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ABSTRACS
Various studies show that investors have started to respond to reports of corporate social responsibility (CSR) which is conducted by the company. Policy of mandatory corporate social responsibility (CSR) set by the government can be good news for investors that will influence investors in making investment decisions. The existence of this good news, then the market will react positively to cause an increase in stock prices and will ultimately affect stock returns. The purpose of this study was to determine the  effect of policy mandatory   disclosure corporate social responsibility   on stock returns. The population in this study are manufacturing companies listed in Indonesia Stock Exchange during 2006 - 2008. Data analysis was performed by ANOVA paired samples t test. The results showed that there were differences in stock returns before and after the policy of mandatory corporate social responsibility (CSR).
.
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Introduction

Corporate Social Responsibility (CSR) is the responsibility of the company as a result of the decisions and activities that affect society and the environment. Corporate social responsibility (CSR) is realized in the form of transparent and ethical behavior that is consistent with sustainable development and social welfare, as well as considering the expectations of stakeholders, in accordance with established laws and norms of international behavior, and is integrated with the organization as a whole (Edi, 2008).


An information can be said to have value in order for the investor if the information is reacting to conduct transactions in the capital market (Emilia and Fani, 2006). Several studies have been conducted to determine the effect of corporate social responsibility towards the investor reaction. Zuhroh and Putu       (2003) states that social disclosure in the annual reports of companies that go public has been shown to affect the trading volume for the company in the category of high profile . This means that investors have started to respond to both social information that is presented in the company 's annual report 


Emilia and Fani (2006 ) prove that the disclosure of the themes of social and environmental impact in the company's annual report on the reaction of investors who proxied by stock price and trading volume for companies that fall into the category of high profile. According to research Almilia and Wijayanto (2007), a company that has a good environmental performance will be responded positively by investors through stock price fluctuations are increasingly rising from period to period and vice versa 


Several previous studies show the response of investors to the Corporate Social Responsibility (CSR), then it should be a mandatory policy of Corporate Social Responsibility (CSR). This is good news for investors. Indirectly, this policy can affect the continuity of the company because at first the theory of legitimacy is also an underlying motive company disclosure on the activities of Corporate Social Responsibility (CSR). This is in line with investors who want investment and public confidence in the company has a good image .


The theory of legitimacy is one of the motivations underlying the company disclose its corporate social responsibility activities (CSR). This theory states that the company shows the company's social activities in order to gain public acceptance of the purpose of the company, which in turn will ensure the survival of the company (Aulia Zahra, 2010). In addition to the demands of society, the pressure from the government also plays a role in encouraging companies to pay attention to social responsibility (Emilia and Fani, 2005). Concrete manifestation of the government's concern for social responsibility disclosure is contained in Law No. 40 Year 2007 on Limited Liability Company. Article 66 paragraph (2) states that the annual report must contain one Report of Social and Environmental Responsibility 


Furthermore, Article 74 also states that: (1) the Company that has been in business in the field and/or related to the natural resources required to implement social and environmental responsibility; (2) social and environmental responsibility is the obligation of the Company are budgeted and accounted for as expenses of the company are carried out with due regard to decency and fairness; (3) the Company did not carry out the obligations sanctioned in accordance with the provisions of the legislation. Thus, reporting of corporate social responsibility which is conducting its business activities in the field and/or relating to natural resources is no longer voluntary, but it is the duty of each company. Therefore, the purpose of this study to analyze the impact of the company 's disclosure policy social responsibility for market reaction. The existence of this event, then the market will react positively to an announcement that there will be a rise in the stock price and will ultimately affect stock returns. So that the impact of changes in the status of social responsibility disclosure of voluntary  an obligation (mandatory) will have an impact on stock returns .

Furthermore, Article 74 also states that: (1) the Company that has been in business in the field and / or related to the natural resources required to implement social and environmental responsibility; (2) social and environmental responsibility is the obligation of the Company's budgeted and accounted for as expenses of the company are carried out with due regard to decency and fairness; (3) Companies that do not implement the obligations sanctioned in accordance with the provisions of the legislation. Thus, reporting of corporate social responsibility which is conducting its business activities in the field and / or relating to natural resources is no longer voluntary / ( voluntary), but it is the duty of each company (mandatory). Therefore, the purpose of this study to analyze the impact of the company's disclosure policy soaial responsibility for market reaction. The existence of this event, then the market will react positively to an announcement that there will be a rise in the stock price and will ultimately affect stock returns. So that the impact of changes in the status of social responsibility disclosure of voluntary an obligation (mandatory) will have an impact on stock returns.
THEORETICAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT

Legitimacy Theory


Haniffa and Cook (2005 ), states that the legitimacy theory, the company has a contract with the public to perform its activities based on the values ​​of justice , and how companies respond to various interest groups to legitimize the actions of the company. Therefore, companies are increasingly aware that the survival of the company also depends on the company's relationship with society and the environment in which it carries on its activities


Ghozali and Chariri (2007 ) says that the company's activities can lead to social and environmental impact that social and environmental disclosure practices is a managerial tool used by companies to avoid social and environmental conflicts. Moreover, social and environmental disclosure practices can be viewed as a form of corporate accountability to the public to explain the kinds of social and environmental impacts caused by the company both in a good influence and impact the poor .

Corporate Social Responsibility ( CSR ).


Until now there is no commonality of views on the concept and implementation of corporate social responsibility even though the business community realizes that corporate social responsibility is very important for the sustainability of the business of an enterprise. Gurvy Kavei say that Corporate Social Responsibility practice is believed to be the fundamental basis for sustainable development, not only for companies but also for stakeholders (Sukarmi, 2008) .


According to article 1, paragraph 3 of Law Company Limited (Company Law), social and environmental responsibility is the company 's commitment to participate in the sustainable economic development to improve the quality of life and environmental benefits the company itself, the local community and society at large. Explanation Article 15 letter b Investment Act states that corporate social responsibility is the responsibility inherent in any investment company to keep reating relationships harmonious, balanced, and in accordance with the environment, values​​, norms, and culture of the local community. 


According Hackston and Milne (1996 ) Corporate Social Responsibility is the process of communicating the social and environmental impact of economic activity on the organization of special interest groups and on society as a whole. It is expanding the responsibilities of organizations, especially companies, beyond its traditional role to provide financial reports to shareholders, especially shareholders .

Corporate Social Responsibility Reporting


There are two types of disclosures in the annual report, the disclosure required ( mandatory disclosure) and voluntary disclosure (voluntary disclosure). Mandatory disclosure is disclosure required by the government. For companies that have gone public, the disclosure shall be the minimum disclosures required by the applicable accounting standards. While the voluntary disclosure is the disclosure of which is not required by the government so that companies are free to choose the type of information to be disclosed by the company. Zhegal and Ahmed in Anggriani (2006 ) to identify issues related to corporate social reporting include: (1) the environment; (2) energy; (3) a reasonable business practice; (4) human resources; (5) environmentally friendly products .


Reporting of corporate social responsibility become mandatory disclosure since the Act No. 40 Year 2007 on Limited Liability Company. Article 66 paragraph (2) states that the annual report must contain one Report of Social and Environmental Responsibility. Furthermore, Article 74 states: (1) the Company that has been in business in the field and / or related to the natural resources required to implement social and environmental responsibility. (2) social and environmental responsibility is the obligation of the Company are budgeted and accounted for as expenses of the Company which are carried out with due regard to decency and fairness; (3) the Company did not carry out the obligations sanctioned in accordance with the provisions of the legislation. Thus, reporting of corporate social responsibility which is conducting its business activities in the field and / or relating to natural resources is no longer voluntary (voluntary) but has become compulsory (mandatory).


In addition, in article 15 of Law 25 of 2007 states that every investor is obliged to implement corporate social responsibility. If these obligations are not met , it can be sanctioned in accordance with Article 34, paragraph 1 is starting from a written warning, restrictions on business activities, suspension of business activity and / or investment facility, or revocation of business activities and / or investment facility .

Stock Return


According to Elton & Gruber in Widodo (2007), the stock is showing ownership of the advantages of the assets of a company. Simply put, the stock can be defined as securities that become proof of ownership or individual ownership in a company or industry .


Return the result obtained from investments. Return can be realized returns or return expectations. Return realization (Realized return) is the return that has occurred and is calculated based on historical data. Expected return (expected return) is the return that has not happened and is expected to occur by the investors in the future (Jogiyanto, 2000) 


Testing the effect of Corporate Social Responsibility on investor reaction is testing information content intended to see the reaction of an announcement / event. Market reaction is indicated by a change in the price of the securities in question. This reaction can be measured by using the return as the value of changes in prices or by using abnormal return 

Hypothesis Development

Information is a fundamental requirement for investors and potential investors for decision making . One of the most frequently requested information to be disclosed company is information about corporate social responsibility (Sembiring, 2005).


Anggraini (2006) found that individual investors interested in social information reported in the financial statements. The information in the form of safety and product quality and environmental activities. In addition, they want more information on ethics, relationships with employees and communities.


Various previous studies have shown that the number of companies doing social responsibility information disclosure in the annual report is increasing. By implementing Corporate Social Responsibility (CSR), expected the company will gain social legitimacy and maximize long-term financial strength (Kiroyan, 2006). This indicates that companies that implement Corporate Social Responsibility (CSR) will expect a positive response from the market participants (Sayekti and Wondabio, 2009). 


Zuhroh and Putu (2003) states that social disclosure in the annual reports of companies that go public has been shown to affect the trading volume for the company in the category of high profile. This means that investors have started to respond to both social information that is presented in the company's annual report. Emilia and Fani (2006) prove that the disclosure of the themes of social and environmental impact in the company's annual report on the reaction of investors (which consists of changes in the stock price and trading volume) for companies that fall into the category of high profile.


Corporate social responsibility today is no longer voluntary by the company in its activities account, but became mandatory / compulsory for companies that run their business activities in the field and / or related to natural resources . This is governed by Act No. 40 of 2007 on Limited Liability Company. 

With the mandatory Corporate Social Responsibility (CSR) policy, the company will disclose social responsibility report as a form of social and environmental stewardship as well as show obedience to the state . Indirectly this policy can affect the continuity of the company because at first the theory of legitimacy is also an underlying motive company disclosure on CSR activities . This is in line with investors who want to invest and public confidence in the company has a good image. Therefore, the policy of mandatory CSR responded positively by investors as indicated by the increase in stock prices , which in turn will affect stock returns.


The existence of previous studies that showed a response from investors to the CSR report and the presence of a positive response to the policy of mandatory CSR, then there should be no difference on stock returns before and after the mandatory CSR. Therefore, the hypothesis proposed in this study are: There are differences in stock returns before and after the introduction of mandatory CSR policy.
RESEARCH METHODS

Population and Sample Research


The population in this study are manufacturing companies listed in Indonesia Stock Exchange. This study uses the companies listed on the Stock Exchange because the company is a company associated with nature. In addition the company has a great impact on the surrounding environment as a result of activities undertaken by the company. The sample used in this study is a manufacturing company listed on the Stock Exchange continued during 2006 to 2008.

Operational Definition and Measurement of Variables


This study uses an indicator of stock return to see the reaction of investors that is associated with an event. Calculations using stock returns will be measured using the abnormal return. Abnormal return is the difference between the actual return occurred with return expectations, as follows :


RTNi , t = Ri , t - E [ Ri , t ]

Specification :

RTNi,t = abnormal returns ( abnormal returns ) securities to i in the periods of Ri,t events to t

Ri,t = return exactly what happened to the securities to i in period t all events
E [Ri,t] = return expectations of securities to - i for period t to the event .

 Real return is the return realization that the capital gain / capital loss , ie the difference between the current period stock price (Pt) with a share price in the previous period (Pt - 1). Return realization can be calculated with the following formula:

( Pt – Pt-1 )

Ri,t  = 


Pt-1

Specification :

Ri , t = return to stock i in period t

Pt = price of stock i in period t

Pt - 1 = price of stock i in period t - 1


Expected return is the return that must be estimated. In this study the expected return calculated using the market adjusted model was measured using a composite stock price index (CSPI). This return is obtained by finding the difference between the current period JCI ( IHSGt ) reduced JCI previous period (IHSGt - 1).

   ( IHSGt – IHSGt-1 )

Rmt     = 


                IHSGt-1
Specification :

Rmt = return on the market index to the time - t

IHSGt = stock price index at time t

IHSGt - 1 = stock price index at time t - 1


The next step is to calculate the average abnormal return. Average abnormal return ( RRTN ) or the average abnormal return is the average abnormal returns across securities for each day in the period of the event. Average abnormal return for day t can be calculated as follows :

RRTNt = [image: image2.png]& RTNit



 

Specification :

RRTNt = average abnormal return on day t

RTNi , t = abnormal return for the securities to - i on day t

k = number of securities affected by the announcement of events

Analysis Method


In this study, the data were analyzed with descriptive statistics , testing normality , and different test paired sample t - test. Descriptive statistics were used to describe the sample data profiles that include the mean, median, maximum, minimum, and standard deviation. Normality test aims to test whether the variables used in the study were normally distributed or not. Different test t - test can also be used to test samples associated (paired sample t - test). For example, to determine whether there are differences in performance (as measured by financial ratios of the company) the company before and after going public.

RESULTS AND DISCUSSION

Research Object Description


The population used in this study are manufacturing companies listed in Indonesia Stock Exchange . The samples are manufacturing companies listed in Indonesia Stock Exchange during 2006 - 2008. Based on the sample selection criteria , obtained a sample of 139 companies.
Descriptive Statistics Analysis

Table. 4.2

	Descriptive Statistics



	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	Before
	242
	-.03895
	.03305
	-.0007605
	.00945519

	After
	240
	-.06120
	.05120
	.0016750
	.01553329

	Valid N (listwise)
	240
	
	
	
	


     Source : Secondary data were processed , 2011


Based on Table 4.2 it can be seen that the lowest value of the average abnormal return before the mandatory CSR is the highest value of -0.03895 and 0.03305 . The average value of -0.0007605 with a standard deviation of 0.00945519 . These results indicate that the standard deviation value is greater than the average value so that data variation too fluctuate .

Normality Testing Data


The results of the test for normality using the Kolmogorov-Smirnov test showed the value of the Kolmogorov-Smirnov before mandatory CSR is significant at 0.735 and 0.623. This shows the data for significant residual normal distribution > 0.05. While the value of the Kolmogorov-Smirnov after mandatory CSR is equal to 1.234 and significant at 0.095. This shows the data were normally distributed because significant residual > 0.05.
Hypothesis Testing


Based on the test results table 4.4 above , the value of t is equal to -2.115 to 0.035 significance . Because of the significance 0.035 < 0.05 then Ho is rejected , meaning that there are differences in stock returns before and after the introduction of mandatory CSR policies so that Ha is accepted.

Table. 4.4

Paired Samples Test
	

	
	
	Paired Differences
	t
	df
	Sig. (2-tailed)

	
	
	Mean
	Std. Deviation
	Std. Error Mean
	95% Confidence Interval of the Difference
	
	
	

	
	
	
	
	
	Lower
	Upper
	
	
	

	Pair 1
	Before -  After 
	-.00250867
	.01837744
	.00118626
	-.00484552
	-.00017181
	-2.115
	239
	.035


Source : Secondary data were processed , 2011

These results indicate that mandatory CSR policies set by the government have a positive influence. This is indicated by the differences in stock returns before and after the mandatory policy in CSR disclosure. Mandatory CSR policy is good news for investors. An information which brings good news  will cause the stock price goes up, and vice versa information that brings bad news will cause the stock price goes down  (Nurhaeni, 2006).


With this policy, the company will disclose its CSR report as a form of social and environmental stewardship and demonstrate compliance to the government. Indirectly this policy can affect the continuity of the company because at first the theory of legitimacy is also an underlying motive company disclosure on CSR activities. This is in line with investors who want investment and public confidence in the company has a good image. Therefore, market participants or investors responded positively to this policy of mandatory CSR and use them in making investment decisions.
CONCLUSIONS AND SUGGESTIONS

Conclusion


Conclusions are drawn based on the analysis that has been conducted to study the data is there differences in stock returns before and after the policy of mandatory corporate social responsibility (CSR). This shows that government policy requires the implementation of social responsibility responded positively by investors. Mandatory CSR policy is good news for investors thus affecting investors in making investment decisions.

Limitation


This study has several limitations, namely the period of observation are limited to only two years of observation. In addition, this study only used a sample of manufacturing firms .

Suggestion


By looking at the limitations noted above, the suggestions for further research are:

1. Further research is recommended to use a longer observation period in order to further illustrate the market's reaction to events.

2. It is recommended to use all of the companies that run their business activities in the field and / or related to natural resources. This is because that the conclusions resulting from the research has a wider coverage .

3. Future studies may also conduct extensive testing of CSR disclosure.
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