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Abstract

Penelitian ini bermaksud mengetahui bagaimana reaksi investor pasar modal terhadap
pengungkapan tanggung jawab sosial perusahaan pada perusahaan-perusahaan publik
vang tercatat di Bursa Efek Indonesia (BEI). Selain melihat ukuran pengungkapan CSR
secara agregat, studi ini juga menggunakan ukuran pengungkapan CSR secara disgregat,
vang meliputi empat dimensi (pemberdayaan masyarakat, produk, hubungan dengan
karyawan, dan lingkungan hidup). Berdasarkan informasi yang diungkapkan dalam
laporan tahunan 2008 dan 2009, sampel studi ini terdiri ini terdiri dari perusahaan-
perusahaan yang bergerak dalam sektor-sektor industri high-profile. Hasil pengujian
empiris menunjukkan bahwa pengungkapan CSR secara agregat tidak direspons oleh
investor secara signifikan, namun masing-masing dimensi CSR mendapat respons yang
berbeda-beda. Investor cenderung bereaksi positif terhadap pengungkapan terkait
pemberdayaan masyarakat dan lingkungan hidup, sedangkan reaksi negatif terdapat
pada pengungkapan terkait hubungan karyawan. Karena perusahaan-perusahaan yang
lebih besar memiliki tingkat visibilitas yang tinggi, studi ini juga meneliti apakah ukuran
perusahaan berperan signifikan dalam menjelaskan reaksi pasar terhadap pengungkapan
CSR.

Keywords:Corporate social responsibility, disclosure, Indonesia, market reaction, stock
returns

INTRODUCTION

Within the corporate social responsibility
(CSR) approach, a business should respect
for ethics, community, people, and the
environment in its efforts to improve its
competitive advantages in the market. To do
so, it should utilize its economic resources
to contribute to meeting the interests of
both internal and external stakeholders.

CSR practices now emerge as an important
part in a company’s business activities due
to growing demands from stakeholders
towards the company to actively engage
in such practices (Chapple and Moon,
2005). Taking into account the global
contemporary economic landscape, which
has seen the shifts of economic power
from the government to the corporate
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sector, companies are expected to have
an increasing responsibility in addressing
various social problems (Tsoutsoura, 2004).
Even though the involvement in CSR
activities bears some costs to companies,
such practices can also be associated with
a series of benefits, such as enhanced
reputation and stable earnings growth.

Thereisstillnoconsensusamongresearchers
regarding the appropriate method to
measure a company’s involvement in CSR
activities. Some studies employ relatively
subjective indicators such as perception of a
particular group of community (e.g. Heinze,
1976) or ratings issued by a particular
institution (e.g. Preston and O’Bannon,
1997; Brammer et al., 2006). An extensive
body of research employs official corporate
disclosures (such as annual reports) to
measure a company’s CSR practices, even
though such documents may be subject to
impression management and subjective
bias (Tsoutsoura, 2004). As Garcia-Sanchez
(2008)explains,companiesprobablychoose
to legitimize that they have engaged in
CSR through the disclosure of information
in publicly-available documents about
actions they have carried out. Previous
studies, particularly within the context of
developed countries, demonstrate that the
amount of information about CSR activities
disclosed in the annual report has increased
significantly over time (Gray et al., 2001).
As summarized by Haniffa and Cooke
(2005), the increase in corporate social
disclosure may be associated with increases
in legislation, activities of pressure groups,
ethical investors, awards, media interest,
societal awareness, and politics.

When a corporation is publicly-listed on
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a stock exchange, it becomes subject to
greater visibility and various demands
from an increasing number of stakeholders.
Information disclosed in a publicly-listed
firm’s official reports, hence, also becomes
subject to particular reactions from the
existing or potential investors. Taking into
account the efficient market hypothesis,
when the capital market has a strong or
semi-strong form of efficiency, all publicly-
available information about perceived
firm value will be reflected in a firm’s
share price in the market. In terms of CSR
disclosure, Mackey et al. (2007) contend
that “semi-strong efficiency, in particular,
implies that if firms engage in specific
socially responsible activities in a public
way, current and potential equity holders
will be aware of both the nature of these
activities and their impact on the present
value of a firm’s future cash flows and
will, on average, adjust their valuation of a
firm’s equities accordingly” (pp. 819-820).
While developed capital markets have been
associated with a relatively stronger form
of efficiency, their emerging counterparts
tend to demonstrate market efficiency in a
weaker form (Karemera et al., 1999; Ojah
and Karemera, 1999). However, there has
been recent empirical evidence suggesting
that emerging capital markets are mostly
becoming more efficient over time.

Studies on CSR disclosure, within the
context of both developed and emerging
markets, have largely focused on firm
characteristics that determines the level
of disclosure (e.g. Cowen et al., 1987;
Roberts, 1992; Hackston and Milne,
1996; Haniffa and Cooke, 2005). An
extensive body of empirical studies have
also examined the association between
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CSR practices with accounting-based
performance (e.g. Cochran and Wood,
1984; Simpson and Kohers, 2002) or
market-based performance (e.g. Brammer
et al., 2006; Murray et al., 2006). However,
very little attention has been devoted into
the market reaction on CSR disclosure, and
the existing studies have been conducted
mainly in the US context. Such studies
are pioneered by Belkaoui (1976), Ingram
(1978), and Anderson and Frankle (1980).
Other studies from outside the US, among
others, include Patten (1990) and Parsa
and Deng (2008), which employ data from
South Africa and the UK, respectively.

The present study investigates the market
reaction to the disclosure of CSR using the
setting of an economy associated with a
weaker form of capital market efficiency.
The result of this study, hence, extends
the existing literature that mainly focuses
on such an issue in developed economies.
Indonesiaprovides aninteresting setting due
to its economic significance; the country is
the largest economy in Southeast Asia and
the eighteenth-largest in the world. The
country has an emerging capital market
that attracts portfolio investments from
various parts of the world. Further, the
latest version of the country’s Corporation
Act, enacted in 2007, has also encouraged
Indonesian companies to actively engage
in CSR activities. As such, it is considered
important to investigate whether and how
investors react to the information on CSR
activities disclosed by publicly-listed
companies in their annual reports.

The remainder of this paper is structured
in the following manner. The next section
reviews the existing literature and develops
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research hypotheses. This is followed
by Section 3, which describes data and
methodology employed in this study.
Empirical results are presented and further
discussed in Section 4. Finally, Section 5
concludes the paper.

LITERATURE REVIEW
HYPOTHESIS DEVELOPMENT
Theoretical review

AND

There are a number of theories that can
explain CSR disclosure. Most studies on
CSR have acknowledged that legitimacy
theory appears to be the main motivation
for companies to disclose information on
CSR. Guthrie et al. (2004) explain that
legitimacy theory is based on the notion
that a “social contract” exists between an
organisation and the environment in which
the organisation operates. Based on the
“social contract”, the organisation will
undertake various efforts to ensure that it
has conducted its business within the norms
and expectations of its respective society. In
terms of CSR disclosure, a company would
voluntarily provide information about
its activities if management determines
that certain information is demanded by
the environment in which the company
operates (De Villiers and Van Staden, 2006).
However, other studies suggest that such
legitimacy is possibly subject to different
interpretations from the organisation’s
environment due to differences in culture,
ideology, and political system (Gray et al.,
1995).

CSR reporting may also be explained using
stakeholder theory. Under this theory, the
activities and behaviour of a company may
be influenced by various stakeholder groups
that have interests, including shareholders,
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employees, customers, suppliers, creditors,
the government, and the local community
(Deegan, 2006). Companies will disclose
their  stakeholders
due to their moral obligations and/or

information to

“pressures” from a particular group of
their stakeholders. However, stakeholders’
expectations are likely to vary between
countries, leading to different practices in
CSR reporting. Further, under institutional
theory,
change than other structures and, hence,

institutions are less likely to

provide stability and meaning to social
behaviour (Scott, 1995). As suggested by
Waldman et al. (2006), each company has
its own institutionalized values, resulting
in a particular level of CSR information
disclosed in the company’s reports.

When a company is listed on a stock
exchange, information disseminated by the
company becomes subject to reaction from
the market to a particular extent. Referring
to the efficient market hypothesis, a market
is considered efficient when asset prices
fully reflect all available information from
historical, public, and private sources
(Fama, 1991). In the semi-strong form of
market efficiency, asset prices reflect both
historical and public information. Further,
when the market efficiency is weak, asset
prices only reflect historical information.
In a weak-form efficient market, investors
are unlikely to make systematic nonzero
profit by relying on past information. In
other words, successive returns tend to be
independent and follow random walks in
such a market.

Empirical studies have suggested that the
strong form of market efficiency is not
found in any market. Even though the

U.S. capital markets are often regarded
as the most efficient markets in the world,
Copeland et al. (1994) contend that there
is substantial evidence that the country’s
capital markets, in overall, are semi-strong
efficient. In their investigation on 15
emerging capital markets, Karemera et al.
(1999) suggest that most of the emerging
markets are weak-form efficient. This result
is supported many other studies examining
individual markets. Worthington and Higgs
(2005) examines ten emerging markets
(including Indonesia) and five developed
markets in the Asia-Pacific region. They
find that all of the markets are weak-
form efficient. Nevertheless, employing
a bulk of emerging markets in Asia and
Latin America, Cajueiro and Tabak (2004)
confirm that emerging capital markets are
increasingly efficient over time for most
countries being examined.

Previous studies and hypothesis
Empirical studies examining capital market
responses to social disclosure are still
relatively limited and mostly conducted
within the U.S. context. In their conceptual
paper, Richardson et al. (1999) propose that
disclosure of CSR information can have an
impact on capital market processes. Such
disclosure is also proposed to have cash
flow consequences for the company and
influence the discount rate used by investors
in valuing the stream of cash flows.

The pioneer study is the one conducted
by Belkaoui (1976). He studies investors’
reaction to pollution disclosurein the
U.S. capital market and reports a positive
market reaction to firms that provide
evidence of responsible pollution control
procedures compared to those that could
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not demonstrate such a responsibility.
This positive reaction is also documented
byAnderson and Frankle (1980). In
contrast, Shane and Spicer (1983) find a
generally negative reaction to the release
of externally-produced environmental
information. Ingram (1978) observes that
the market does not significantly react to
social disclosure made by companies, but
the reaction is a function of the industry
to which the company belongs and the
types of social information being reported.
Examining the U.S. cotton textile industry
regarding the disclosure of the financial
impact of new environmental standards,
Freedman and Stagliano (1991) document
the occurrence of a negative investor
revaluation, leading to declining stock
returns.

Further, Griffin and Sun (2012) investigate

shareholders’ response to companies’
voluntary disclosures about greenhouse gas
emissions made through the CSR newswire
service, an organisation that claims to be the
global leader in climate change disclosure.
They find that the voluntary green disclosure
provide shareholders with positive returns.
They also indicate that the shareholders of
smaller firms with lower public information
availability benefit the most from such
green disclosure, since those shareholders
find fewer channels and less access to
competing information. Using externally-
produced information on environmental,
social, and governance issues of U.S.
firms, Capelle-Blancard and Petit (2011)
find that firms facing negative events tend
to experience a decline in their share price

around the day of announcement.

Empirical evidence from outside the U.S. is
very rare. An earlier study is conducted by
Patten (1990), who examines capital market
reaction to the 1977 disclosures that certain
U.S. companies doing business in South
Africa had signed the Sullivan Principles,
a code of equal economic opportunities
for non-white workers in South Africa.
Even though his results on share price
data are inconclusive, there is a significant
trading volume reaction associated with
the information disclosure. A later South
African study is conducted by Arya and
Zhang (2009) who find a positive market
reaction to CSR announcements during
the period of changes in the institutional
environment.

In the aftermath of the incidence of Union
Carbide’s chemical leak in Bhopal, India,
during December 1984, Blacconiere and
Patten (1994) report a significant negative
reaction towards other firms in the chemical
industry. However, firms with a higher
level of environmental disclosure in their
reports prior to the catastrophe are found
to experience a less negative reaction than
their peers.Parsa and Deng (2008), using a
sample of U.K. firms listed on the London
Stock Exchange, show an overall positive
market reaction to the announcement of
social information. Employing data of
French companies listed in the CAC40
index, Damak-Ayadi (2011) investigates
the stock market response to the Alpha-
Etudes reports, which report assessment
on the quality and the conformity of
social information in the annual report to
applicable regulations. She indicates a
positive market reaction following media
coverage about the reports.
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There are also a number of studies, yet
limited, conducted within the Indonesian
Those  studies
inconclusiveresults. Chengand Christiawan

context. demonstrate
(2011) report a positive association between
CSR disclosure and abnormal returns,
where their sample consists of IDX’s
listed firms from three industrial sectors.
Based on a sample of manufacturing
firms, Meliana (2011) also confirms such
a positive association. However, Dahlia
(2010) provides evidence that the abnormal
return is not significantly associated with
the extent of CSR disclosure.

CSR disclosure in the annual report seems
to represent companies’ transparency
in reporting their engagement in CSR
activities, which may be positively viewed
by investors. However, given contradicting
results from prior studies, such disclosure
may also contain “bad news” that brings
about potential negative impacts on
shareholders’ interests, resulting in a
negative reaction. Hence, we posit that
there is a significant market reaction to the
aggregate CSR disclosure, but we do not
predict the direction. The first hypothesis is
formulated as follows:

Hl:  Thereisasignificantinfluence ofthe
aggregate CSR disclosure on shareholder
returns.

Interestingly, a number of recent studies
consider an alternative approach instead
of merely employing the aggregate CSR
Those studies
various aspects within CSR to assess the

measure. disaggregate
impact that each aspect has on shareholder
returns. Brammer et al. (2006) state that
“CSR is multi-faceted and these various

aspects may have differential impacts
depending on the nature of the firm’s
business” (p. 101). They contend that
the disaggregated measures will enable
researchers to investigate the influence
of the various aspects of CSR on stock
returns, as well as to examine whether there
are any differences between those aspects.
Additionally, Manescu (2009) argues that
it is reasonable to determine that not all
aspects of CSR are equally important to
investors, leading to the need to look into
the influence of each aspect separately.

Based on a sample of firms in the U.K.,
(2006) examine the
association between

Brammer et al
corporate  social
performance and stock returns. In addition
to the aggregate CSR performance, they
influence of three CSR

namely the environment,

examine the
dimensions,

employment, and community activities.
While they find that the composite social
performance indicator has no significant
stock each

association with returns,

dimension impacts on stock returns
differently. A higher score of environmental
performance has a negative and significant
effect on stock returns, and no significant
associations are found for other two
dimensions. In her study, Manescu (2009)
investigates the relation between CSR
performance and stock returns employing
data of U.S. firms listed in the S&P 500
and Domini Social Index 400. She uses
of CSR,

namely community, diversity, employee,

six disaggregated measures

environment, human, and product. Her
study provides evidence that the reaction of
investors to the aggregate CSR performance
is positive in the earlier sample period,
but the reaction turns negative in the later
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sample period; leading to indication that
the shift in market reactions may be due to
increasing availability of CSR information.
Additionally, the study finds that the
environmental factor appears to be the
main driver of shareholder returns.

It is important to note thatboth Brammer
et al. (2006) and Manescu (2009) employ
CSR performance indicator provided by
independent research institutions. To the
best of our knowledge, there is no any prior
research that employs disaggregated CSR
components in evaluating the association
between CSR reporting and shareholder
returns. Hence, the present study is intended
to fill this gap. In addition to the aggregate
CSR disclosure formulated in Hypothesis
1, we consider four dimensions as adopted
by Branco and Rodrigues (2008) and
Saleh et al. (2010), namely community
involvement, product, employee relation,
and the environment. Similar to the
previous hypothesis, we do not predict
the direction of the impacts of these four
dimensions on shareholder returns. Based
on this proposition, Hypotheses 2 to 5 are
formulated as follows:

H2:
the disclosure of community involvement

There is a significant influence of

information on shareholder returns.
H3:
the disclosure of product information on

There is a significant influence of

shareholder returns.
H4:
of the disclosure of employee relation

There is a significant influence

information on shareholder returns.
HS:
the disclosure of environmental information

There is a significant influence of

on shareholder returns.

DATA AND METHODS

Sample and data

Our sample comprises listed firms on the
Indonesia Stock Exchange (IDX) that
operate in the so-called ‘high-profile”
industries. We base our classification,
whether an industry is considered high- or
low-profile, on the industry classifications
employed by the IDX. We only include
firms in the high-profile industries since
their operation is subject to greater
public visibility, political exposure, and
environmental sensitivity (Roberts, 1992;
Newson and Deegan, 2002). Relatively
similar to Adler and Milne (1997), the
sectors of finance, trade, and property are
considered low-profile industries, thereby
those sectors are not included in the
sample. To capture the recent development,
the sample period employed in the present
study is the period of 2008-2009. The
period appears to be the most recent when
this study is initially conducted. After
eliminating firms with incomplete data
required for the study, we obtain 117 firm-
year observations, consisting of 53 and 64
firms for the financial years 2008 and 2009,

respectively.

Weemploythe 2008 and 2009 annual reports
as a source of information in collecting data
on the level of CSR disclosure as Botosan
(1997) argues that the annual report is
considered the principal medium for a
firm to convey detailed financial and non-
financial information. The sample firms’
annual reports are downloadable from the
IDX’s website. We also refer to the IDX’s
website to obtain data regarding the date
of annual report publication, while data on
share prices surrounding the publication
date are obtained from Yahoo! Finance.
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We also include a number of financial
accounts and ratios as control variables in
our models, which are obtained from the
IDX Factbook.
Econometric model and variable
measurement

The regression models below are specified
to conduct hypothesis testing. Since
this study employs an unbalanced panel
data set, a series of tests are required to
determine the most appropriate estimation
technique. Equation (1) is employed to test
Hypothesis 1, while Hypotheses 2 to 5 are
tested using Equation (2). Three control
variables are also included in both models,
namely firm size, leverage, and the market

-to- book ratio.

CAR = o+ §,CSRDI + G,5IZE + B, LEV + §,MTE + =

CAR = «+ 5,COMDI + §,PRODI + 8;EMPDI +
B,ENVDI + B.SIZE + G,LEV + 3-MTB +:=

CAR is cumulative abnormal returns;
CSRDI is CSR disclosure index; SIZE is
the firm size; DER is debt-to-equity ratio;
MTB is market-to-book ratio; COMDI
is community
index; PRODI is product disclosure index;

involvement disclosure

EMPDI is employee relation disclosure
index; ENVDI is environmental disclosure
index; SIZE is firm size; LEV is leverage;
and MTB is the market-to-book ratio.

CAR is defined to be the sum of abnormal
returns within the event window. In this
study, similarto DeBondtand Thaler (1985),
we employ the market-adjusted model,
where the abnormal return is calculated by
deducting the market equity return from a
firm’s equity return. Hence, the formula to

calculate the abnormal return is:

AR = R;:— R;

where R is the return for stock i on day ¢,
while R is the return for the market on
day ¢. The market is proxied by the Stock
Composite Index of the IDX. For the
purpose of an event study, McWilliams and
Siegel (1997) recommend the use of short
window lengths to minimize the influence
of other factors on the association being
examined. However, the use of a too-short
window (for example, the day before and
the day after a particular event) is also
considered problematic since there may
be possibilities of information leaks or
lagged reaction from investors (Arya and
Zhang, 2009). Following Godfrey et al.
(2009), this study employs a seventeen-
day window, which consists of eight days
before the annual report publication date,
the publication date itself, and eight days
following the publication date.

In determining CSR disclosure made by
each firm (CSRDI), we use content analysis
on information disclosed in the annual
report. We construct a comprehensive
checklist spanning four dimensions of
CSR  disclosure,
involvement, product, employee relation,

namely community
and the environment. There are totally 47
disclosure items included in the checklist,
which are derived from anumber of previous
studies, such as Haniffa and Cooke (2005)
and Saleh et al. (2010). Similar to Haniffa
and Cooke (2002), in scoring items, the
approach is essentially dichotomous, where
anitem scores 1 if disclosed and 0 if it is not,
without any penalty for each undisclosed
item. Additionally, all items are equally
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weighted. The index is calculated using the
following formula:

i8]

Eréf_xi.i'

L]

CSRDI =

where n, is the number of items expected
to be disclosed by company j; whereas X,
equals 1 if ith item is disclosed and 0 if ith
item is not disclosed. Hence, the CSRDI
would have the minimum value of 0.00
and the maximum value of 1.00. Such a
procedure is also applied in determining
the disclosure index for each dimension
(COMDI, PRODI, EMPDI, and ENVDI).

EMPIRICAL RESULTS AND
DISCUSSIONS

Descriptive statistics and correlation
analysis

Table 1 reports the descriptive statistics of
variables employed in this study. In terms of
the market response, it is reported that the
cumulative abnormal return surrounding
the publication data is 7.75 per cent, on
average. The mean and median values of
the CSR disclosure index are 0.2993 and
0.2766, respectively; ranging from zero
to 0.7234. This seems to indicate that the

Table 1
Descriptive statistics

Note: This table reports the descriptive statistics of variables employed in this study. CAR is cumulative abnormal returns during 17 days surrounding the
annual report publication date. CSRDI is the corporate social responsibility disclosure index. COMDI is the community involvement disclosure index.
PRODI is the product-related information disclosure index. EMPDI is the employee relations disclosure index. ENVDI is the environmental disclosure
index. SIZE is the book value of total assets, measured in billions Indonesian Rupiah (IDR). LEV is the debt-to-equity ratio. MTB is the market value of

equity divided by the book value of equity.

Variable Mean Median ]S)tm,ld?rd Minimum Maximum

Dependent variable

CAR 0.0775 0.0090 0.2521 —0.2938 1.1662
Disclosure index

CSRDI 0.2993 0.2766 0.1650 0.0000 0.7234

COMDI 0.3496 0.4000 0.2416 0.0000 0.9000

PRODI 0.2279 0.1667 0.2259 0.0000 0.8333

EMPDI 0.3054 0.3182 0.1710 0.0000 0.7727

ENVDI 0.2764 0.2222 0.2693 0.0000 1.0000
Control variables

SIZE (IDR billion) 8,408 3,719 14,420 62 91,256

LEV 1.7274 0.9000 3.2998 —3.7000 27.0700

MTB 2.4132 1.4100 4.2498 —0.8300 35.4500

With respect to control variables, firm size
is defined to be the natural log of the book
value of assets. Leverage represents the
firm’s debt level, which is calculated as
the ratio of liabilities to equity. Finally, the
market-to-book ratio is calculated as the
market value of equity divided by the book
value of equity.

level of CSR disclosure among Indonesian
listed firms is generally low. When the
disclosure index is disaggregated into four
dimensions, we find that the community
involvement disclosure index demonstrates
the highest score at 0.3496. Among the
four dimensions, the lowest score goes to
product information disclosure, with the
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index recorded at 0.2279, on average.

Control variables generally show a great
range. Firm size, which is proxied by total
assets, ranges from Indonesian Rupiah
(IDR) 62 billion to IDR 91,256 billion;
with the average of IDR 8,408 billion.

product and employee are found to show
no significant correlation. This finding will
be further tested in regression analysis.
While the four dimensions are positively
and significantly correlated each other,
in general; it is reported that a significant

The average values of the debt-to-equity correlation does not exist between
and market-to-book ratios are recorded at environmental and employee-related
1.7274 and 2.4132, respectively. disclosures.

Table 2

Correlation matrix

Note: This table reports Pearson correlation coefficients between research variables. CAR is cumulative abnormal returns during 17 days surrounding the
annual report publication date. CSRDI is the corporate social responsibility disclosure index. COMDI is the community involvement disclosure index.
PRODI is the product-related information disclosure index. EMPDI is the employee relations disclosure index. ENVDI is the environmental disclosure
index. SIZE is the book value of total assets, measured in billions Indonesian Rupiah (IDR). LEV is the debt-to-equity ratio. MTB is the market value of

equity divided by the book value of equity. *, **, and *** denote statistical significance (two-tailed) at the 10, 5, and 1 per cent levels, respectively.

Variable CAR CSRDI ~ COMMI ~ PRODI ~ EMPDI ~ ENVDI  SIZE LEV MTB
CAR 1.000

CSRDI 0.077 1.000

coMMI 0177 ol 1:000

PRODI 0.000 oo, 0.173% 1.000

EMPDI— =0.132 ggsuas  gsgorex  gssens 1000

ENVDL g gg5mx g79100x  gg1owex 010 g spquue 1000

SIZE 0016 g 3ggenr  g373wex OO g pgunn g p3gues 1000

LEV —0.124  —0.117  —0.058  —0.200** —0.033  —0.151 0.080  1.000

MTB —0.124 0.028 0.109  —0.042 0.017  —0.020 0.035  0.196**  1.000

The result of correlation analysis between
research variables is presented in Table 2.
We report that the aggregate CSR disclosure
index is not significantly correlated with
abnormal returns, providing preliminary
support to reject Hypothesis 1. A different
result is found when the overall index
is disaggregated into four dimensions.
The correlation matrix demonstrates that
the abnormal return during the event
window has a significant correlation with
community-related and environmental
disclosure indices, both in a positive

direction. However, the disclosures of

In terms of control variables, we find that
firm size has a positive correlation with
the aggregate CSR disclosure, providing a
basis to argue that larger firms tend to have
higher incentives to disclose information
in their corporate annual reports. Such a
significant correlation is also found for all
dimensions of CSR disclosure, except for
product-related information. Additionally,
the result of correlation analysis also
demonstrates that firms with a higher level
of debt tend to disclose more information
about products.
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Regression analysis
In examining the market reaction to
CSR disclosure, we employ regression
analysis. The results are presented in
Table 3. Before running regressions,
the models are tested to make sure that
they do not suffer from multicollinearity,
heteroskedasticity, and autocorrelation
problems. Multicollinearity problems seem
not to exist because correlation coefficients
between explanatory variables are reported
below 0.80. To

heteroskedasticity

deal with potential
and autocorrelation
problems, we employ #-statistics based on
robust standard errors. Since the present
study uses a panel data set, the Chow and
Hausman tests are conducted to determine
the appropriate estimation technique. The
results of the two tests support the random-
effects method.

In Model (1) of Table 3, which reports the
regression of CAR on the CSR disclosure
index, we fail to find a significant
association between the two variables;
therefore Hypothesis 1 is not supported.
This implies that the market tends not
to react significantly to the aggregate
CSR disclosure. This result is consistent
with Cellier and Chollet (2011) who also
document similar results based on a sample
of Europan companies. Since CSR practices
comprise several different components,
the aggregation could lead to confounding
effects due to different reactions to each
component (Galema et al., 2008; Cellier
and Chollet, 2011). Additionally, Galema
et al. (2008) also argue that difficulties in
finding the significant impact of CSR on
stock returns may be explained by the use
of aggregate measures of CSR. In their
study on corporate governance rating,

Ertugrul and Hegde (2009) find that the
aggregate score demonstrates a relatively
poor predictive power. Accordingly, Model
(1) has an insignificant value of F-statistic,
that the aggregate CSR
disclosure has a poor predictive power

suggesting

in explaining variability in investors’
reaction.

Employing the disaggregated measures
of CSR, Model (2) examines how each
dimension influences abnormal returns.
Similar to results provided by Brammer et
al. (2006) and Manescu (2009), it is also
revealed that each component of CSR
leads to different market reactions. Positive
reactions are found for community-related
and environmental disclosures, while
a negative reaction is reported for the
disclosure of employee-related information.
Difterently, there is no significant influence
ofproduct-related information disclosure on
shareholders’ returns. Overall, our findings
suggest that disaggregated measures of
CSR disclosure tend to be more powerful
than the aggregated one.

Supporting Hypothesis 2, COMDI is
significant and positive. Particular groups
of investors may be attracted to companies
thatactively contribute to local communities
(Schwab and Thomas, 1998). Cox et
al. (2004) also contend that community
involvement activities carried out by a firm
contribute to attracting long-term investors.
Further, as suggested by Brammer et al.
(2006), a firm’s engagement in funding
community projects may strengthen brand
images and consumer loyalty, leading
to good perception among investors. On
the other hand, PRODI is found to be
insignificant, providing no support for
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Hypothesis 3. It seems that the disclosure
of product information, which is perceived
by the company as useful information
for stakeholders, is considered neither
favourably nor unfavourably by investors.
As Benston (1997) contends, if investors
cannot identify how a particular product

advantageous perception may boost firm
value in the market. However, our result
reports that such information is deemed
relatively unfavourable by investors. This
finding is consistent with that reported
by Brammer et al. (2006) and Manescu
(2009).

Table 3
Regression results

Note: This table reports the random-effects regressions of cumulative abnormal returns on CSR disclosure, using both aggregated and disaggregated
measures. CSRDI is the corporate social responsibility disclosure index. COMDI is the community involvement disclosure index. PRODI is the product-
related information disclosure index. EMPDI is the employee relations disclosure index. ENVDI is the environmental disclosure index. SIZE is the book
value of total assets, measured in billions Indonesian Rupiah (IDR). LEV is the debt-to-equity ratio. MTB is the market value of equity divided by the
book value of equity. The #-statistics are reported based on robust standard errors. *, **, and *** denote statistical significance (two-tailed) at the 10, 5,

and 1 per cent levels, respectively.

Model (1) Model (2)
Coefficient t-statistic Coefficient t-statistic

Intercept —0.027 —0.307 0.080 0.924

CSRDI 0.012 0.100

COMDI 0.218 ** 2.051

PRODI 0.034 0.338

EMPDI —0.732 *** —3.177

ENVDI 0.359 *** 2.675

SIZE 0.017 1.183 0.008 0.613

LEV —0.009 ** —2.612 —0.004 —0.861

MTB —0.007 —1.416 —0.007 * —1.845

R’ 0.038 0.233

Adjusted R’ 0.004 0.184

F-statistic 1.103 4.743 ***

Prob. F-statistic
is different from others, such information Finally, supporting  Hypothesis 5,
may become meaningless for them. environmental disclosure is positively

Hypothesis 4 is also supported, since a
negative and significant association is found
information

between employee-related

disclosure ~ and  abnormal  returns
surrounding the annual report publication
date. A higher level of employee disclosure
partly indicates the firm’s awareness to
transparently disclose its employee-related
policies, thereby indicating that the firm
will be able to attract and maintain good

employees (McGuire et al., 1988). This

associated with shareholders’ return
surrounding the event date. Hence, this
implies that investors value a higher level
of environmental information disclosure,
which represents the firm’s concern on
issues. Due to recent

including

environmental
development, environmental
degradation and global warning, investors
seem to put increasingly serious concerns
on environmental aspects relating to a

firm’s business operation. Ullmann (1985)
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suggests that awareness of environmental
issues can be expected to minimize
potential costs due to lawsuits against the
firm. These concerns may lead to investors’
appreciation to the firm’s intention to
disclose its environmental management
and policies in the annual report.

liquidity, and wider coverage from analysts
(Brammer and Pavelin, 2004; Haniffa
and Hudaib, 2006; Artiach et al., 2009).
The results are displayed in Table 4. We
employ the interaction term between the
disclosure index (using both aggregated
and disaggregated measures) and firm size.

Table 4
Regression results on the role of firm size

Note: This table reports the random-effects regressions of cumulative abnormal returns on the interaction terms between CSR disclosure, using both
aggregated and disaggregated measures, and firm size. FSIZE is dichotomous, equalling 1 if the firm’s book value of total assets is greater than the median
value (IDR 3,719 billion) and 0 otherwise. CSRDI is the corporate social responsibility disclosure index. COMDI is the community involvement disclosure
index. PRODI is the product-related information disclosure index. EMPDI is the employee relations disclosure index. ENVDI is the environmental
disclosure index. LEV is the debt-to-equity ratio. M7B is the market value of equity divided by the book value of equity. The #-statistics are reported based

on robust standard errors. *, **, and *** denote statistical significance (two-tailed) at the 10, 5, and 1 per cent levels, respectively.

Model (1) Model (2)

Coefficient t-statistic Coefficient t-statistic
Intercept 0.070 0.948 0.081 1.465
FSIZE 0.020 0.193 0.041 0.429
CSRDI 0.096 0.355
CSRDI * FSIZE —0.017 —0.051
COMDI —0.020 —0.126
PRODI —0.085 —0.769
EMPDI —0.464 * —1.757
ENVDI 0.836 *** 3.321
COMDI * FSIZE 0.412 ** 2.038
PRODI * FSIZE 0.194 1.015
EMPDI * FSIZE —0.392 —0.881
ENVDI * FSIZE —0.581 * —1.845
LEV —0.008 —1.020 —0.003 —0.608
MTB —0.006 —1.123 —0.007 * —1.734
R’ 0.031 0.294
Adjusted R’ —0.013 0.221
F-statistic 0.711 3.983 #**

Prob. F-statistic

Further analysis: Does firm size matter?
In further investigate
whether firm size plays an important
reaction

analysis, we
role in explaining investors’
to CSR disclosure. Larger firms in the
capital market are generally subject to
greater visibility politically, higher stock

Firm size is dichotomous, equaling 1 if
the firm’s book value of assets is greater
than median (IDR 3,719 billion) and 0
otherwise.

In Model (1) of Table 4, the interaction
term between CSRDI and firm size is
insignificant, suggesting that investors’
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insignificant reaction to CSR disclosure
applies for both larger and smaller firms. In
other words, larger size of a firm does not
lead to advantageous favourable perception
among investors, taking into account the
aggregated CSR measure. The explanatory
power of Model (1) is very low, with the
value of F-statistic being insignificant
in explaining the variability in abnormal
returns.

Additionally, we also employ disaggregated
measures of CSR disclosure to investigate
the role of firm size in explaining the
association between abnormal returns and
dimensional indices, and the results are
presented in Model (2) of Table 4. The
interaction term between COMDI and firm
size is positive and significant at the 5 per
cent level, which suggests that the market’s
positivereactiontocommunity involvement
disclosure is stronger in family-controlled
firms. This somehow explains that larger
firms are expected to play an active role
in community projects and activities. In
developing countries where the level of
social welfare is relatively lower, awareness
among large firms on such issues seems to
be perceived as an advantageous factor
by the market, leading to a higher level of
abnormal returns.

The interaction term between PRODI and
firm size is insignificant, suggesting that
firm size does not play a crucial role in
explaining the market’s reaction to product-
related information disclosure. This again
underlines the argument of Benston
(1997) that if investors cannot identify
how a particular product is different from
others, product-related information can
go meaningless. The same finding is also

reported for EMPDI. While the influence
of EMPDI on shareholder returns is
significantly negative in Table 3, firm size
appears not to be a significant determinant
in explaining the reaction. Further, this may
also suggest that when employee-related
information is disclosed by larger firms,
the negative reaction can be mitigated.

In Table 3, it has been reported that the
market positively reacts to environmental
disclosure. Surprisingly, Model (2) of
Table 4 reports that the interaction term
between ENVDI and firm size is negative
and significant at the 10 per cent level. This
means that the higher the environmental
disclosure level of a larger firm, the lower
the abnormal returns gained in the market.
Larger firms, through its more complex
businessoperations, seemtopossessahigher
level of environmental impacts. To mitigate
the negative environmental impacts, which
can impose negative publicity, they may
have to undertake a series of complex
environmental management system and
policies. When such policies are disclosed in
the annual report, the market may consider
this information relatively unfavourable
and, hence, demonstrate a lower level of
appreciation.

Given all findings presented above, our
results need to be interpreted in caution.
As Harrison and Freeman (1999) explain,
the basic assumption of event studies is
that investors understand how a particular
event brings about economic consequences.
Further, in Indonesia’s capital market
that is characterized by a lack of strong-
form efficiency, the market may not fully
absorb value-relevant information. Hence,
stock prices may not immediately adjust
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to public information once it is released.
These propositions make the use event
studies possessing limited application.
Based on our empirical analysis, as well
as the results of prior studies, it seems to
be reasonable to conclude that abnormal
stock returns may be somehow associated
with the level of CSR disclosure. Cajueiro
and Tabak’s (2004) study suggests that
most emerging capital markets tend to be
increasingly efficient over time. However,
it seems to be inappropriate to state that
abnormal returns gained surrounding the
publication date is definitely triggered by
CSR information disclosed in the annual
report.

FINAL REMARKS

Firms’ awareness on CSR practices is
partly indicated through the disclosure
of such information in corporate reports.
Information disclosed in the annual report
by publicly-listed firms may convey either
favourable or unfavourable information for
investors, leading to particular reaction and
the level of stock returns surrounding the
publication date. This study investigates
the market’s reaction to CSR information
disclosed in the annual report. Our sample
comprises 117 firm-year observations,
which are drawn from “high-profile
industry” firms on the IDX that published
the 2008 and 2009 annual reports. Instead
of merely looking into the aggregate
measure of CSR disclosure, we also employ
the disaggregated measures considering
four dimensions, namely community
involvement, product, employee relations,

and the environment.

the CSR
disclosure is not significantly responded

Using aggregate measure,

by the market. This finding supports
propositions provided in prior studies
that the aggregate measures often fail to
explain the variability of firm performance
surrounding the publication date due to
potential confounding effects. In another
model, market reaction is examined to
each dimension of CSR. It is revealed
that cumulative abnormal returns are
positively associated with community-
related and environmental disclosures,
suggesting that these dimensions are
deemed advantageous and favourable by
investors. In contrast, the market puts less
appreciation to the disclosure of employee-
related information, while product-related
disclosure demonstrates no significant
response from the market.

In further analysis, we investigate the
role of firm size in explaining investors’
reaction to CSR disclosure. Employing the
aggregate measure, firm size does not play
an important role in explaining the market’s
reaction. Taking into account dimensional
disclosure, a higher level of appreciation
is found when a large firm disclose
more information regarding community
involvement. However, when larger firms
disclose more environmental information,
we find that the market’s reaction tends to
be lower. It is important to note that the
findings should be interpreted cautiously,
since event studies generally assume that
market efficiency tends to be strong and
that investors understand the economic
effects of a particular event.

For investors, our findings may provide
them with additional insights in setting
expectations regarding stock returns that
can be gained surrounding the publication
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of the annual report. This study is still
subject to a number of limitations. Since we
only employ two-year data, future studies
are suggested to incorporate a longer time
span to provide more reliable insights on
how investors react to corporate disclosure.
Additionally, our sample size is relatively
small, mainly because information on the
annual report publication date for many
companies cannot be obtained. Finally,
since the use of event studies in this research
stream is considered of limited application,
it is suggested that future research employs
additional research methods (e.g. a survey
of investor opinions) in assessing investors’
reaction to the disclosure of CSR activities
in corporate reports.
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