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CHAPTER 1

INTRODUCTION

1.1 Research Background

A Financial statements is the primary tool for a company’s management to

communicate the financial information to the interested parties outside the

company, such as investors, creditors, government and others that will use it to

make decisions such as investment and credit decisions. The complete, accurate,

and timely information will let investors make decisions rationally. The

information that is useful for decision making is relevant information. One of the

indicators of the relevance of accounting information is the reaction of investors

when that information is announced, which can be observed from the movement

of stock prices. The accounting information that still becomes a major concern for

investors is the earnings information (Scott, 2012).

There is a significant relationship between the announcements of firm’s

earning with stock price changes. That is if the earnings increase when

announced, it will result the tendency for positive change in the stock price, but if

the earnings decline, the negative changes will occur in the stock price (Ball and

Brown, 1968). So, the earnings information is one of the factors that affect the

stock price and is a useful information for investors. The measurement that is used

to measure the stock price response to earning information is the earning response
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coefficient. An Earnings Response Coefficient (ERC) measures the extent of a

security’s abnormal market return in response to the unexpected component of

reported earnings of the firm issuing that security (Scott, 2000). The extent of

security price change or abnormal returns depends on factors such as firm size,

capital structure, risk, company’s growth, earnings persistence, and earnings

quality.

The use of company earnings information for investors is limited and

sometimes gives biased information. Informativeness of earnings will be useful

when there is uncertainty in the future prospects of the company (Sayekti, 2007).

Informativeness of earnings in this case is measured by earnings response

coefficient (ERC). In other words, the greater the uncertainty of the company's

business prospects in the future, the higher ERC will be. However, earnings itself

has limitations that may be affected by the possibility of manipulation by

management (earnings management). Hence, information beside earnings is

needed to predict company’s stock return.

From an economic perspective, the company will disclose information if it

increases the value of the company (Basamalah et al, 2005). The information used

by investor is financial information in the annual report and corporate social

responsibility report (Bowman and Haire, 1976). Corporate Social responsibility

(CSR) includes economic, humanitarian, and environmental issues that is related

with company activities and as a form of company’s responsibility to

stakeholders.
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Companies’ performance are not just limited to financial performance and

earning orientation, but they also have responsibilities to stakeholders about social

problem that is caused by the firm’s operational activity. There are some benefits

that we get by doing CSR, such as an increase the sales and market share, increase

in the firm image, strengthen brand positioning, and increase firm value for

investor and financial analysis. By doing CSR, company can give more

contribution for the society’s prosperity and their life quality in long term.

CSR is very important for the company’s life because if the company can

maintain good relationship with society and environment by taking responsibility

from the effect of its business operation, not destroy the environment, and give

positive impact to society by making a positive and good contribution, then

society will support the company and it will help the company to survive in long

term. This is consistent with the legitimacy theory (Haniffa et al, 2005) that the

company has a contract with the public to perform activities based on values of

justice, and how the company responds to the various interest groups to legitimize

the actions of the company. If there is disharmony between society's and

company’s values, then the company will lose its legitimacy which in turn would

threaten the value of the company (Haniffa et al, 2005). Furthermore, if they

ignore their social responsibilities, it can disrupt their going concern.

CSR disclosure is part of the social responsibility accounting. Company

social responsibility through social accounting gives an output, which is social

responsibility accounting report in form of corporate social responsibility

disclosure. CSR disclosure can provide information about the extent of company’s
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activity in order to give positive or negative contribution to the quality of human

life and the environment.

Previous researches showed that the number of companies that doing CSR

disclosure in annual reports is increasing. The amount and type of information that

is disclosed is also increasing (Ernst, 1978 and Pang, 1982). The importance of

CSR has become a concern for the government and the company. It is proved by

the Law Number 40 year 2007 about Limited Liability Company in Indonesia

which requires companies whose business in the field and / or related to natural

resources to conduct CSR (Article 74 paragraph 1a) and are required to disclose

social and environmental responsibility of the company (Article 66 paragraph 2c).

Besides, in 2012 BAPEPAM has established regulation No. X.K.6 that stated

annual report of public company must contain information about corporate social

responsibility.

Informativeness of earnings will be higher when there is uncertainty in the

future prospects of the company so the ERC will be bigger. Company discloses

CSR in an annual report to reduce these uncertainties. In other words, CSR

disclosure can reduce ERC. The more extensive CSR information is disclosed by

company, investors are no longer only concerned with earnings information in

making investment decision.

This research uses a mining company as the research object because this

sector is related with social and environmental issues. Mining companies have

negative impacts on the environment, such as environmental pollution, waste,
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product safety, and labor. Also, there are some problems that are caused by

mining company, such as climate change, threatened habitats of protected

animals, damage to watersheds, and the destruction of the ecosystem of the river.

There are some cases of environmental pollution that made by the mining

company in Indonesia and lead to the development of CSR practices, which are

the environment pollution case in Balangan river caused by PT Adaro Energy

Tbk. The case that occurred in October 2009 caused the fish that were cultivated

by the community at Balangan and HSU regencies died and resulted in material

losses that were estimated in billions dollars (ANTARA News, 2009). In addition,

there are also cases of environmental pollution caused by PT. Elnusa in September

2009 which are located in the district Musi Banyuasin. This caused the wells of

local residents to be unusable because they were polluted by crude oil (SINDO,

2009).

Other cases also occur in the PT Newmont Minahasa Raya that operates in

the Buyat Bay, Bolaang Mongondouw, North Sulawesi. Tailings (mine waste

product) produced by the mining company caused more than 100 residents in

Buyat Bay infected to Minamata disease. Another case occurred in Bengkulu

where since March 2012, there is a variety of environmental pollution due to the

activities of mining companies. The case of mining exploration by PT.

Famiaterdio who do not take care of the environment that resulted in two villages

in the district are doomed to disappear (Wihardandi, 2012). The other case of

environmental pollution which impact is still felt and still unresolved to this day is

the case of mud volcano caused by PT Lapindo Brantas in Sidoarjo, East Java.
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Because of some negative cases that occurred in mining companies, the

government requires every company in this sector to contribute meaningfully to

the environment and also requires the disclosure of its social responsibility

activities in accordance with existing law.

Several researches have been conducted to examine the relationship

between the CSR disclosures to the ERC, but the results still diverse. Sayekti and

Wondabio (2007) found a negative effect between CSR and ERC. The results of

this research indicate that investors give appreciation or attention to CSR in

making investment decisions. The different results are shown by Murwaningsari

(2007) which state that CSR disclosure has significant positive effect to the ERC.

While the research conducted by Dahlia (2010) predicts that CSR disclosure does

not have any effect towards ERC.

Topic about CSR disclosure and the impact to ERC still become an

interesting topic to be researched. Usually the users of financial statement just

look at the earnings information to make decisions so the ERC will be higher,

whereas we know that sometimes earnings have limitation. So, we need more

information to take better decisions. One of the information that has attention

from investor is corporate social responsibility. The CSR disclosure is trusted to

improve the firm’s value in long term rather than just focus in earnings that

usually used to take short term decision.

The Enron case has made many companies realize the importance of

continuation report and the CSR disclosure (Owen, 2005 in Anggraini, 2006). The

issues that related to reputation, competitive superiority, and responsibility to
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environment has pushed companies for doing CSR disclosure. Based on that case,

the researcher is motivated to know the effect of CSR disclosure to ERC. The

other motivation is based on some researches, there are many researches that do

not result in same answer and it makes the researcher want to look up again.

Besides that, there are still a few researches that included CSR disclosure as

variable that can affect ERC.

The difference between this research and the previous researches is this

research uses leverage and company’s size as control variable. This research also

uses firm specific coefficient methodology and panel data to measure the effect of

CSR to the ERC. The population used in this research is mining companies that

are listed in Indonesia Stock Exchange (IDX) in period 2010-2013.

1.2. Research Problems

Based on the above description, the formulation of the problem in this

study is: “Does the corporate social responsibility disclosure in the annual report

of mining companies listed in the IDX affect earning response coefficient?”

1.3 Research Objectives

The purposes of the research are:

1. To know the corporate social responsibility disclosure practice on

mining companies that are listed in IDX

ADLN - Perpustakaan Universitas Airlangga

SKRIPSI THE EFFECT OF CORPORATE SOCIAL RESPONSIBILITY 
DISCLOSURE TO THE EARNING RESPONSE COEFFICIENT 
(EMPIRICAL STUDY ON MINING COMPANIES LISTED IN INDONESIA STOCK EXCHANGE)

GLORIA PUTRI NAFTALI



8

2. To test and analyze the impact of corporate social responsibility

disclosure on mining company that are listed in IDX towards the

earning response coefficient

1.4 Research Contribution

1. Empirical contribution

This study results a better explanation whether corporate social

responsibility disclosure really affects the earning response coefficient

and why this factor affects it.

2. Policy contribution

This research becomes the base for the investors before they make

decision to consider and analyze about the other information in annual

report, such as corporate social responsibility disclosure, rather than

just looking at earnings information.

1.5 Research Systematics

This thesis consists of five chapters that are arranged systematically. Each

chapter is presented as follows:

CHAPTER 1: INTRODUCTION

This chapter explains about the background of research, problem

formulation, purpose, benefits of the research, and the systematic
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of thesis. In this research, the writer will examine whether the

corporate social responsibility disclosure negatively affect the

earning response coefficient

CHAPTER 2: LITERATURE REVIEW

This chapter presents the theories that support the research, which

are legitimacy theory, stakeholders theory, Corporate Social

Responsibility (CSR), CSR Disclosure, Earnings Response

Coefficient, and others. This chapter also contains about the

previous research, research hypothesis, and analytical model of the

research.

CHAPTER 3: RESEARCH METHODOLOGY

This research is in a quantitative approach that consists of the

identification, definition, and measurement of each variables. This

chapter also contains information about the type and source of data,

data collection procedure, the method of population and sample

determination, and analysis technique.

CHAPTER 4: RESULTS AND DISCUSSION

This chapter will provide a description of the analysis and

discussion that present the description of the object of research,

data analysis, interpretation of results, and the discussion.

CHAPTER 5: CONCLUSIONS AND SUGGESTIONS
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This chapter consists of conclusions that comes from explanation

from previous chapters and suggestions from the writer to solve the

problem that is benefit for company and the other researcher.
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