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Abstract

The research aimed to test the direct and indirect relationships between
different types of political connections and the firm value by mediating two
variables: earnings management and related party transactions, as well as
testing the conditional effect of institutional ownership on these relationships.
The research was based on a sample of 100 firms listed on the Egyptian stock
exchange during the period from 2014 to 2022. Conditional process analysis
was used to explain and analyze the causal relationships between the research
variables.

The results of the research showed that there is no effect of institutional
ownership on the direct relationship between political connections of state
ownership and the firm value. However, it was concluded that the higher the
level of institutional ownership, the stronger the positive relationship between
political connections of the board of directors or major shareholders and the
firm value. The results concluded that there is no effect of institutional
ownership on the indirect relationship between political connections and the
firm value through earnings management, while there is a positive effect of
institutional ownership on the indirect relationship between political
connections of the board of directors and the firm value through earnings
management, as well as a positive effect of institutional ownership on the
indirect relationship between political connections of major shareholders and
the firm value through the earnings management, but only at a low level of
institutional ownership. The results showed that institutional ownership has a
positive effect on the indirect relationship between political connections of
state ownership and the firm value through related party transactions. On the
contrary, in the case of political connections of the board of directors or major
shareholders, the results showed that this interaction negatively affects the
firm value through mediating related party transactions.

Keywords: Political connections, firm value, earnings management, related
party transactions, institutional ownership, state ownership.
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