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Related-party Purchase and Sale, Price
Regulation and Value Correlation
~—Empirical Research Based on the

Listed Company in China

PAN Fei!, WEN Dong-hua’, DUAN Jun-shan’

(1. Reserch Institute of Accounting and Finance, Shanghai University of Finance and
Economics, Shanghai 200433, China;2. School of Accountancy s Shanghai
University of Finance and Economics, Shanghai 200433, China; 3. School of Finance,
Guangdong Business University, Guangzhou 510520, China)

Abstract: There exist two kinds of opposite view about how related-par-
ty transactions influence the company value: efficiency enhancing view and
counter- productive view. This article gets some conclusions by analyzing
some accounting indices variation in the period before and after the imple-
mentation of the related-party transaction accounting regulation policy (1998
~2003). Empirical research finds that accounting regulations help to weak-
en managers’ ability of earning management, but the function is limited. We
also find that increased related-party purchase and sale will bring about neg-
ative market reaction, which to some extent supports the counter-productive
view. In the end, this paper finds out that there was a changing process for
the stock market to response to the related-party transactions. Prior to the
implementation of the accounting regulating policy, the stock market did not
respond to the change of related-party purchase and sale significantly. Since
the accounting regulation policy was carried out in 2001, however, price ma-
nipulations get restrained; thereby the stock market’s negative responses to-
ward related-party purchase and sale have been prominent.

Key words; related-party transaction; related-party purchase and sale;

price regulation; ERC (earning reaction coefficients)
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