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INTRODUCTION

» This research examines market reactions to unethical corporate behaviors

« Examples
« environmental aspects: illegal logging, forest fires, and pollutions
« social aspects: labor strikes, labour lay-offs, market monopoly.
 financial aspect : frauds and tax evasions.
» Previous research have found mixed results (i.e., Davidson & Worrell, 1988; S.

Hamilton, Jo, & Statman, 1993; Herremans, Akathaporn, & Mclnnes, 1993;
Karim, Suh, & Tang, 2016; Richardson, Welker, & Hutchinson, 1999)

» To our knowledge, only one from developing markets (Tay, Puah, & Malek,
2016)




INTRODUCTION

« This study offers a distinct evidence from a developing market about
investors' perception on socially irresponsible corporations

« Empirical findings on the information content of unethical behaviours as non-
financial information

» The results of this study offer benefits for decision makers in considering better
policies fo improve the practices of the corporate ethics.




LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

Previous research that correlates firm value with CSR has been extensive

Findings: implication of conducting CSR activities is better reputations (Mishra
& Modi, 2016, Luo and Bhattacharya, 2009.

Main motive of CSR activities by corporations:
« good public impression fo the community (Cormier & Magnan, 2015)
« improved legitimacy (Doh et al., 2010)

The results of previous studies have been inconclusive




LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

CSiR activities may cause negative market reactions.

Media coverage of corporate law violations, employee health and safety fines, low
employee morale, consumer boycott, government fines are examples of CSiR
activities in which corporations may get involved (Groening & Kanuri, 2016).

Reputation theory asserts that company's unfriendly environmental behavior may
impact the company's reputation (Lin, et al 2016).

Research by Desai & Dharmapala (2009) found that firms engaged in taxes
avoidance activities experienced negative reputations and they are perceived as
having poor corporate governance.

In a contrary, the company's efforts to uphold ethics by making efforts to prevent
white-collar crime are more appreciated by investors (Schnatterly, 2010).




HYPOTHESES

. Negative abnormal returns occur surrounding the news releases of
corporate unethical practices

: Negative changes in cumulative abnormal return (CAR) occur
after the news releases of corporate unethical practices




RESEARCH METHOD

« Sample: Firms listed on Indonesian Stock Exchange

» Reported by the online news media (Kompas) as having issues of
unethical conducts

» Period: January 1st 2014 through December 31st 2015.

» Financial data : daily stock prices of January 2014 to December
2015.




RESEARCH METHOD

TABLE 1. MEDIA REPORTS INCLUDED IN THE SAMPLE

Criteria of unethical
practices

No. of media reports

Environmental issues

36

Financial fraud issues

123

Social issues

88

Total

247




RESEARCH METHOD

« Abnormal Returns (ARs): one sample t-tests to examine the market reactions
to unethical behaviours of the sample firm using a 5 day window period

« Cumulated abnormal returns (CARs): paired sample t-tests to examine the
difference in market reactions before and after the releases of information of
unethical behaviours of the sample firms




RESULTS AND DISCUSSION

TABLE 2. AVERAGE ABNORMAL RETURNS OF SAMPLE FIRMS

Environ- . . .
All Financial Socidal
mental

(n=247) (n=36) (n=123) (n =88)

mean p val mean p val mean p val mean
-0.0004 0.9380 0.0007 0.9300 -0.0044 0.6740 0.0047
0.0085 0.1060 -0.0038 0.6260 0.0084 0.3510 0.0138
0.0055 0.1380 0.0045 0.6760 0.0094 0.0840 0.0005
0.0019 0.5330 0.0095 0.30%90 0.0022 0.6620 -0.0016
0.0067 0.0710 0.0063 0.3330 0.0094 0.1140 0.0030
-0.0023 0.5040 -0.0141 0.1450 0.0010 0.8380 -0.0019
0.0815 0.1680 0.2878 0.3170 0.0819 0.3340 -0.0035
-0.0042 0.5620 -0.0298 0.2640 -0.0018 0.8770 0.0029
-0.0067 0.0370 -0.0010 0.8940 -0.0084 0.1310 -0.0066
0.0008 0.7760 -0.0002 0.9730 0.0016 0.7410 0.0000
0.0005 0.8870 -0.0065 0.5410 0.0032 0.6030 -0.0003




RESULTS AND DISCUSSION

TABLE 3. CUMULATIVE AVERAGE ABNORMAL RETURNS OF SAMPLE FIRMS

All Environmental Financial Social

(N=247) (n= 36) (n=123) (n= 88)
0.0444 0.0034  0.0050 0.0041
N 00144 0.0501  0.0153 -0.0015
lincrease (decrease) |

increase (decrease (0.0001) 0.0466 0.0103 (0.0056)
0.364 0.367 0.520 0.073

Sample Groups Under 3 Unethical Categories
CAR




RESULTS AND DISCUSSION

. We found significant negative average abnormal returns on the third day
after the new releases of unethical practices by sample companies.

« When the news was split into three categories; this result only consistent for
firms reported as socially unethical, and not for two other sample groups.

* Market responded negatively to firms that perform in socially irresponsible
manner and ignored environmental and financial misconducts.

* We found no significant difference of CARs before and after the releases of
information of corporate unethical behaviours.

» Such result appears to be consistent with the result of test of AARs, that the
market penalized socially irresponsible firms but disregarded those reported
as environmentally and financially unethical




CONCLUSION, LIMITATION AND
FUTURE RESARCH

« CSR issues do have impact on the share prices as the market experienced
significant negative abnormal returns after the firms were reported by the
media as being unethical, particularly in social aspects.

« However, this result was only found for social issues.

« This study provides supports to the existing literature on the frameworks of
decision usefulness that non-financial information, i.e., media reports on CSR
practices, do have information content.

« |t offers a contribution to prior studies on how developing capital markets
value such information.

« Various stakeholders, such as investors, government and public in general
may improve their understanding about how market may penalize
environmentally and socially irresponsible corporations.




LIMITATION AND FUTURE RESEARCH

» We generalize all kinds of information as having the same level of market response.
Different kinds of media reports might have different level of impact on the share
prices and differentiating these levels might result in better findings of similar
research in the future.

» The use of single source of information, media online Kompas, might limit the data
being explored in this study. Other sources of information, such as corporate annual
reports and other types of media may provide more comprehensive sources of data
and improve the results.

 This study only uses negative/unfavourable information as bad news, i.e. unethical
corporate behaviours. This might limit our understanding on how market respond
differently to the opposite information being reported to the public. Further research
might consider positive/favourable information of corporate actions and reputations
in environmental, financial and social aspects.
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