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Abstract This study analyzed the effect of related party transactions on the corporate value of Korean firms using
panel data regression analysis. We tested the efficient transaction hypothesis and conflict of interests hypothesis
which concern related party transactions. Five types of related party transactions were considered, including long term
supply contracts, assets and business transfers, affiliate loans, equity investment, and credit offerings. If related party
transactions were conducted for the purpose of enhancing corporate efficiency, results would have a positive effect
on firm value. If related party transactions were conducted for the purpose of private profits of the controlling
shareholders, the results would show a negative effect on firm value.

Results were as follows. Firstly, it is confirmed that affiliate loans, equity investment, and credit offerings had
negative effects on firm value. This implies that these types of related party transactions used by controlling
shareholders for the purpose of their private profit, which supports the conflict of interests hypothesis. Secondly, it
was found that long term supply contracts and assets and business transfers had no effect on firm value.
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RPT Equity: AEEAH=AEEAZAH
RPT_Credit: A&To) (=03 2 gGuAgad/Fa
Owner;: 17199 t7] AWFFA L&

Roa,,: i7199] t7] FARIE ol E(=3 Yol /A

Size;: 17199 7] 714FE(=InEAh)

(RPT Eguity)= 2 0.00%, 2 27.69%°]1L, F<
3.67%0°ltk  2l&Fel  Fule] SFIAAL A
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Growy: 7199 7] ZAEABPIE zoags o o o dolA RS Fi 421%e10 71
L H(Size)= B 26.62390]1L, uiEAZIIE(Grow)S
Levy: 71909 7] Bl AN =2 AEAD Tt 5.93%e1ek B AN S (Zev)E BT 42.62%°]
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Table 1. Descriptive statistics
Variable Mean Std. Dev. Min Max
4. AEEMZTL MB 1.0852 0.4829 0.5357 2.4406
RPT Lic 0.0388 0.1026 0.0000 0.3928
41 2t o] s RPT Abt 0.0002 0.0010 0.0000 0.0048
RPT Loan 0.0080 0.0225 0.0000 0.0904
Table 1& 2} W29] 7| SAFS Q4% A1k 71 rpr sguiny 00367 00761 00000  0.2769
A7IA(MB) = # A 0.5357w0]aL, 't 244069001tk RPT Credit 0.0377 00734 00000  0.2665
HitS 1.0852u 0|t} A7 aH A dee E4AA A} Owner 02105 0.1951 0.0000  0.5817
7t ANRPT Ite)= A2 0.00%014 Hd 39.28%0] Roa 0.0421 0.0508  -0.0625 0.1472
WS 3.88%0]0h A} B oJelelin g o) w—’Filr Size 26.6239 13779 245631  29.6086
AR ANRPT Anty= A2 0.00%013, ATk 0.48% Grow 0.0593 0.1817  -0.2769 0.4936
- Lev 0.4262 0.1910 0.1060 0.7694
ofth. FvtE 0.02%clth. telw FEle] SeaAAt gy, 0.1449 03520 00000  1.0000
7 EH(RPT*LO(m)}E #H2 0.00%c1A At 9.04%0] L Note: total number of observation=7,512.
A 0.80%0lch. AREA Aele) SR A
Table 2. Correlation matrix
MB RPT Ltc RPT Abt  RPT Loan RPT Equity RPT Credit Owner  Roa Size Grow
MB 1.0000
RPT Lic 0.0246""  1.0000
RPT Abt 0.0384""  0.0830 1.0000
RPT Loan -0.0198 0.0014 0.0114 1.0000
RPT Equity  -0.0692""  0.0664™"  -0.0021 0.0938"  1.0000
RPT Credit  -0.0829""  0.0602""  0.0418"™ 02183 02799 1.0000
Owner 201558 011197 00568 009637  0.0744™  0.0108 1.0000
Roa 0.2351""  -0.0085 -0.0042 -0.0951"  -0.0182" -0.04917" 0.02767  1.0000
Size 008137 01509 0.1151""  -0.0649™"  0.0464™"  0.0584"" -0.1888""  0.1481""  1.0000
Grow 0.1116™  0.0055 0.0005 -0.0310"  0.0129 20.0172  -0.0218"  030817°  0.0358"  1.0000
Lev 0.0582""  0.0088 0.0164 0.11917"  0.0205 013477 023777 019757 01644 0.05227"
Fed -0.0842""  0.0017 -0.0324™"  0.0164 0.0646"  0.03497"  0.0217 00472 -0.0207°  0.0542""
Lev Fed
Lev 1.0000
Fed 0.0189 1.0000

Note: *** **
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, and * denote 1%, 5%, and 10% significance level respectively.
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Table 3. Results of panel data regression analysis for the effect of related party transactions on corporate value

1) (2 (3) 4 ) (6)
RPT_Ltc 0.0015 0.0018
(0.03) (0.04)
RPT_Abt -0.1282 -0.5703
(-0.03) (-0.15)
RPT_Loan 10236 -1.0842”"
(-4.44) (-4.73)
RPT_Equity 020317 02235
(-2.92) (-3.22)
RPT_Credit -0.1376" -0.1896™"
(-1.89) (-2.62)
Ouwner -0.2205"" -0.2220™" 0.2222"" -0.2254"" 02192 -0.2192""
(-4.37) (-4.40) (-4.40) (-4.47) (-4.34) (-4.34)
Roa 17231 1.7438"" 1.7435™ 1.7258"" 1.7472"" 17341
(15.98) (16.16) (16.16) (16.02) (16.21) (16.07)
Size -0.0122 -0.0066 -0.0066 -0.0054 -0.0132 -0.0076
(-1.09) (-0.60) (-0.60) (0.49) (-1.18) (-0.69)
Grow 0.2048 0.0216 0.0216 0.0204 0.0225 0.0205
(0.93) (0.98) (0.98) (0.93) (1.02) (0.93)
Tev 02048 0.1813"" 0.18117" 0.1875™" 0.1928™" 0.19117"
(4.92) (4.38) (4.37) (4.53) (4.64) (4.60)
Fed -0.1127" -0.1167" -0.1168"™ -0.1155™ 0.1145™ -0.1156™"
(11.03) (11.43) (11.43) (1132) (1120) - (1132)
Constant 1.3331 1.1735 1.1737 1.1484 1.3517 1.2034
(4.45) (3.98) (3.98) (3.90) @.51) (4.08)
g statistic 11122.52" 11,288.24™ 11,240.00™" 11,319.417 11,289.14™ 11,165.13"™
m statistic 277.23"" 106.61"" 120.82"" 128.25™" 105.28" 152.26™"
Model fixed effects fixed effects fixed effects fixed effects fixed effects fixed effects
N, total samples 7,512 7,512 7,512 7,512 7,512 7,512
Fvalue 4459 64.67"" 64.68"" 68.08"" 66.26"" 65.72""
R? 0.0670 0.0621 0.0621 0.0652 0.0635 0.0631

Note: 1. *** ** "and * denote 1%, 5%, and 10% significance level respectively.
2. Number in () means t-value.
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