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Abstract - This study aims to describe and test investors' reactions to the announced earnings information. The coefficient of 

unexpected earnings is called earnings response coefficient. The research method used is event study. The study was 
conducted on publicly traded companies in Indonesia that publish financial reports and also publish their social and 
environmental performance in annual reports. The number of companies that were sampled were 27 companies in the 2012-
2016 period. The results showed that investors reacted positively to the announced earnings information, but had a very low 
value. 
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I. INTRODUCTION 

 

One of the information in financial statements that is 

of particular concern to investors is earnings 

information. Referring to Suwardjono (2008: 456) 
earnings is the difference between the measurement 

of income and costs on an accrual basis. This kind of 

profit measurement is useful for users of financial 

statements, especially investors and creditors, 

because it is more meaningful as a measure of return 

on investment than just a change in cash. This was 

confirmed by the FASB in SFAC No. 1 (prg.44): 

information about enterprise earnings and its 

components measured by accrual accounting 

generally provides a better indication of enterprise 

performance than information about current cash 
receipts and payments. Earnings are believed to have 

information content because they can influence 

investors' decisions to sell, hold, or buy securities 

issued by companies. Beaver (1968: 62) gives an 

explanation of information that not only must there be 

a change in expectations but the change must be 

sufficiently large to induce a change in the decision-

maker's behavior. If earnings reports have 

information content, the number of shares traded is 

likely to be higher when the earnings report is 

released than at other times during the year. Profit is 

said to contain information indicated by market 
reactions to earnings announcements as an event 

(Suwardjono, 2008: 490). The relationship regarding 

earnings and stock prices was first investigated by 

Ball & Brown (1968) that provides convincing 

scientific evidence that shares return responds to 

information content of financial statements-that is, 

that financial statements have relevant values (Scott, 

2015: 159 ). Referring to the results of Hayn (1995), 
enterprise earnings have a value relevance and are 

positively related to the behavior of returns or stock 

prices because earnings contain information that is 

useful in predicting future cash flows. Conversely, 

losses are considered irrelevant and negatively related 

to stock return behavior due to the lack of 

information content about the company's prospects in 

the future. 

Market reaction to earnings information published by 

companies can be measured by the earnings response 

coefficient. An earnings response coefficient 
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: 163). The abnormal return is the difference 

between the actual return and the normal return 

(Hartono, 2015). The strong market reaction to 

earnings information will be reflected in the high 

earnings response coefficient which means the high 

quality of enterprise earnings, vice versa 

(Sayekti&Wondabio, 2007). The phenomenon of 

earning response coefficients that occurred in 

Indonesia Stock Exchange can be traced through the 
results from previous research presented in table 1 

below (Homan, 2018).    

 

Table 1: The Value of Earnings Response Coefficient (ERC) 

Researcher Company N ERC 

Mulyani et al (2007) 51manufacturing companies listed 

on the Jakarta Stock Exchange 

(JSE) 2001-2005 

256 0.03000 

Melati (2013) 43 manufacturing companies 

listed on Indonesia Stock 

Exchange 2009-2011 

129 0.00049 

Sandi (2013) 34 companies listed on Indonesia 
Stock Exchange 2009-2011 

94 -0.01480 
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HerdirinandasaridanAsyik(2016) 47 manufacturing companies 

listed on Indonesia Stock 

Exchange 2012-2014 

141 -0.03000 

 
Referring to table 1 above, the average ERC value in 

previous studies indicates a low number even a 

negative value. This means that the profit information 

was announced by the company gets a paltry reaction 

by the market. It can be also said that investors and 

other businesses need information about the 

company's financial condition and performance, but 

not limited to financial information.  In addition, Lev 

(1989) also suggests that more research is aimed at 

understanding investors about the information 

contained in the financial statements and annual 

reports of an entity. 
This study differs from previous studies, where 

previous studies tested the earnings response 

coefficient in manufacturing companies while in this 

study the testing was conducted on companies in 

various sectors that publish their financial statements 

and also publish their environmental and social 

performance in annual reports on the Indonesia stock 

exchange in the period 2012-2016 . The number of 

companies that meet the criteria is 27 companies. The 

purpose of this research is to describe and test the 

investor's reaction which is proxied by cumulative 
abnormal returns to earnings information is proxied 

by unexpected earnings. The research hypothesis 

proposed is that investors react positively to earnings 

information announced by companies. 

 

II. EVENT STUDY 

 

This study examines the market reaction of an event 

or announcement, so the event study method is used. 

The steps to calculate earnings response coefficients 

by using event studies are as follows (Hartono, 2015; 

Wulandari & Wirajaya, 2014): 
1) Determine the events to be examined that will 

see its market reaction.The event that will be 

examined by the market reaction is earnings 

announcements in the financial statements 

2) Identifying the event and the date of the event 

occurred. Earnings announcements are identified 

through financial statements published on 

www.idx.co.id. On this website, we can see the 

date and time of publication of financial 

statements conducted by the issuers. This event 

is a single event at a different time, therefore it is 
called a type of event (Hartono, 2015), which is a 

similar event or announcement made by different 

companies at different times. 

3) Determine the length of the window.The length 

of the window in this study uses the length of the 

11 day window which is 5 working days before 

(-5) annual report announcements, 1 day (0) 

annual report announcements, and 5 working 

days after (+5) annual report announcements. 

The use of window length for 11 days is based 

on the reason that the window length period for 

11 days is neither too short nor too long. 

4) Determine the normal return model. Normal 

return is the expected return, which is the return 

expected by investors. This study uses a market 

adjusted model to determine its normal return 

model. According to Hartono (2015) this model 

is considered as the best estimator for estimating 

the return of a security because it measures the 

market index return at that time. Therefore, if 

you use this model, it is not necessary to use the 

estimation period to form the estimation model, 
because the estimated return of securities is the 

same as the market index return. The market 

adjusted model is as follows: 

E(Ri,t) = RM,t 

E (Ri, t) = return expectation of the i security of the t-

event period 

RM, t = market return for the t-event period which 

can be calculated using the formula RMt = (IHSG - 

IHSGt-1) / IHSGt-1 with IHSG is the t-period 

Composite Stock Price index 

5) Determine the length of the estimated period. 
Because this research uses a market 

customization model, no estimation period is 

needed. 

6) Calculates abnormal returns and accumulated 

abnormal returns (Cummulative abnormal 

return). Abnormal return for each security for 

each time (every day or week or month) in the 

event period can be calculated by subtracting the 

actual return at that time with its normal return 

(expected return). The cumulative abnormal 

return formula is as follows: 

 
 

CARi, t (-5, +5): Cumulative Abnormal Return of 

company i in year t 

ARi, t: Abnormal Return of company i in year t 

Ri, t: Actual Return of company i stock in year t 

Rm, t: Return Market (market) in year t 

Pi, t: The closing price of the stock i on day t 
Pi, t-1: The closing price of stock i on day t - 1 

IHSG: Composite Stock Price Index on day t 
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IHSGt-1: Composite Stock Price Index on day t-1 

7) Calculate the unexpected earnings as a change 
from the current year's earnings per share 

reduced by the previous year's earnings per 

share, and is scaled to the price per share of the 

previous year (Sayekti&Wondabio, 2007) with 

the following formula:: 

UEi,t =
EPSi,t − EPSi,t−1

Pi,t−1
 

UEi, t: Unexpected Earnings of the company i in year 

t 

EPSi, t: Earnings Per Share of company i year in t 

EPSi, t-1: Earnings Per Share of company i in year t - 

1 

Pi, t-1: Previous stock price 

8) Regressing cumulative abnormal return 
(CAR) and unexpected earnings (EU) to find the 

value of earnings response coefficients (ERC), as 

expressed by Chaney & Jeter (1991): 

CARit : Cummulative Abnormal Return firm i  

t ± 5 days from publication of annual report 

α   : Constants 

bu   :coefficient showing earnings 

response coefficient 

EARNit:Unexpected Earnings of firm i in the year t 

eit   : error component in the model of the 

firm i in year t 

 

III. RESULTS AND DISCUSSION 

 

Descriptive analysis was used to describe 

cummulative abnormal return (CAR) and unexpected 

earnings (UE) done by looking at mean, median, 

maximum, minimum, and standard deviation value as 

show in the table 2 below.  
 

 
CAR UE 

Mean 0.0020 1.5422 

Median -0.0063 0.3323 

Maximum 0.3095 51.7550 

Minimum -0.4471 0.0000 

Std. Dev. 0.0801 5.9815 

Table2: Descriptive Analysis Results 

 

Descriptive analysis results in table 2 show that CAR 

has the lowest value of -0.4471 and the highest of 

0.3095 with an average of 0.0020, a median of -
0.0063 and a standard deviation of 0.00801. Based on 

the results of the analysis, the average CAR value is 

above the median value which means the CAR during 

the observation period tends to be high. Further 

descriptive analysis results in table 1 show that the 

EU has the lowest value of 0,000 and the highest of 

51.7550 with an average of 1.5422, a median of 

0.3323 and a standard deviation of 5.9815. Based on 

the results of the analysis, the average value of the 

EU is below its median value which means the EU 

has a low tendency value. Regression analysis is used 

to test investors' reactions to earnings 
announcements. The hypothesis is tested with a 

significance level of 0.05, so H0 will be rejected if 

the probability value <0.05 and H0 will be accepted if 

the probability value> 0.05. The following results of 

the regression analysis can be seen in the table 3 

below. 

 
Table 3: Regression Analysis 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B 

Std. 

Error Beta 

1 (Constant) -1.951 .006 
 

-

319.627 

.000 

UE 2.669 .006 1.000 433.281 .000 

a. Dependent Variable: CAR 

 

Based on the table 3 above, the results show that the 

probability of the influence of Unexpected Earnings 

on Cumulative Abnormal Return is 0,000 with a 

regression coefficient that is positive. Because the 

probability value obtained is <0.05 and the coefficient 

is positive then H0 is rejected and it can be said that 
Unexpected Earnings has a positive effect on 

Cumulative Abnormal Return. Thus the regression 

equation formed is: 

CAR=2.669+0.006 UE+e 

 

Unexpected Earnings coefficient of 0.006 indicates 

the value of ERC. Although the ERC value is 

positive, it is very low. This means that investors' 

reaction to earnings information is very low. This can 

be explained as follows: 

1) The results of empirical research indicate that 

although earnings information is used by 
investors, but the usefulness of earnings 

information is felt to be very limited by investors 

(Lev, 1989). This is caused by the weak and 

unstable correlation between stock returns and 

earnings, and also the low contribution of 

earnings in predicting stock prices and returns 

(Lev, 1989). 

2) Earnings information announced by companies is 

responded by investors not as good news. 

According to Scott (2015: 156) the good or bad 

news in reported net income is usually evaluated 
relative to what investors expected. If a firm is 

reported net income of, say, $ 1 million, and this 

was what investors had expected, there would 

not be much information content in reported net 

income. Investors' prior beliefs would have been 

revised to reflect the erlier information. Things 

would be different, however, if investors had 

expected $ 1 million and reported net income 

was $ 2 million. This good news would trigger a 

rapid belief in revision of the future performance 

of the firm. 
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3) The sample companies in this study are 

companies that consistently publish their social 
and environmental performance. So investors in 

these companies are more likely to consider 

environmental aspects than earnings information. 

Because the existence of a company cannot be 

separated from the environment where the 

company is located. However the company's 

activities will have an impact on the 

environment. So the company is expected to not 

only think about profit but also consider 

environmental factors, aspects of human and 

social relations so as to ensure the going concern 

aspect of the company. 
 

IV. CONCLUSION 

 

The conclusions obtained from the results of this 

study are the sample companies in the observation 

period showed cumulative abnormal returns that tend 

to be high and unexpected earnings that tend to be 

low. Unexpected eanings have a positive effect on 

cumulative abnormal returns. This means that 

earnings information announced by the company 

received a positive response from investors. The very 
low ERC coefficient is due to the unstable correlation 

between stock returns and earnings, the information 

that is announced is not good news, and investors 

need additional information besides financial 

information such as social and environmental 

performance information. 
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