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ABSTRACT

Tt wtifR e vorvreiniend thiet aeffecr of Corpordie. Sockil Respimotbiliiy (CSR) sal wrrnlngy monigeinnt iy
ket valiee, mented By T s O3 KT Deadex B apend to svocoiie C8R, solvile eeraings mirmsgent mif
doseed dberetionaey fiwwt foss praniivion gx a feoay. Teresolve e endvgemelry peobilee, faes sty losei the
CGMA-SYS peneralfffod method of moment system b dvaomic pased methoed, Research i coffffuted on
eorvenfinral Banks Wssed ol e fedonesin Srock Evblimge feom 200 26 20048 The cexalr shows thuat el
CSR comprnens s a different inflience en markel value. Amony e seven congremenss, only corparate
severmance, eaviranr@gd. product, and b eleho affected meaeker valiee pasitieely, Morover
SUPEEY PR et e drtpec it kel wilue . Since O5R dngfiefy adidintmal coxi o ihe
corary, R i perdioem CER offfciently wiile ssvindaining o stremg eelatimsiiie with shareholiders
Thta aurdy eoneribotes e OSSR nd Franeiol memsigeimenn leaiee b Sading S sotnee of CS8 effects i
N AT AFrEegie e AR R

Kevwnnls Corpomte Social Besponsiiniley, KLD ndar, Enmmings Manngemend, Indonesia’s
Copvensonal Bonks, Morket Vakie, Tobin's ©)

INTRODUCTION

Thie bonkkeg sector in ladomesin |Hotone et al., 2009} s expedcociag @ doswdown Tnom
decreasng credit quality within the lust five years, In 2016, Presdent Joko Wiklodo also enacied o
regulotron for funks e reduce thebr lean mies {Magrobo, 200607 While the governnseat dried din lowisr the
intenest rate, banks were {acing o senies of had aredits. The rise of pom-performing loams cansed by b
credids has presantid a challmge for |1UJI1.:1.le n:.xulrhrg prudslic vrust wnd building cléar, franpineal
buivimesy nammmbers, Uy e pelwer bl bosts woest b gopmpdy weith the repsdlation anid redbce lewuling
rabrn. Ason renall Ranks e minlinn 'l f=ifunrs | Iy n flemenl wociill, ethical. amil respiimmitle apfEit
L0 Daabane s ook Dl L i |..l| L st Cloppornie sociol paspesis il (TSI has beguonee 5
wobul treed lor comgeinies i =winng |1||Il!|. rusn o owell o sty e waj vinnSiley. Companmees srek by




el aedr oot [or i cicmmnidy while peeairag organisnd parteipatioay wml posisi |4 iGe
mirees. By applyimg SR, femscan Benelit mom heter pomitivming, even i i nocessitnizs Them n
iperilliny et conms. However, hisviilg o good duage o goesd Gem opisbioy o i mo ke g sooosnge
employees i wiork. prodmotoety wnd nchiove bygher linapon] perfornsnce (Devee et ol 2014)

CSH i bonbking b oelated o i envisonisenl) conmaitty. aod prodects | Aroail, 30095 The mudn prodisc
of @ bk i oy facl ity or servies melabed to. canh romagemens, theretore. the: imrpomem etermmmms for il
il of banhs wre fimance. custorners, utd wociety. A oy responnibie kank v accountabile 1o iake
o reptalility ot e of It wtiviiles o wichety Chndussi fir il dustabalellity oy

ETks puve fise t 1he comespit of green bankmy, The nead o el ik pﬁ'w pretice i comeidered
ey, pepuitunt becaise of by ety ioneietil, corpoibe, wnil soesl Beidfits fon tho eoonaamy | Be-Eokis et

ul., 200153, Secopidiy, i guin customer sl society truet, banks peed ineperity lnuhmu*lpr:rn:;r in opemie
i Bankbig foe socsoty, nel ). Banks gie snaus gsod by the public o iAvest e Tuivdn. Thenslone. bunka sie
sery rpormn te hivee ' begh el of fromspanencsy,

When ucempuny & being tmnsporent by i volgingedud snegtles e being (oced, B & doiig
Visluntary decksaune. i o al, (20095 comtandid itug By voliiganly disclislng alormitsn, the compiuny
dising CBR B wromafingy the pobilss o ivs quality, T morenss coasomer comiidenee . companies muonl rodues
Lo Ll s ety Elrnidiigs iiuisgedntnl b ofles solmel Lo nfometlis piyviiey bl fhe
copcept of ounings manazement m oy manpabate ewrnmas. [ be peocess, poodfil manpluion can be
ehimie oo Toike thie commpiny booll profiiskde (6 that peclogd. However, baoc |“?m"":-\.11:”"1hu.r|1. cimpaniis h u
[ il v b mammie earmiagy (Hoag & Adldemmen, 200 | 1 b iy siids, 3 comapuny @il mast CHR
aciivitles hai @ higher mie of eermn e naagment s hoped that by ooy CSEowell emmagh, sthile
idbay v Imd & v leved ol smindngs i ismin, binda lune s beller figsiiad ks il {lm), nerke vl
will mireme

Bl o proyvamis sivadies. I b generally dgredd dial CSR acte e icreie ket volisg (s
etul, THE; Cho gioul,. 2119 Fengot ul. (300 71 wid that different type ol TSR has o dilferen eifect on
the market vilue. Hawever, on the contany, O & Zadlim (20060 Tovmsd (it sme 5SE compuatients
e evmer maathet siulue, Mlsreover, Clibmirai & Tokd E200Y ) argied] |antead thal = fomg e 8 s nod
harm ihe cofgpoty , CFR cun be implemraim) fod fong:term o jiess sustninahilily purposes. Thersfore,
udl e lrpiedh af SR oo Gonnocial perfisrbipies feve vieldid ineonelioslve maubs Additionoffff]
ity preior washes diacum e rpget of CSRon Nnanil performance en mm-fininc it componic 0l
ek, JO0S) Sl et o), MIIE: Clariggl Gl 2008 Mo SEul, 0191, Theve we Listei sk R o e
impoct of C5R wod ecombngs management op the reorfet valoe of the honldng secior. Wheneos, the
haitkiin wectom pleys ai impoitant fobe in walotiiming o comniny’s econadmic ablicy and wealin (Hammne
Ll 2009}, Moreovier, ikl slinlbes ot on e O5R ol blwsile ke s var nel on comesnblinal
hainth s, Tos £ill in the Ircrus Rl i, this muearch provides salunbie inaighn oo CSR aml i rolationwith
e pnirhel vt of Tk nledddn the Indeonesia Sivek Eacboage (fuefo 2ok Indunesio. BEL) This
rencaTed) | et pive Mg o Ty CHR coi e 8 sreieges approach io pchieye smtinudilivy i
il lustg'e tn @ envirommnd, soiety, wiel commmmives han 1, therefore, be memond with differgmt
precspoctives B oubed 1o wetieve Theodtjestivn, fhis sy ous Flh B3 Lo 0 i ki ogienal
approach m measoriege CSR perlomuances, Therefore, makingt Lhe objoctive of this sbucy ix to test the
iuwﬂtﬂﬂﬁﬂluuﬂhﬂu erntuigenent om the rckel valoe pf conventionul basks o Indosesks. Section
2 staey the hagkgrouny theory of CSR und camings mimogement, (ollowed by prior reseanches on CSHE
and Tinaffal performmnce rekatknships. Then, in Sectlon 3, the resgarch methadalugy is explained.
Fimmily, Section 4 discusses the rmsabs pnd wolutioms; Sectiom 5 prowvides conelrions sed limitntions,

BACKGROUND
Corponme socinl naponsihiliy s ssocialed with voluntary scty by o company 1o social o
ervirommental forms o propose society's weltane {Cmar & Zallom, 20160, Varmrs practices are mkon by

il SOTTEANY ERE fm demaring memey, o coneeni forthe envimoment, ind 1o promste the Tiom's
transparency . Preserving the envitanment, the concepd of green banking comes into sotkan. Creen hotikiog




eS| enyirenmentally [endly proctices ind reduces e corbwan fotprint of haking sctivites Iy
s 1o impreve opemtinns md technolopy topether by muking envinmmentally friendly client habits in
bk netivities, s beneling the community us well, CSR prctices aren't limied w donations sud
environmentally recycle, but also on the willingness o reveal fuctual issues that hippen to the company.
O top of tht, e sesponsitility pruwcthees dong by o conpany cun become their dmtégy o enhmoe the
corporate’s repatation (Devie et al. 2088, Moreover, on gainmg public wwst, bpnks shall promote
trnspirency by signaiimg e pohlic, e Kog orm, CSR s o strmiegie approoch o navigating dyammic
baisimess activities ind tesching a sustainable envinmment (Carinl gt il 20107),

Commpainicy ushigiirg ocial repemaibifity practives reduce imformmtion symmetry (Saetal,
2001yl prevent udvierse seboctio ¥ et al, 2007 L This is often liiked sl sdganling tusay,
Segrmbug (heocy expdim (v effors to sigonl the public vegurdmg s misiviton e goodell (Y et
al 2007 Indoeenulnen aoyisisetey sfises D imside dnlotvo ke thal s it belng pablahed dsoie gy
It oeenms aten o porty | meacéltation ) S more informadeon thes the other pary. o In other saapdi, one of
il poitios Iﬂumi fronn e iBfEmmagion s fesisemion Siznaling theony disciised milomuithon
usyiinaesrs hepaen twn puqh. wlieme s ronacee o' sy mmotell, hhfmuhnimh fs paatnly relnted Lo
infurmsation ibwut gurality or temtion (Se et al,, 2004 Quuiidy comcéms abot how vne sty mocts by
alibainling | D @iiiades o] feciel g |.1.!|"_I.LIJ.LI.|.'L'| R s Py U pullies puud e Thie Lot relitis bo
hasw 1 chimaninh ithe: posuibifay of 5 mocal hiesad rsaliieg rom ibe behoviar of he parties exchnging
informeation

Whith oof ol (20040 srpues () eomipdithis engaaed 1 CSR previdié & dignil i siveety sl the
Highopabity . 0 is mesat 1ieely that the congaany doing C3R perfirmuinces are pereeived o be musre
litewalifie by sliibeg mlvmidiee vabioes mwaofolle v, D Ui cose, iy ane b Bkoly 1 jesaias o el
hagard. Yo et ul . (0171 taten thit based on ignaling heory . compsitien on graide intmgiilc

! Uil voluntuy disalisre W areogtiea ﬂb,*ln,nupﬂhhu slvuntoge nisd caspuisilaty by the
mnrken Aw o company discloses im CSR perfonmances voluntariby, s company wot only shows |[hat it w
canrs ving with the il e lintbarsbut also o deckare i hegitimmey. Deagun (2002 meiiioned
||.:‘1.|_J]I!'r.|.'.|:.j ey 4&1111!1!;} ﬂiﬁlnﬂmwlﬂﬂﬂﬂmﬂm hfh-_lﬂ_llﬂﬂﬂ‘lﬂ:hl
Buusiress oo Fluu..r.:rjuu.tmul, e, Ailbrdng fes Ll leghl umll.:._.mum il a;’n::r.-qlﬂr b et il
resprmiti ity [Mulierm & Brennan, X005 When the social expedfnm risen ind the o gratization’s
uithvities ds mob ncet sl vidues, o ety soubd delend isstl S liglimsue ooonome sl sok
Betinnn, Companes that e practicing TSR e cnonskloced to/be e respecinble since they donsssiraie
aftreiwke yalues o sditnm 1o Ueir leekimmiote otz ions (Gms-Gil ef ol L 006}, Theohgh e arepmition
bl ICH R e ormmemee. Wbk Fnilerect]y fave wh mapipie ] om seeselby fhind i bitlilg soshinnble. Endnatiging
sl i) evarommeniig) respnaibi] v adwan) sastonikiliny can ipcroise Dom msrlet valoe { Acos-et ol
200LR Chvt al. 20000 Ay bngelerbionting €S8, Nroms el benefi) (e bt eneket pisiioning. This
ihe renenrch hypethesin fuor this paper s formied;

Hypothesls Ome: Corporane social responsibility positively affects modoet voloe.

Hamard o epeney oty cottdlics of Miteres) micy puish musssers (4 roeaiiiees santgs. o thie
hanking, dusary, the oenper’ s wotieation i oainege peiis is B oumnee poof) veletiliy foem gine i
eree Oty & Meesui 20040, Lisan Loss Prow s {LLFD ks dised bry Buiks as o prosy b st
enrmitirs. The purpene of thiv in to set side o certin s @8be wed an i bad debt menve
Mamigelation in a part of informtlon aeymmemry. Novmilby, socinbly respotsibio T by bow ﬂ
IneeniTyes rnmmm:m [m aithier words, (s soah poor CSR activities hayeo hegher activiry lewed

of exrmingy munapenient (Gras-Gil et nl. 20106), Adiigh activity level of it management can mislea|
{lecaiee | stemacnl Uimes. Tha losd giaaliiy ol meation pemerasisl Pamm the adverse sitlecimm con ol oot &
corgtany’y makel villoe ipvesbia (Lah ot al . HET L Aconmnye sl d high level of bty wsl
credibility wall aceplre thie pubilies st MUk beree & Sofes, 200}, mnd s rases it pudet vieie
Wlarkoi yuive crsbogkizn srveston openbom an @ ooy, which s seflecued in e ey imarkss viliue




Market vilue cal alin deslel Puitire prodis toeaiedy bveslies evabuanon. Bihs wiali ndepndy il o
sredibviliny cum incremee pubiie omil (s heree el Mo, 20095 T, e sceomil hypotheas i formied:

Hypothesks Twoee Evsnings mmagement negitively aflects market vinlue

To captare the multé-dimension of TSR, this paper wes an extensivel fsod appronch, the KD
Indexn formukaled by Kinder, Lydesbery, and Damini 1o measure O (Devie et al,, '.'TJIE Ho et al, 2009;
Clinsizlars e al_, 2020), The indes b dividal ino iwa categuetles, strengths wnd conceens. Strengths nafer
i the mdditionol ablity of o firm; conoens ane maess conceming the innif§fly 10 ochieve the poal of
strengibs, While umder the two categoriies., seven compenents comprise of Comtmaniy, Conpeie

gavernance, Divceaity, Evploves relrriona, Environmen, Saman righey, and Produco (5un & Rakhman,
r AR

RESEARCH METHODOLOGY
hﬂpm and Data Collection

The sudy used secondagy ﬂ tken Srom pnousl o, Tancud sepores, Bioomberg dambaszes,
and ¢ther trustwortliy soarces. The populatisn i this study b 42 conventiomal bunkd Hased o ndenesia
Stock Exchamge { BED. The banks must hove comtinnousty published anmual reports im 200230 4 They
st wlde lave te pecessary iformation as nesded Tod varmilile mdosuenment. The sarmgile is thiy 32
curmgranies 10 the hinking seewr, with & seven-yeur observation period froe 200 2-200 4,
Ble purpose of the research is to investigaly whether CSR und eamings manngensnf alfects nucket value
m & positive, negative, or neutml way . To resolve the cbopeneity profdem, this sty oses the GM-
SYE (zeneralized method of moment system) dynomic pane! dats method (Lin er al.. 201 8) sinee GVIM
has the Locgest cormection effect i coolTielema. The problem of endogeneity dedis Tram the Lact thul
canstl ity can run i hoth the direction of independent to dependent varmblas and vice v A reciprocal
pchigiomstiip com hoppan berween both varisbles, The GMM-5YS method was developed o ovércome the
correbatisn problem between the dependent variable and ony existing evrorin the GMM estimator (Oh &
Pk 2041 5.

iwnamie pinel divtn his three sizph i iestime the vididey o relishifity of 8 model:

. Aréllane-Bond rest [.17]

The Arellimo-Hond text is dome to dingnoguny seninl correlution, The mill hiypothesis of the e s
thuy theee cxlats datsodrrelabien o erver. The aull bypothesis of the Ardllano-Boad tes) for secial
eurre batwm s

=  H there i= Bo mdocrrelation

s H s rejected (Fp-saboe < 18, 5%, 105

Arel livne-Femad st hps bwes orebem, AR 1 and AR 2o seen m Toble | The e s consistent if HO =
rejected {on three sighificand kevels of 15, mmd 105 an AR | butis mod pejectes) onWRE2 (L ey o
IIZ_IJH-;I o dieen (b Table | HO ks [ ST L BT 1} e vy e b OLERE wehigh s 1||_||::||,—nu o MO vl B
AR vapprend toche abeee s g et '-T‘-l.‘|. arnd thet wnkpe aorees with ihe Sheory 185881

. Bargua best

Chi thie GIN model, B & insporsEnt to know' the yalidity of the instromental vanpble slued oot
eatasds e estirmaled pammmeter (- dentificmion ), The Sargan lest tries for te validity of over-
Identification weairictions, on where p-vabies are reported. The aull bypothesis of dhe Sargan tes s

e HI: e Bembt of ovessbdentifemtion s vakid

& H 15 rejected i1 pevabue < 15, 35, 1%




Fur [higpRse, 118 expected et p-value o be alwve the sgoificon levels of 1, 5 and |00 i idher
Blerils the null hypothesis is vt rejecied. The Sargan wsl oo over-idemifying restrictione presenty o
Higher p-value. bmplying fant there ks no over-identi Toathon problem, wnd so it can be sl that e oodel
s vakid, & uhown in Tahk |, ihe Sarpan tes reupkbicd in 2590 which wligned with Lhe theory ||:||'|h|li|m
thete b o proshlon Snla conoeming overs ldamifloal ki

3 Wkl test

This tesl s used bn shmulinneoualy testing the significanoe of parmeters that e sl for the mslel
berween dependent and independent virmbles, disttibuted in isymptotc Chi-sguare, wish noll hypothesis
stutioyg dhnt there b po relatiomship bn e estimuted model, wd H0 14 e jected If the p-value is < o The
Wald sesd is wed io doffmine if the vorisbles employed in the tested model are simwlinneously
significant. Therefore, the null hypoihéaks of the Wald lest la-

o H: there are 0o relations between vienables i the model.

o H s refectod i1 povalue < 196, 5%, 10%

15
The Wald tem & expocied by sgject d mull by pothask, with ngection ecireing i p-value < 15, 5%,
10 e s the mgection of il nall by pothesis m e Wil 126 becomies the objective of the estimaor
{Hohinaoon. 20 16). A= cesn i Tabie |0t bosild of e Wakd pasi in GO0, w bl moetdd Ths it
by paostbiaals it @ pe vl of = 190

e . Vallidiey i medbadbsiliey Jext

Teut for AR | ermirs r=-1 89504 [frsa1 |

Tes Tar AR{T) ervrs F=- A [R50 |

Sargun oversidomtificution | Chisguumei 1V =

) e (] [{h25906]
Cleirsefieime| 121 =

Weatled (i) 1est 2ilan.g REECECEY

Sum sipored el 1 SgTHI

S, il veginpsbon NPT

Table | stiovws that the mesdel is valid and relmblo an it e fulfifled the Lhree requimements of
waliddry anal paliatdliy e

Measurements
Moasi@Ement of Corporate Social Responsibiily

Fullowimg poovicas sudies { Moiuszak ef al., 2009, Chansinms @8 o 20000, ihe measuremem
dided for CNR s KLD Indes . KLD Indes sy developel to soppor social stindies and comprebensively
miearLre iocospuny'e social ponivites. KLD Index was chosen o mersure CSE snoe this indes b
mudtidimensional , s capable of picioring the company fram a varfely of dimensions. The KLD Index
B been wied o o OSSR mensurement ool in vanoos studies. There are seven empirical indicators:
community, corporate poemnnde, dversing, emplovee pelations, embirommot, buman rights, amd
prractinet. Thess componeiis sro further seqoentedd bto i categiries, widch ate iyt (the compuny's
strength or advartages) and goncrrs oy problem inside or relised 10 the company fal peeds special
arentivatl, Fvery bunk that bos falfilled the songeh or cencerny o mmbered 1, and $owhen i@ doesn’s To
mitke the dn mese celinlhe, eocl dss se cabcubated a0 oot (vl dividied by the avemge), The KLD
Frcken, used] in this stdy s & bolisic approsch from both the pood and the bod sides ol the compmny: jo
measure wocinl perfirmance. The following s o boef explonation of the CSR componemts:




I Comimuniy

Dcnzzgs the tealmend of a company oo s srmoundeg commungy . Commmianity activties can be
hiroaiph diwitsens, [naneial abd, oo soetal sappot swonds the commindds o e viedsiy of oF eutside tee
COMENY '8 SnVIrOpImsInL

& Corpomife grvimmimes

This refer te o set of pelicies or mgulotions tat gffect the prosess of mooagement sod coams] oo
corgrany o conporbin.

3. Divesily
Rolates wffle diversity of boord members und employees, A compuny m suid 1o have mome d versiy
wiber it las o Chief Exceuthve (ifioer thiat 1n o wemion ar o ioember of 5 menordy group: when i s mode

frportant progress in promoting women and!or mmerity groaps: when it hiis a diverse boand of directors:
whes it provides benefit, cure, und job for disabted people; and other formsol diversisy,

4. Employee relutinns
Rofers to il relations among the comipany emplivecs.

3. Envimonmeni
Tk rufiems v o the eoasigany wcls beguid b 9 admroundbig ey ismieal

fi,  Hurmun riplas

Rebatey o the nghis ad ohisgations of the compiny s consumens amd ermplovess, as Betted by the
Lo

7. Prodoct
Thhie st daprartun categor s tils pad explones te guality and detall of o prodeiet st b developed
By noeompony. [n das study, o bonk s finnneal service s e prduct

Measurement of Earnings Management

Eurning= manngement [ the banking sector is achievad thmuogh the edocion of discretionary scermnly
[rom the wdal secrusl. For this seitur, sornings managemenf8) often rellected by Loan Liss Provision
{LLP (Ethmon & Memni. 2004; Ujah of af,. 2007), Donks wie LEP o manage their enmings. The total
secral is regesenied by L Table 2 disploys the operutwsial delbiiron @ measines e bank's parniogs
mpmagement. The empincal indieanr s ELF obtosed froom:

LLF= Mut-distrtmnary LLF NI L 4 Darevetionary L ELLE {1

Thais, [rLI_F'imtuhl.nlj by sutmimmcting MILLE froem LLP. Bided on previous reseiech | Othosan &
Mersni, 20049, the extirmbtion melbod whificed (o find TLLP

BLLEE = LR — [0+ 1 NPLit— 1 + 52 A NPLit + 3 8T 1] i7)

Whiene

Table 2, The cipieratieanerl el ol sdpiiips erudge e

Camrpuient of Earmiings Ul
Mlanoge o

&2l
L loss prooyimient (1LY | Thi otiil el Jrsaen bevess s s bank: i yese .




. | atvides By e initind credi halance

Béiaii - perfoiming Jsjs The sipenunyg hibsee ol monpesfuiming leams on bandk |

ﬁl‘ﬂt = 1] in veor ¢, divided by an aiminl eredin bolance

ANTL [ Tho ditfesenice ol pov-perfonmdig s an bank | by

ryibiwided By e imitinl crecdd holance
ATL I The difference ol ipial vredit on hank' ¢ n e 7, dividiel
| by am mitial credie balince
Measuremen! of Marke! Value

Thie einpiricil midleatior eomgleyed G mLHHLH:P'_ﬂﬂ.'EHIII i Tnh!n%ﬁ,‘.['hhhh.{]ﬂu il ol preivide
it anngwhed of @ ompany's value ban ulso invesioes' view on the comp@ which & rellected from ihe
egquity value. Tobin's Q |8 caleubaed N thie surker vilue of sguin (iarkel enpiialistion ) plus jem)
Tibifities and divided by [l axsety (Nawe, 200 7). Table 3 presents the operational defiition of cach
weirtible that v ek 5 the sesenrch modal,

T tast the hypotheses wnd see the effect of the 5B components and epmings manngement have
on fhe market value of sonventional honks fn Indonesin, the following regressson model is employed:

TORDIE = M0+ BICOMIt + f206i+ J3DIVEE +F4EMPIr + 5 ENVit +H6M Rt + BTPRODI
+ SR OLLPE + 89 SIZEQ + (HOCARIE + B11LDI &

Measuremant of Control! Vanables
b Fion Siee (512E)

Barei] on market capitihzation, the sgze of the company can be fellected from the il issets owmed
by the comyeany. Mapsimement of compony SRS dose mdimugulm quumJ.muwl],- beaween lorge
companies am simoll companies. The natural logarithm of wial asein is known as the proxy for firm size.
Thas it I8 evedent thot fore sze reflects the financial perfermmnce of ocomparry [Mawae, 2507,

[ =4
I Capital adequusy ratio (CAR)

Capitnl Adeduney Rmtio (CAR ) i the mio of o capisl suuciuore ownsl by the compirny, CAR
ebrtirinel fromn the avempe botal edmily divided by e average kdal iissity, In developing cooniries, i
alihle capial struciace is vory inipornnt especially for finencial instiutions bocanse it can belp in deiliag
with a crisis | M} ucei apd Pusluces 2016}, Thas, CAR can reflect bow sundy the company's capital
structare 15, The higher the value of CAR  the botter the capital srruciure of the company .

X Lo o depesit (11

Lo v depoan i used fo meprescniigaiemal Nnamcing (Cdhumn mnd Mersni, 20043, To be abde in
edtitin extemal financing, Fauks mpnd les LLP o redises pemoeived risk and 1o increggd reporiedd income.,
w0 that it provides appealing numbsem o the eyes of vestors. A high LD ke slerows thos ool keans are
prewier than depesity, Thersfore, banks need 10 wrthdmw mone deposiis fmm costomes 10 incmense
Viguickity . Fosr that manes, bank manngers hove an incentive o seport low LEP. Thus, the level of enmings
misnagement though DL LP s negstively related to the demand for external finsncing, The virsbies and
thelrdefmitons wre as fallows

Table I, Voriables definirio




Variahle

Defnitimn

CSE campii=tiis

| COMER ity

| €6 = Coaprale governance
| DIV = Dibversily

| EMP = Exngiloyes relatiein

| ENV=Envimnmins
| #1R = Hanm righs

I PROD = Prosdurt

L

5 Fiw woch compocent, the doTevencd from the 3otol seoro of et snd
ihe dial scoae oF comeen W divided by ibe pamber of coiegories, The
h eottgprmengs el clegorivy ol detills s inc ke i the Agipembis,

Tohin s ) { TOHLD)

! Mlnckes copigubizaticn plis sotol Hahilies divided by iolal st

Ciisiretlisnuy bt lisse prvisbin | The niesawrement of eamings innsgemsent (sl aecnisls admk i

(B accrunle |

-'Fu-m Sun (REZE] | Nodural lagacitle of nsil siscis
Caguinl seleguucy mumy 1TAR) The svernge uf sl equaty diviced by ihe-sveroge ul--T-
L= i-cheqrosii ratio (L1371 Tral Joan Fivided by oeil deposit

RESEARCH RESULTS AND ANALYSIS

The wiealyaiy of the descriphive qatisies ofeach varishle is eapiagfE) in s pare Tabdle 4 brisfly

iTustrates the data used ihis study. by using several parameters such is o, median, standand
e vistesn (S10F, mumimen. and madimoem vilss.

Tialile J..Hﬂ-rwn-r BTN dralvEcy

¥ orialdy Menn | Median 5. Mimimam | Miexionim
Commmimiy
[HCXIM .753 L 0174 [LLHA) [RELY]
Carpmimle CGovemones
[LELE]] 0.MT2 (RLLK] (ATH (1LLHN] 1 KN
Diersity .
1Y Sl AFS 1K1 15 115001
Emplisvee
VEMEF| Ol {1571 (1278 L EY | M)
Erkvirtmament
MY LI.E:iEI (LR (1 SR I!I.II[I_ | [HAY
Hiwtiwin Righis
{HR} R | 13400 (24 LR | [HM1
Presbuirt
IFRCIEY 0.T3% 750 .14 LiLHin IRLLT
oLy (1.(HA] Ab N2 (RCHEN (1.0 0a7r?
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CAH 11620 13370 51041 0137 15514

LD Bk W1 2455 14821 L1400 1446 570

Totm'n () 172 LOzs (152 (.51 a1 L]

A b b Tuble 4, pacle ORI commpimiong (i) Big daie e o wsalormly dbsirlsaiid vilud i seen
from the samined devisison 45 130, which w chosa s 0 fyniiused), exoepi for CAR und LI Thie i shown
i e atidadnid cheviation (509 colinn that seven componants v o viloe of lans thon | (e covmaiur
v o valie of U0 T cverponary geoorrmeonor 08T, amed 20 ond. However, based on the mer vabaes shown,
all honks o wversge hoeve o high CAR value of 33929, As repuliied by the Fmancinl Serveies Aothory
Fegulutions | eeeeitas dasa Kenangun, CHE) Nunder Q0200 6, ibe capiis] siaiciue stapdas) G the
bankmy sector ranges From 8% 1o 4% and this percentoge vanes depending on the bank's mmking: The
Iighier the rankisng. the hipher js the capital Structune, which s demondied by Finmacial Services Authority
Regulntions, o secure compuny assets, The memy of CAR is | 3929, thus on average. ull banks in the
sarngrle hnvie a good quakity of CAR withou consbdeting the r.unlump, Thiiae. lilphy dato disteilauress (515
ol CAKR whasch b 30000 han o sl giadflimd o Tl

I conrrst, L exhibi= o very Brge deviotion, meuning the 1.0 fmm the [ndomexian conventimial
banks' asmgle is heshiy vatalile as we can s from the 5.0, wluich = 14821, LD lustmies estermal
Forsting (Ot & Merssi, 2004), considermg each bank s o dilferent funding strocture depending oo
s shre. This reslt can be explained gs a consegquence of Haing bod cradit up tirough 2016, There exists o
highty difficult condition for bonlks, cousing widespread data distribution (Sari, 20061, An explunation is
then derived that baoks thut suffer trom unstabile capital structure need additional capital. They must use
eilerinl funding In erder o mdilnlads thele Baguddty, D80ern s B aimbioe mliliviom score of 32238 Thos
mirank thind the coneern Esoes exceedElE stvieio . High copeerr for diversity arises becauss ol the pon-
reprssentutioin maoe, thal is, the liek offfeormen on the boand of dinectiors whien the research is conduoned.

Tuble 5 oxhdbiis the test esull op the mpact of cach CSR und emrmimes management, akeng-with
thet comitre] varinhles (Seee CAR DL om muoriet value

Tabie 5, Hyportheses teating (CSR coneperneisiz)

I Conventionu Banks (D) “I::::I !
CaelMiclen Pevidiay

Teshiens G {11 b DRG0 LRI * 5
.ll:':m.:l -[0.1 55555 LhEn | &Tes I
Crmrmny SRR L R S -
Cenpemmle e 0915947 oL (W1 * Sig «
Thvermly 00XTSRE] 00T ** g -
Empluver melations =0T (1 [Hhlpees Sig =
Epvaonmeni LRERRIR] R RFEEE R LTTE
Higman righia R T 0.4 28 In Sig
Prowrart inHahRsTS wi] [ = S =
DELIF L ZHZEN <IL I *** Hig -+




Iﬂi:l:-r: [HLERRE LR 0.152% In Hig

|l:'.'|.i U HEANTT R LLAHM g == e Rag =

ﬂ.ﬂ"l'ﬁ"ﬂ'i"ﬂl -'.'-u TR Hm & |
Totes: = petl, 1Tk [weeakly stgnifcintl: * *patl 065 (g i == *pe 00 highly sssoificom)

“The reseurch agress with Feng e af (2007) that every component has o different effect on murket
valua. An peen In Table £ o the adgniUea resitlin colimnn. G oot al seven CSH e podiisely
nffect market vabie, thme.of themy affect sinificem iy, ond one &= msgmifoant, shich i feemor riphi
T ihree corspeenenl o wiich nlfed ne sl 13 LI_,- e ¢ |'.l.l'|'Ir.'I|J|'!I'F_'|'. tlinierayity, und enpalon'er Pedigiony. Thid is
aditodni lin b jal ity cue TRy wﬁl.ll'\-l-l- L9, VIRV AR, o] L OZVATEY gondesdively Besults wne
contriry to previons studics which faund thi ofl CSR activity has o positive signi ican relutionsdip with
murket vahie { Aras e if,, B018; Cho e of., 2019), Confommibng Lo Chune & Falflem (2018), phe comumoy
nogotively impoacts marked value

Tulske's Oy contakia theeguiy mmdkaed villue componeits which involve invesion' resoalog n
ERcriinlng fiem valie Vet DLLP which lhdicaes the exisence of esenmgs nunigement lsled nives
mirked vahie. This is consisient with the outpui of the nogative significent impast some CSR componzms
Have can Taben's 0. During the adidinbsammton of Preadent Jokio Wihlods, the governmment iongsmsed i
reduction in loan interest raies (Nogrobo, 200 &), Bad oredit become the main problem of ndonesian
banks, which could kgeally eapliln tls situation. e coumniy has o negative value |coellicenl of

11,0544 3% wimee there ane more concenmy thon seregriie due 0 negifive economic impogt (an aspect of
Communityy, ramely bad credil, dormg the chaervation penod. The dfvensity vaklie 15 abo negative
Pecase of thie lack of workien o e bowed of dimeion composition, causlng lipher comcern valis
cormgrared L sivengill, Banks con-improve their aiversity os 6 s on islernal Eeor, Tong (2009 wrate tha
P 2006 theough 208 bank emglovees sufTensd Teans Ly -oifs dug o digiudiesion amd auiemidion
processes, these msubls in pepative mpact by cogpliver relations . Whal happened o these bunks 15 an
naviiclabbe outsede foctor. Banks wro préssunad o seduce lending subes, bl g0 e same te, hey e
[ncing hod credits. As o resull, Baoks ane o lgud and face 9 orkis inoobaining working capital.
Warking capital v wsed to funed the banks" daily operatiomil activities and is obtamed frovm comreat aniets
stikeias curivnt Hablilithen. Acooedimg to Magekd (2007}, 400 bunk Bees 3 hoguidin celsis, s nefary 1o
borrow additionnl funds in ooder o fulfill lguidity requirements and rise fan loss proyvision. This s
suppntenl by the data in Table 5. widch shows that Loan-te-Deposin (LD} correlates positively with
Tobin™s ) (o pessifive coelficent of 000107495, mewning murket vabug {Tobin s O grows when Loan-
1o-Dheposit ncreases. To resolve the lock ol working capit] banks chisse to apply for knp-lerm exiemal
Fursding to fund the crganmzation, nstead of shorr-term fonding. This lends o an increase @ total lnans
Supposet! that m the nhservidion period the econcmic condition is normil, bofB crmieite and erplovee
sefitoen ibghe penerise positve resalis, and thenefore s CSR cmpunis | cofmmunily, oo
prvernance, divertiy, cogiloyee velations, roviramment, ind prodicty | woald positively impact mimket
valie. [ 1 ]

B Rl gnverience, ewviiienr, and pecedieg ave s s Dok g mpoet on ksl
koo ap sesn i the 1_':_1_-:|ﬁ pocdficint of U089 1SWET O F0EHAT, jnd O 88T connmively. The
Frarreein regfely component fns a posiive mopoct oo madce? valoe Br ool agnificantly . Therefore,
munagement mist pay attendion o developing CSR activities relued 10 comorate poevemange.
envirnnmeil, and prshicis,

Lawkinr o1 o ol enent ferspective, fhess banks displadad wmospraency yciloing sufuatary
s tnning o Factial onguakng iptormndlon, U dhis case, bl ceedil, Baids demonauated bled mis gy by
Pectete |t | vl il ot joee S0 Mstlel, 200 sbnce thiy dhose o do volumiey dichearne. This b
rediscon infommmion gevmmmetny wnd U ogknow bedges the signialiog theory, By this theory, b comipuny
gives out o positive algnal to the pubdic thot these are i hidde o motives po fom customens, by this means
socictyy matead. they were Facmg & linancinl crisis. The rewall shown in Tobie 5 moy-be ciomad by vhe




presai bty thot investors chosde o s the resilt of the company's Tmancil perfrnmnce. ovesinrs yalus
fmancin] statemeints meee compered i the SR secthon (ACCA, 208) They coniend thal heing
frpspurent ond pocoumtalile iwsis e soclely wnd envimsmeent does sol beae (i compuay: pr-.:i'lmhililg,
wiy they choose fo see only the Final result of financial performance. Therafon, this affects the equity
ket value, which resulted in o significant pegative rinpact of C5R an Tubla's Q.

In thi= study, it s hyprthesizesl that earnings manegement negmively affects marked vabie
becase of the adverse selection of imformudion by manmzemend, Hiwever, b tiis resall, e seconid
hyyesibicals s rejected sance earmings management aflfects marked vabie positively e s ln e
coelTucient of TELP i IEER255 with pesiteve signilicemes mhnll) This resubt =o't comsiment with the
previous sty Lot said loan oo proyidions ere pegatively relmad t banking perlormance (W et ol
2016 T ww foumad that by reservimg provisions, banks hove o better result. Duning the observation period,
bariks aee facoy o Groncial creis, which wis bad eredit. Due o the éoonamibe unpact, banks noed lgud
ammety Tocope with the sitiation, ihey set aside L1P tn be wsel s o had debi reserve, This e Iogically
explaim the sitution why earnmes nEnpgement reslied in i posiive impact on bimking perfommance,
witlch iy imarkir value joothis siudy

Control Variable Analysis &
The pesearchs model abso considers theee oontrol vaiables: Flem Sioe (SE2E), Capital Adequacy

M[}Eﬁﬂ}.und Loan Iu-l:hlm-:lt (L), The finding of the contml vartables analysiv i summanzed in

Talike & Only CAR and LIV tee coudbsient m plioy g the e i i eomitrol varibles, shdwn by sk eani
remrbtn o 0O == anad <T IHH** = conseritively with a pavnlme of Tews thary |5 (highly signifcant)
Conrmry o previows studies, SIZE does s significantly mifuence inancial performance (Nawar, 2017)
A Lnrge bank does nul necessarly have o betler perdommance ilan i smuller hask Thereloee, Ting slee is
e a wignificant foctor. On the other hind, CAR und LD both significantly offect murket vulue, CAR
cupiures u sket-bused wppmach wd gonskas of Wt sssets pnd total gguity . A strong snd significad
Ik 18 Townd between CAR and Tobin's ) Tobin's 0 mcludes oquity marked valoe, which explnins why
CAR s slgnificuns to Tobik's Q. A significant pokitive relationsbip s abio found on LD0o Tobin's O In
cithisr wamrds, ealeenal Douliog as rellected by LV enhonees soncket value. As the bunk eveasis exterial
Fiarsting (total louns), its equiy level abs rises, wnd so does its lan-o-depesit mle

SOLUTIONS AND RECOMMENDATIONS

dlunagers of conventbsial binks should make o budget plon moadvance belore doing TSR, (o
moke e that the benefits from C5R ontweleh s costs, For the bad credit, banks most prepare a
portinbio on Iguddity visk. I cese i Gecur in die funere, boks e neady b face withd practichig il
Errminy iimagemed by eserving d igh value of TXULP, Binks sheld b incrense the dhiversiy in the
bovard oo dhirectonrs, for exsmple by gpiving e Sonale onploves a chonoe K dugy , enloreing eguil mghits.
Shince oourptae oteniand e, ainioaeeend, sid geeadaer wee po U esly iespactog duietel volic, managpies
urr necommended o -devekop CsE actyiies refniimg o tem. The eavimsemend »oong of the oo
proaioet CSE comnpotients o ik siady . This eonsiprinesil dasouses o' B eonbialube positeiely or nd
leamt nat 0 polbute the srvmenmant. Banks do nor deectly dermge the eovirmment. The comoept of green
haikii, b divekaping Shoig with the seation of e el Dduury B pratocting te @nvimament
Green hinkdng s mopalisd s an offor by Sk te prssriiee thie hukfflmest ol astisablisy o ading or
enpe i ictai] aeliesion. The o= 0f énengy ., widet . aod ot natirad resnure o bankemg aclviien ie i ain
severly i e wse by dllior sediues, sigh ok mloboy wd prodedsiig diddsieles, To eiliaace develgsting CSE
pEfpvities melited Ao erwromeen ad e, Banke can pdapt the comceptal preen bunking: Gopen
bankuig prsclos cui be B the Torm o pagenics taakBg . ideomel Baicking (geerless auneo e el
achymen § AT ). renowmble marzy ond onermy el ficeney can B aoplermented by idopnog enerry-
eaving beehnalighes, innealllng solar pitdich (o erdae gllemutive ciegy, ayeling and recyelalis mishicis
IRy & Brakid, 2055 However, bunking zanm) pecessorily be releaned [mom fie prodlem of




inerez g B tnmnentl doegedation. By gny el ooty or luonneing o d4 cushimess, Bonks v be s
trigger for activities it oy an irmghast on the emammmenl)

Regulatiis o eypocied tis ue bppapsiaie conpsdecations relidsd (o 1le pienesn ol
siniehoklers. Tn itos wtuchy, 5 o foundd bt bk tmed o Do oo cnyiromamentn] greanmz nehvices and
ehotatieena i the wrrromding conemabnlty, They oterlook the muovatkon of peodecy comyponents,
sz fienl Iy ot emphrmring dise lesine roloted 10 gresn hankimg, T dF b recommenided for banks i
foacu g dimosne o pmmloct inmivatssin with the concept ol gregn Rankier, Sinoe busmess moves
dynamieally, any CSR mensurement ased must be peapred Toe 18 era, 1 is necomosenided thal liune
atidien pay atention Yo the existing populor movements, o there B o chonee for CSR messtremen
inethods o evolve ki e Patird. Hence, Tuuse research sbioubl use o memuremenl thnt s been adjusied

with the existing pered,
CONCLU

The purpoke of this sudy i w recognize the dmgect of CSRund eamings sansgemned oo ibe
murket vabe al conventiousl bonks, TEEktwdy uses datn taken from annual eports and Blssmberg
datnbase between 2012 and 2008, The lest by poiesk examines the relationshig between CSR. asn
mq::mlnﬂ warpnirle, and market wnlue. CSE coasisis of seven enmponents which comprise of
commurity, covporate govemance , diversity, coplovgETelations, arvirommmr, humon rights, aod
prevncdiiet. The nosubt shows thot ench CSR component his o differing mffoengon market valoe. The
second hypedhesds tests the effect of eamings manngement on market value. The seoomd hypothesis is not
actepliad a4 there b o sipnificant positive effect of DLLP on moarked vale. When o honk cxpetiences bt
|.n:1d!|ll.. i meshy working capital, s b sets m bormow frem external partles increasing Toon oss P s,

This explaips why enrnings nunsgement posgively impoes ourket viloe . However, i the escess proctice.
ol arningy monagenent s disne, i resalis b information wsymmetry sl could harn the compony’s
reputpion

CSE should blve been abbe o bilp banks incronse markel value, However, during the obsetvatiom
penod, noseries of had aredits amd mipss lay-of e cmmed by diginlization and sutomution happened
thwsrefoae mesdied (o differmg wfluenees on ok value, Mevenbeles. there ano 1geical canses thut
expfwin wiy vy, divergine, aml empieyves relavions heve @ megative elfect. As long as it does fot
hairm e orgnan zation, TSR 5o good apprsch o fie conpany 0 achioving business sustnimabiliny
i Dy e, 2008, Suppiose the sconoinio condition is Gaiy nosmal durdng dae perlod, i lesids Lo o beties
result, Investors cun suppont SR pctivities comied out by banks 1o schiove buziness sustminahility gools
thut can mlsn miaimdss boalness roks in the fumee.

LIMITATIONS

The resemch has sesiaml lniatioas: ome being te tamber of the bask suaple videused is very
Heinedd, consklaring el all conyentiomal banks dn Indosesis mals thiir data avaklahbe. Puiwe stodkes
should sescarch b eonventional bunks m Indoncsia, Additicffly, this sudy only imeestigated marke
wabue, wndd only wsed o single messurement for moket vilue ustng Tobin's ), Moustirément of o
cormgeryy fimneml pesformanes con be dooe Trom more dhon ome vide which s wo only ket vidog,
it e b akesved Do e profialnliay oo et on bvvestimnent. Therelaee, the aext suddes shoald wlso
ermaplavy more thorowgh diti with o heiter opproach aned holistic measarement
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