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Related Party Transactions and Corporate Value: The Effect of
Regulations against Controlling Shareholders' Expropriation in
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Abstract This study relates to the effect from enforcement of regulations in 2014 against controlling
shareholder expropriation in Korean corporations. The relationship change between related party
transactions (RPTs) and the corporate values of listed Korean corporations is analyzed for the five-year
period before and after enforcement of the regulations (2009-2013 and 2014-2018). Three types of RPTs
regarding long-term supply contracts, loans, and credit were adopted for analysis. Following are the
results of a regression analysis with panel data that consist of 6,534 firm-year observations. First shown
is that the enforcement of regulations affects the relationship between RPTs and corporate value.
Specifically, for all corporations, the result implies that the purpose of expropriation is weakened, and
the efficiency and transparency of transactions in corporations are enhanced due to enforcement of the
regulations. Secondly, the extent to which the regulations exert influence on designated and
non-designated corporations differs. Regulation enforcement seems to be more influential on
non-designated corporations than on designated ones for the efficiency and transparency of transactions
in the long-term contract type of RPT.
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FHARNT B71FFAKRPT_Ltc) &N oy
2= 0.00 %, ] 94.71 %), BFE 5.22 %°|tk. E
AT HAF(RPT_Loan) FAHAL HiH] 4 0.00
%, 2t 15.47 %11, BI-2 0.64 %°lct. E4TAA
7t AEFA(RPT_Credity= S24T tiv] 4 0.00%,
2} 105.25 %013, B 5.08 %It} 71FEA SA
2201 AFEFRAEL(Owner)S HA 0.00 %, Ao
7585 %°]1, Wi 20.62 %°lth. A{AMTYE
(OCD)E= 4 0.00 %, o 84.57 %°]iL, Bt 24.04
%o}, EXAIYA0IE(ROA)S 24 -18.88 %,
o 22.94 %°]1, B 3.83 %olch 7|HTFE(Size) =
4 23.9228, AW 31.0426°131, B 26.7761°]t}
T EHE718( Growth )& H4 -74.63 %, HH 141.09
%011, B 5.57 %°lct. A H|E(Leverage)
4 2,12 %, A 94.01 %°]3, Bt 41.99 %olt}. &
QIR EL (Foreign) 2 HA 0.00 %, o 60.10 %°]
I, B 9.30 %elct. FHHSEHE (Fincost) & H4a
-1.67 %, ) 11.17 %°11, B 0.44 %°lct.
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Table 1. Descriptive Statistics

588

6,534 observations
variable

mean Std. Dev. min. max.
MB 1.1337 0.7238 0.2920 4.8508
RPT Lic 0.0522 0.1644 0.0000 0.9471
RPT Loan 0.0064 0.0237 0.0000 0.1547
RPT. Credit 0.0508 0.1450 0.0000 1.0525
Ouwner 0.2062 0.2089 0.0000 0.7585
oCcD 0.2404 0.2305 0.0000 0.8457
ROA 0.0383 0.0616 -0.1888 0.2294
Size 26.7761 1.4723 23.9228 31.0426
Growth 0.0557 0.2711 -0.7463 1.4109
Leverage 0.4199 0.2106 0.0212 0.9401
Foreign 0.0930 0.1272 0.0000 0.6010
Fincost 0.0044 0.0160 -0.0167 0.1117
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Table 3.2 HA7|9E dFo2 ESTAULT AH
o} 7| A7HA] 719] BAE A4S Afoltk. AFlH A
A=7t A PE 20149 71802 H-%5 57094 & 10
7§d(20098 ~20184)S E-451%ct.

Table 3.914 HA7|7+ o= B3 At B
W A715gAt Fe e EBAAZ AR (RPT_Lic)
H=0] I AAS7E 0.1787(1=3.80)2H 7147IA(MB)
of Fougt ()Y FFE A= A= vehyrt &
=7]4olA F7133AF Fe WA= AHaes
ZHollA] o]Fofz 1 Ao olafg 4= Qlrt.
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Table 2. Correlation matrix

MB fzgf fzzgn fzgz dit Oumer ocD ROA Size Grouwth
MB 1.0000
RPT Itc 0.0343™ 1.0000
RPT ILoan -0.0134 0.0044 1.0000
RPT Credit | -00593" 00580 0.1548™  1.0000
Ouwner -0.12377  -0.08407  -0.0795" 0.0051 1.0000
oCD -0.0060 0.0790"" 0.0053 -0.04517  -0.6895"  1.0000
ROA 0.1728"  -0.0136 -0.0946"  -0.0645"  -0.0403"  0.0682" 1.0000
Size 0.0105 012397  -0.0662" 006377 -01737"  0.1064" 0.1462""  1.0000
Growth 0.0878"  -0.0227" -0.0100 -0.0353"  -0.0063 0.0403™ 02353 -0.0050 1.0000
Leverage -0.0229°  -0.0306°  -0.09077 010937 -02537" 016927  -018517 014557  0.0079
Foreign 021107 007227  -005517  -0.0267"  -0.17917  0.0185 023177 04925 0.0026
Flincost 0.0545"  0.0253" 0.1072"" 005017 -00393" -0.0304"  -02191"  -0.0067 -0.0811""
Leverage  Foreign Fincost
Leverage 1.0000
Foreign -0.1729"  1.0000
Fincost 01302 -0.0600"" 1.0000
Note: *** ** " and * denote 1%, 5%, and 10% significance level respectively.

ARIAFFAAE Al A 7171 o]F 717+ 8|5
Hel, AEEAE gEHe  EIARRE AR
(RPT_Ltc) ¥529] 3AAS7E 242 0.0666 (t=1.17)2F
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9] ggFo] AA &3t Ao Hrt
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Table 3. Results of regression analysis with the unbalanced panel data about the effect of regulations on the

relationship between RPT and corporate value(incl. all corporations)

2009-2018(all corporations) 2009-2013(all corporations) 2014-2018(all corporations)
coefficient  coefficient  coefficient | coefficient coefficient  coefficient | coefficient  coefficient  coefficient
(¢ value) (t value) (¢t value) (¢ value) (¢ value) (¢ value) (¢ value) (¢ value) (¢t value)
RPT_Ltc 0.1787++ 0.0666 0.1144*
(3.80) (1.17) (1.67)
RPT_Loan -1.0035™* 0.3018 -0.6550
(-2.93) 0.81) (-1.19
RPT Credit 0.0069 0.0026 0.0316
0.14) (0.04) 0.47)
Owner -0.5108"*  -0.5278"*  -0.5171"*|  -0.2695** -0.2675%  -02713* | -1.2755***  -12803"*  -1.2761***
(-5.17) (-5.34) (-5.23) (-2.13) (-2.11) (-2.14) (-6.29) (-6.31) (-6.28)
ocb -04527%  -0.4645™*  -0.4553""|  -0.3583"*  -0.3573™*  -0.3609"*| -0.8410"* = -0.8484™" = -0.8428""*
(-5.45) (-5.58) (-5.46) (-3.20) (-3.18) (-3.21) (-5.52) (-5.56) (-5.52)
ROA 1.2753™* 1.2502%*  1.2589** 0.6228"* 0.6124™* 0.6125™*|  1.9453™* 19324 1.9378***
(875 859 (8.63) (3.84) (3.78) (3.79) (7.44) (7.39) (7.41)
Size 0.0289 0.0286 0.0300 S0.1277**  -0.1270""  -0.1268™*| -0.2171"*  -0.2183"*  -0.2184***
(1.36) (1.35) (1.41) (-4.11) (-4.08) (-4.07) (-4.63) (-4.66) (-4.65)
Growth 0.0488"* 0.0469** 0.0461"* 0.0742™ 0.0727** 00725 -0.0102 -0.0096 -0.0101
(2.09) (2.00) 1.97) (3.01) (2.96) (2.95) (-0.29) (-0.27) (-0.29)
Leverage 0.0724 0.0690 0.0653 0.2547*+* 0.2497*** 02540  0.0451 0.0372 0.0392
(1.08) (1.03) 0.97) @71 (2.66) (2.70) 0.39) 031 033
Foreigner 1.1480** 11534 1.1570*** 1.9726** 1.9787%** 1.9767**|  1.2201*** 1.2268** 1.2208***
(8.67) (8.70) (8.72) (10.55) (10.58) (10.57) 4.74) 477 4.75)
f’;’j”d"’/ 1.1945" 122887 119337 02701 02779 02768 0.4926 04876 0.5063
(2.39) (2.45) (2.38) (0.40) (0.41) (0.41) 0.74) 0.73) 0.76)
Constant 0.3691 0.4004 0.3537 4.2852%* 4.2698" 42665 7.2927** 7.3428" 73363
0.65) (0.70) 0.62) (5.19) (5.17) (5.15) (5.75) (5.79) (5.79)
& statistics 8456507 sa71s”  spoar | as1d” woa™ o™ oee™ wa9™ 203727
m statistics 144327 147517 208047 6101 5501 5957 6687 7014 7782
Model fixed effects fixed effects fixed effects | fixed effects fixed effects fixed effects | fixed effects fixed effects fixed effects
N, total obs. 6,534 6.534 6.534 3,228 3,228 3,228 3,306 3,306 3,306
F-value 28.29n 27,620 26.63 w0 18.82s 18.7 4ot 18.6Gwwx 16.87wwx 16.7 T 16.57 s
Vod 0.0416 0.0407 0.0393 0.0619 0.0617 0.0614 0.0545 0.0540 0.0536
Note: *** * " and * denote 1%, 5%, and 10% significance level respectively.

591



AR &85 =5 4] A21d A9E, 2020

Table 4. Results of regression analysis with the balanced panel data about the effect of regulations on the

relationship between RPT and corporate value(designated corporations)

2009-2018(designated corporations only) 2009-2013(designated corporations only) 2014-2018(designated corporations only)
coefficient  coefficient  coefficient coefficient coefficient coefficient coefficient coefficient  coefficient
(z value) (z value) (z value) (¢ value) (¢ value) (¢ value) (¢ value) (¢ value) (¢ value)
RPT_Ltc 1.1384*** 0.3476 -0.2691
(3.55) (1.52) (-0.82)
RPT_Loan -1.8611 -3.5985* -0.8448
(-0.78) (-1.82) (-0.36)
RPT Credit 0.0679 -0.3414* -0.0109
(0.35) (-2.56) (-0.05)
Owner 0.7384 0.7430 0.7954 -2.7227wex -2.895Gmee  =3.3990mu -2.6037 -2.4779 -2.5592
(1.27) (1.25) (1.33) (-3.96) (-4.30) (-4.93) (-1.50) (-1.41) (-1.46)
ocb 0.7191 0.3671 0.5240 -0.6681 -0.9271 -0.9588 -1.3346 -1.0463 -0.9258
(051 0.25) (037) (-0.62) (-0.86) (-0.91) (-0.37) (-0.29) (-0.26)
ROA 1.7513 2.0440 1.9924 0.7081 0.5420 0.2494 4.1616* 4.4436* 4.2235™
(1.12) (1.27) (1.23) (0.70) (0.53) (0.25) .11 (2.15) (2.13)
Size -0.0914 -0.1049 -0.0987 0.2049 0.1897 0.2058 -1.0661%*  -1.0295™*  -1.0447***
(-1.02) (-1.15) (-1.08) (1.19) (1.10) (1.24) (-4.93) (-4.72) (-4.76)
Growth 0.0665 0.0266 0.0298 0.0553 0.0547 0.0400 0.0034 0.0110 0.0152
0.71) (0.28) 0.31) (1.03) (1.03) 0.77) 0.03) (0.08) (0.11)
Leverage 0.5370 0.5815 0.5654 -0.5896 -0.7797 -0.8006 2.2913%* 223777 22317
(131 (1.39) (1.35) (-1.00) (-1.306) (-1.42) (3.89) (3.82) (3.80)
Foreigner 2.0488"* 2.2320"  2.2990** 0.5368 0.3008 0.2216 -3.2375 -3.2829 -3.1866
(2.03) (2.15) (2.23) (0.66) 0.37) (0.28) (-1.40) (-1.41) (-1.37)
Hné[mcfﬂ/ -1.7730 -1.0256 -0.9117 0.8701 1.0512 0.9386 2.9462 2.4482 2.5230
cos
(-1.19) (-0.65) (-0.57) (0.85) (1.04) 0.94) (1.39) (1.18) (1.22)
Constant 2.8112 3.2314 3.0080 -3.5505 -2.9023 -3.1088 32.1503"*  31.0477***  31.5002***
1.1 (1.25) (1.17) (-0.76) (-0.62) (-0.69) (4.91) (4.70) (4.74)
gStatisties | ygg com 200327 19524 62.98"™* 61.86** 5850 9861 12165 121.22
mstatisties | 5 333 442 18.10% 23507 3069 11848"*  7013" 756"
Model random random random fixed fixed fixed fixed fixed fixed
effects effects effects effects effects effects effects effects effects
N, total obs. 230 230 230 115 115 115 115 115 115
F-value 5.7 5.9 6.5t 6.70"* 6.59* 6.57**
2
:Vii X 23,84 1127 10.87
R 0.0916 0.0429 0.0410 0.3856 0.3927 0.4146 0.4206 0.4168 0.4159
Note: ** ** and * denote 1%, 5%, and 10% significance level respectively.
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Table 5. Results of regression analysis with the unbalanced panel data about the effect of regulations on the
relationship between RPT and corporate value(non-designated corporations)

2009-2018(non-designated corporations) [2009-2013(non-designated corporations) —[2014-2018(non-designated corporations)
coefficient  coefficient coefficient coefficient coefficient  coefficient | coefficient  coefficient  coefficient
(¢t value) (¢ value) (¢ value) (¢ value) (¢ value) (¢t value) (¢ value) (¢ value) (¢ value)
RPT_Ltc 0.1500%* 0.0483 0.1164*
(3.15) 0.82) (1.68)
RPT_Loan -0.9863*** 0.4344 -0.6261
(-2.85) (1.13) (-1.10)
RPT_Credit -0.0022 0.0148 0.0240
(-0.04) 0.19) 039
Owner -0.5429"**  -0.5581"*  -0.5486™* | -0.2112 -0.2060 -02115 S1.2722%%% -1.2773% -1.2745%
(-5.40) (-5.55) (-5.45) (-1.62) (-1.58) (-1.63) (-6.15) (-6.18) (-6.15)
ocp -0.4706"*  -0.4814™%  -0.4737** | -0.3262°%*  -0.3221""  -03267""*|  -0.8402°*  -0.8477*** = -0.8433"*
(-5.65) (-5.77) (-5.67) (-2.86) (-2.82) (-2.86) (-5.47) (-5.52) (-5.48)
ROA 1.2537%* 1.2291*  1.2376** 0.5811%** 0.5716*** 0.5735™* 1.8771%* 1.8595*** 1.8673™*
(8.60) (8.43) (8.49) (3.51) (3.46) (3.47) (7.12) (7.05) (7.08)
Size 0.0386* 0.0388" 0.0398" -0.1207***  -0.1208***  -0.1288***|  -0.1508"**  -0.1522""*  -0.1521***
(1.79) (1.79) (1.84) (-4.09) (-4.09) (-4.05) (-3.10) (-3.13) (-3.13)
Growth 0.0465" 0.0456* 0.0445* 0.0758™* 0.0750%** 0.0747** | -0.0153 -0.0141 -0.0149
(1.93) (1.89) (1.84) (2.91) (2.89) (2.87) (-0.43) (-0.39) (-0.42)
Leverage 0.0506 0.0481 0.0444 0.2614™* 0.2537" 0.2600™* | -0.0415 -0.0509 -0.0482
0.75) 0.71) 0.65) (2.73) (.64 @71 (-0.34) (-0.42) (-0.39)
Foreigner 1.1341%* 1.1383***  1.1413"** 1.9679*** 1.9685*** 1.9686*** 1.2399%*  1.2470™* 12416
(852 (8.55) (8.56) (10.16) (10.17) (10.16) (4.83) (4.86) (4.84)
:;njncia/ 1.2947* 1.3149"*  1.2733** 0.2328 0.2315 0.2279 0.4566 0.4374 0.4468
s
(2.45) (2.49) (2.41) 0.33) 0.32) 0.32) (0.66) 0.63) (0.64)
Constant 0.1346 0.1530 0.1168 43159 43103%%  42039™ | 55355%%  55800"* 55797+
0.23) (0.26) (0.20) (5.13) (5.13) (5.09) (4.23) (4.27) (4.26)
g statistics 8107.48"  8100.47"* 8021.90"* | 2655.02""  267829"*  266237"* | 278221"*  276655"  2760.60"**
m statistics 18701 19898™*  328.18"" | 6442 5037"* 6285 SL73"*  5431%% 5885
Model fixed effects fixed effects fixed effects | fixed effects fixed effects fixed effects | fixed effects fixed effects fixed effects
N, total obs. 6,304 6,304 6,304 3,113 3,113 3,113 3,191 3,191 3,191
F-value 27.33 27.1 20 26.18 1688 16.95ws 16,80 15.9 s 15.7 2 155
Vel 0.0417 0.0414 0.0400 0.0578 0.0580 0.0576 0.0533 0.0527 0.0523
Note: **, ** and * denote 1%, 5%, and 10% significance level respectively.
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