
between non-cash related party transactions and board of directors’ compensation.
Contribution: The Contribution of the research is the emphasis on strengthening the
corporate governance mechanisms in order to increase the reliability of transactions and the
formation of effective contracts.
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