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The Impact of China’s Melamine Incident on the Dairy Industry
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Abstract

Most of the previous researches of the Melamine Incident focused on analyzing
the impact on food safety event, the shortage of the governmental food legislation, and
the discussion about the food scandal effect on the enterprises’ stock prices. In this paper,
we used the variation of the company’s financial indicator in income statement to
observe the impact of the food scandal on the dairy industry. In order to do so, we used
the method called “Difference-in-Difference” to estimate the impact on the operating
revenues, operating costs and profits of the scandal companies after the food safety
scandal broke in 2008. In this study, we set our sample into three groups, the group of
the scandal dairy companies as the experimental group, while the group of non-scandal
dairy companies and the group of beans companies as the control group.

The panel data we used in this paper included listed and unlisted companies in
China from 2001 to 2011. The empirical results indicated that after the scandal, in
contrast to the non-scandal companies, the operating revenues and the operating costs
of the scandal companies were both higher, and the profits were lower. The empirical
results of the operating revenues didn't meet the expectation of this paper, we supposed
the reason was that the scandal companies had much higher market share comparing to
the non-scandal companies. In our opinion, the increase of the operating costs was due
to the newly released regulations and supervision costs. At the same time, the decrease
of the profits was consistent with our expectation. It meant that after the Melamine
incident, the scandal companies would suffered financial losses which proved that the

food scandal event would have negative impact on the dairy industry.

Keyword: China’s Dairy Industry, Melamine Incidence, Difference-in-Difference
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FHRKR: AT p TR
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W 47 23 5 AT A LT 5 TR 2 AT
FAKR D AEL P A
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BRI ER e RIS REFELFH AR ERT R R SR RS
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T AT E kY
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B A2 W8 2 TR § S ERL MR AT E 2w R

AP ERFREFRELAL FIS I HTF 7 ginsdpindd 3]s gfoit ¢
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4
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i

1972, Mendenhall and Reinmuth 1974) k7= 3 7 & 22w & F 4V G A2 4 B 58 -
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(FEF g AP agafa Pﬁz}#ﬁ%ﬁi—dﬁ‘ CE 2 M
# 4-6 5% FHAIEZ PR
Hypothesis ipE A82 Tim LRIt pd R
ﬂp iz (Mean of
X FEHIRBAES T o _ (n-2)
B Difference)

Q) FfEmE s — 11 -37855.43* 429257 ~ -8.8188 2396
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2 JlB—F ¥

QKB EL LS ? — 11 7209733 7725104 09333 2396
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YRR R AHP AR L P Brd Faat

LoABR AR TR EES (§ER)

F o4 » VAR

¥ §#0Q EINE)
(scandal, non- (scandal, non- (scandal, bean)
scandal, bean) scandal)

Inter_08 1,293,471.458 1,307,590.485 1,243,592.673
(3.90)*** (3.67)*** (1.64)
Inter_09 2,342,033.497 2,331,676.858 2,097,771.261
(8.40)*** (7.78)*** (3.22)***
Inter_10 3,245,236.953 3,228,911.017 3,172,094.846
(11.03)*** (10.21)*** (4.60)***
Inter_11 4,260,359.191 4,234,626.916 3,995,666.777
(13.60)*** (12.58)*** (5.30)***
employment 656.885 665.547 1,094.461
(10.08)*** (9.46)*** (5.67)***
c_foreign 109,772.616 147,029.862 338,821.935
(1.02) (1.15) (0.81)
domestic_co 100,715.627 111,165.790 314,907.657
(0.99) (0.93) (0.73)
people 38.125 42.960 70.909
(2.42)** (2.41)** (0.79)
liability_rate -12,255.137 -15,583.243 -5,018.215
(0.27) (0.29) (0.02)
tang_asset -91,340.948 -102,546.404 -88,968.472
(1.15) (1.15) (0.17)
_cons -5,553,038.963 -6,224,301.122 -9,122,479.356
(2.63)*** (2.61)*** (0.75)
R? 0.68 0.68 0.69

N 2,330 2,017 488

3 1: ***p<0.01, ** p<0.05, *p<0.1 > () 5 =¥ L

2 2%k Inter 08 A R ELFF R P EN2P 2 A%k (I MU SLE5]1 0 2
DRV ELENEEL ) EFR L R (§PFF 5 2008 £ 1 PG H B
EPER G 0) Apk2 2 kE o A4 A 2008 £ DID &% o I > 2 3k IE Inter 09~ 2 FIF
Inter_10 ~ < 3k 7% Inter_11 & %] ¥ % # 2009 ~ 2010 ~ 2011 # 7 DID #z % -

3 E L FA (L AR)
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YRR R AHP AR L P Brd Faat

49 R ABR LB RES (F Eior)

tor PERTARE

A C))

(scandal, non-

FERAG)

(scandal, non-

EERANG)

(scandal, bean)

scandal, bean) scandal)

Inter_08 1,234,923.067 1,232,509.440 1,138,651.168
(3.81)*** (3.56)*** (1.58)
Inter_09 2,254,807.844 2,219,496.443 2,049,399.406
(8.26)*** (7.61)*** (3.32)%**
Inter_10 3,185,209.685 3,150,081.013 3,117,354.394
(11.08)*** (10.23)*** (4.76)***
Inter_11 3,980,475.181 3,889,114.592 3,412,173.796
(12.93)*** (11.80)*** (4.73)%**
employment 614.727 615.367 923.524
(9.62)*** (8.96)*** (4.98)***
c_foreign -259,526.983 -356,611.832 738,641.905
(0.83) (0.98) (0.51)
domestic_co 49,810.876 52,561.452 174,940.473
(0.50) (0.45) (0.43)
people 15.673 17.767 -12.372
(1.00) (1.01) (0.14)
liability rate -17,879.008 -29,145.401 76,891.160
(0.40) (0.56) (0.36)
tang_asset -43,803.062 -41,519.040 -87,862.155
(0.56) (0.48) (0.17)
_cons -2,122,555.976 -2,293,792.187 1,557,893.830
(1.00) (0.96) (0.13)
R? 0.70 0.70 0.72

N 2,330 2,017 488

3 1: ***p<0.01, ** p<0.05, *p<0.1 > () 5 =¥ L

2 2%k Inter 08 A R ELFF R P EN2P 2 A%k (I MU SLE5]1 0 2
DRV ELENEEL ) EFR L R (§PFF 5 2008 £ 1 PG H B
EPER G 0) Apk2 2 kE o A4 A 2008 £ DID &% o I > 2 3k IE Inter 09~ 2 FIF
Inter_10 ~ < 3k 7% Inter_11 & %] ¥ % # 2009 ~ 2010 ~ 2011 # 7 DID #z % -

3 E L FA (L AR)
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SRR R EHPUSAE LB

3

10410 FROTTEHNYENRO FEF 2D BTG FL P

bo o~ pE R ARS

¥R~ (1) ¥ E A F1E(3) Bl & F(4) # & % (5)
Inter_08 1,234,923.067 1,266,888.704 -31,985.574 0.332 0.013
(3.81)%** (3.95)*** (1.97)** (0.76) (1.42)
Inter_09 2,254,807.844 2,317,157.324 -62,325.080 -0.260 0.033
(8.26)%** (8.58)*** (4.57)%** (0.70) (4.10)%**
Inter 10 3,185,209.685 3,227,214.327 -42,000.853 0.004 0.054
(11.08)%** (11.33)%** (2.92)*** (0.01) (6.39)***
Inter 11 3,980,475.181 3,929,057.732 51,421.429 0.602 0.026
(12.93)*** (12.89)*** (3.34)*** (1.44) (2.85)***
employment 614.727 597.973 16.745 0.001 0.000
(9.62)*** (9.46)*** (5.24)*** (6.65)*** (9.22)***
c_foreign -259,526.983 -233,556.085 -25,869.046 0.205 0.044
(0.83) (0.75) (1.66)* (0.48) (4.82)%**
domestic_co 49,810.876 46,454.622 3,356.870 0.046 -0.003
(0.50) (0.47) (0.67) (0.34) (1.16)
people 15.673 13.875 1.799 0.000 -0.000
(1.00) (0.89) (2.29)** (5.31)*** (5.41)***
liability rate -17,879.008 -12,738.541 -5,113.985 0.033 0.001
(0.40) (0.29) (2.29)** (0.54) (0.43)
tang_asset -43,803.062 -37,296.439 -6,524.689 -0.086 -0.001
(0.56) (0.48) (1.67)* (0.81) (0.40)
_cons -2,122,555.976 -1,943,121.308 -179,506.233 -2.235 0.375
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YRR EHMAUSA L B S g A

FE (D) FES A 1132 (3) Fles & 54 # & F(5)
(1.00) (0.92) (1.69)* (0.78) (6.06)***
R? 0.70 0.69 0.67 0.75 0.83
N 2,330 2,330 2,335 2,324 2,330

3] @ * p<0.1; ** p<0.05; *** p<0.01 > () 5 tiE

2 2 fInter 085 FEXFIE 2 HEPL P2 Bk
2008EpF Ll pERF G H @ EPER 50) A2 2 Rk o & 22008 (HDID%
2010 ~ 2011 5DID»c % -

W3 H LA A (AR

REPELEN el ) YFRFZ Yk (§ERF:

R R Rl g -V (R N g
% 2 > %3 3k Inter_09 ~ % %k 3F Inter_10 ~ % 3k 3% Inter_114 %] #* £ #2009 -

1
o fp I
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(scandal, non-scandal,

(scandal, non-scandal)

(scandal, bean)

bean)
Inter_08 1,237,859.880 1,231,666.345 1,155,465.902
(3.86)*** (3.59)*** (1.61)
Inter_09 2,310,419.878 2,273,992.863 2,123,032.281
(8.57)x** (7.88)*** (3.45)***
Inter_10 3,223,253.438 3,188,327.296 3,157,448.626
(11.34)*** (10.48)*** (4.85)***
Inter_11 3,925,305.261 3,836,165.974 3,354,098.137
(12.90)*** (11.77)*** (4.68)***
employment 594.632 594.641 888.476
(9.40)*** (8.75)*** (4.82)***
c_foreign -427,157.124 -564,088.680 770,533.023
(1.37) (1.55) (0.54)
domestic_co 48,959.691 51,028.911 164,338.099
(0.50) (0.44) (0.41)
people 13.102 14.763 -14.565
(0.84) (0.85) (0.17)
liability_rate -11,152.576 -20,978.586 77,919.900
(0.25) (0.40) (0.36)
tang_asset -29,056.807 -25,298.328 -69,389.312
(0.38) (0.29) (0.14)
_cons -1,757,857.971 -1,857,596.384 1,806,228.870
(0.84) (0.79) (0.16)
R? 0.69 0.69 0.71
N 2,316 2,005 486

251 1 %% p<0.01, ** p<0.05, *p<0.1 » () 5 % £

320 2% Inter 08 3 R EXFIFE 2P EPL P2 BBk

AR RE b g ]

wEFEL A

DRV EELENEEL ) PRI R (FPFF 5 2008 £ 1 VG H B
EGPER S 0) PR 2> N A 42008 & DID &% o I 2 3IE Inter 09~ 2 FE

Inter_10 ~ < 3k 7% Inter_11 & %] ¥ % # 2009 ~ 2010 ~ 2011 # 7 DID #z % -
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% 412 AAfptz

Fgs (f1p)

3 o R ARE

11 (1)

(scandal, non-

112 (2)

(scandal, non-

11 (3)

(scandal, bean)

scandal, bean) scandal)
Inter_08 -31,985.574 -31,801.383 -17,419.950
(1.97)** (1.83)* (0.66)
Inter_09 -62,325.080 -63,063.813 -70,045.250
(4.57)x** (4.31)*** (3.11)%**
Inter_10 -42,000.853 -43,565.156 -39,059.424
(2.92)*** (2.82)*** (1.64)
Inter_11 51,421.429 48,110.464 59,862.188
(3.34)x** (2.91)*** (2.28)**
employment 16.745 16.704 35.528
(5.24)%** (4.85)*** (5.27)***
c_foreign -25,869.046 -32,315.627 -33,336.228
(1.66)* (1.77)* (0.63)
domestic_co 3,356.870 3,065.404 9,809.041
(0.67) (0.53) (0.66)
people 1.799 2.005 2.423
(2.29)** (2.27)** (0.76)
liability_rate -5,113.985 -6,297.301 -3,125.324
(2.29)** (2.40)** (0.40)
tang_asset -6,524.689 -7,098.567 -16,697.946
(1.67)* (1.63) (0.92)
_cons -179,506.233 -201,033.986 -287,530.912
(1.69)* (1.68)* (0.68)
R? 0.67 0.67 0.76
N 2,335 2,022 488

3x 1 ***p<0.01, ** p<0.05, *p<0.1 > () 5 &8 X

20 2%k Inter 08 A EF L FEL PPz p¥Ek (IR ErEUSEEE ] 0 2
MR EN e EL0) U a Y (FPFT 520085 1 B HB
£ PR G 0) Apk2 2 kE o A4 £ 2008 £ DID &% o I > 2 3k IE Inter 09~ 2 FIF
Inter 10 ~ 2 3 3% Inter_11 A %] % & # 2009 ~ 2010 ~ 2011 # 1 DID »c %

a3 HE L F A (LK)
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