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Abstract

This study chooses and identifies enterprises from among the Taiwan 50 Index which have been
selected for entry into the DJSI-Emerging Markets as the experimental group, and enterprises that have
never been selected as the control group. By dividing the Taiwan 50 Index into a “group of
consecutively selected enterprises” and a “group of enterprises never selected”, the study explores
changes in the EPS forecasts by analysts about both groups from 2013 to 2019.Then, this study explores
the connection betweenan enterprise’s consecutive selection for entry into the DJSI-Emerging Markets,
the number of analyst followers, and the analysts’ EPS forecast accuracy.The empirical results
demonstrate that no significantly positive and optimistic changes in the analysts’ EPS forecasts of the
“group of consecutively selected enterprises”. Next, this study also found that when analysts may not
be able to provide precise forecasts of enterprises all the times.Finally, this study found that it appears
that even if an enterprise is followed by more analysts making forecasts, the analysts’ forecast accuracy
remains unaffected.

Keywords: Corporate Social Responsibility; Dow Jones Sustainability Emerging Markets Index; Analyst EPS

Forecasts

JEL classification: G17, M14
Tob Regul Sci.™ 2021;7(6-1): 7336-7349
DOI: doi.org/10.18001/TRS.7.6.1.57

1. Introduction

The concept of corporate social responsibility (CSR), which originated in advanced western countries, has become
widely popularized all over the world for more than a decade. It signifies the principle that when an enterprise is
creating profit and being responsible for shareholders’ interest, it shall at the same time also be responsible for
employees, society and environment, in order to achieve the goals of economic prosperity, social welfare and

environmental sustainability. Even renowned business magazines such as Fortune and Forbes are used to adding the
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“social responsibility” indicator to its evaluation of the ranking of companies. This shows that CSR has become a

trend that the sustainable operations of business have to face.

The Dow Jones Sustainability Index (DJSI), founded in 1999, was jointy launched by Dow Jones enterprises,
STOXX and Sustainable Asset Management (SAM). From the three dimensions ofeconomy, society, and
environment, DJSI evaluates business opportunities and risks of enterprisesin terms of strategies, management and
specific factors of the industry, to quantify the sustainability index among enterprises. As one of the most credible
corporate sustainability rating tools in the world and an important reference indicator for global investment
institutions, DJSI is released to the public periodically in September of each year. According to the findings of
Knoepfel (2001), any constituent stock included by DJSI can help improve the corporate image of an enterprise
among investors and the general public. It is clear that the issue of CSR is an issue the world is concerned with, and

CSR performance also serves as an important indicator for the selection of stocks by investors.

In recent years, Taiwanese businesses have made the best effort to practice CSR to facilitate their sustainable
development. The Ministry of Economic Affairs also amended the Company Act in 2017 by incorporating CSR
into Article 1 of the Act. It appears that CSR has become the only way in which an enterprise may launch onto the
global market. Given the continuous development of the capital market, the role played by securities analysts in the
capital market is becoming more and more important. Considering that securities analysts play an important role as
intermediaries dedicated to communicating messages in the capital market, they are able to present evaluation
reports based on their analyses and understanding of certain information, using their expertise and strength in
collecting information, and thereby affectingthe decisions of investors. Therefore, this study chooses and identifies
enterprises from among the Taiwan 50 Index which have been selected for entry into DJSI-Emerging Markets
consecutively as the experimental group, and those who have never been selected as the control group. By dividing
the Taiwan 50 Index into a “group of consecutively selected enterprises” and a “group of enterprises never selected”,
this study explores changes in the earnings per share (EPS) forecasts by analysts about both groups and the accuracy
of such forecasts from 2013 to 2019.

First of all, this study probes whether the changes in the EPS forecasts by analystsof the consecutively selected
enterprises areoverly optimistic compared to enterprises that have never been selected. The Taiwan 50 Index consists
of Taiwanese businesses with benchmark weighted value, most of which have stable profits and positive corporate
images. When an enterprise has been selected for entry into DJSI-Emerging Markets consecutively, it means that
the enterprise can not only create financial value but also have more positive influence on the surrounding
environment and society. The empirical results demonstrate that no changes in the EPS forecasts by analystsof the
“group of consecutively selected enterprises” appear to be significantly optimistic compared to the “group of
enterprises never selected”.Therefore, this study presumes that the stable businesses and positive corporate
identitiesof enterprises are reflected in the EPS forecastsby analysts when the enterprisespractice CSR and corporate
governance. The awards won by enterprisesfor being selected consecutively fortheir practice of CSR are nothing but

icing on the cake, and thus not likely to have much of the information announcement effect.

Next, the study explores the effect of consecutive selection into the DJSI-Emerging Marketson the EPS forecast
error of analysts. The more an enterprise invests in CSR, the more transparent the information disclosure will be,
allowing analysts to access more information from the market and to rationally provide correct forecastsof the
enterprise. According to the empirical results, when analysts receive massive amounts of complicated information,
theymay need to spend more time and energy sorting out the information. As a result, they might not be able to
provide precise forecastsof the enterprises all the time.Finally, this study explores the connection between the
number of analyst followers and the accuracy of the EPS forecasts by analysts. The findings show that even if an
enterprise is followed by more analysts making forecasts, the accuracy of the forecastsof the analysts remains
unchanged. Though the empirical results do not meet the expected hypotheses, we still expect that the issues

explored by the study can help Taiwan businesses which have not yet practiced CSR satisfactorily face and deal with
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the positive development trend for CSR.

2. Literature Review and HypothesisGenerating

2.1 Corporate Social Responsibility

The concept of corporate social responsibility (CSR)was proposed for the first time in 1953 by H.R. Bowen in the
book Social Responsibilities of the Businessman, who believed that the original definition of CSR should mean that
entrepreneurs should take social values and goals into consideration when making any decision or taking any action
related to an organization’s business objectives. Since then, the concept of CSR has been widely discussed by people

from various sectors.

Brown and Dacin (1997) found that excellent CSR performance could improve an enterprise’s goodwill and brand
value, and also consumers’ evaluation on the enterprise, thus increasing sales (Lev et al., 2010) and the enterprise’s
financial performance(McGuire et al., 1988; McWilliams andSiegel, 2000; Wu et al., 2020; Okafor et al.,
2021).Furthermore, enterprises with better reputations and those that improve employee benefits through the
practice of CSR can recruit more excellent talent and encourage employees to improve productivity (Roberts and
Dowling, 2002; Edmans, 2011). In order to explore whether an enterprise’s business performance has a connection
with the practice of CSR, Lépez et al. (2007) analyzed the profitability, business size and risk profile of 110
enterprises including those selected and not selected by DJSI from 1997 to 2004. The empirical results show that
the difference in performance of enterprises selected for entry into the DJSI and those not selected resulted from the

practice of CSR.
Shen and Chang (2008) explored whether CSR may help improve financial performance. The empirical results show

that there is no evidence to prove that the average performance of an enterprise practicing CSR is superior to that of
an enterprise not practicing CSR, while certain evidence shows that the financial performance of enterprises
practicing CSR is comparatively poorer; in conclusion, the effect of CSR on financial performance is negative. Adam
and Shavit (2008) believe that the U-shaped curve between CSR and financial performance means that an enterprise
has to pay additional costs when it begins to invest in CSR and that, therefore, its profitability will be affected;
notwithstanding, the corporate images and goodwill enhanced upon the enterprise’s investment in CSR will have a
positive effect on its profitability. Cardebat and Sirven (2010) selected 154 European companies as samples from
2000 to 2008, and found in their research that there were no signs that the practice of CSR improvesan enterprise’s
financial performance.Chinet al. (2014) indicated that there are no absolute advantages or disadvantages to an
enterprise’s practice of CSR, as CSR is like a double-edged sword:if an enterprise adopts the correct strategies, it may
benefit from an increase in returns and risk mitigation resulting from reputation effects, but if an enterprise cannot
afford to bear the costs and expenses derived thereof, its business performance may worsen and its profitability could
decline.Lee and Park (2010), Mulyadi and Anwar (2012) and Matuszak and Rézariska (2019) also found no

significant relationship between corporate social responsibility and financial performance.

2.2 EPS Forecasts by Analysts and Corporate Social Responsibility

Past findings show that financial EPS forecasts and recommendationsby analysts are generally overly optimistic and
tend to be incorrect (Francis and Philbrick, 1993; Das et al., 1998; Matsumoto, 2002; Richardson et al., 2004).
From the point of view of economic incentives, Hong and Kubik (2003) found that analysts who release more
optimistic reports might have better chancesof getting jobsat better investment banks. From the point of view of
cognitive bias, Easterwood and Nutt (1999) and Beyer and Guttman (2011) indicated that the reason why forecasts are
overly optimistic is because of the analyst’s overreaction to good news and underreaction to bad news. Mikhail et al.
(2009) and Wu et al. (2018)found that the EPS forecasts or stock recommendationsby analysts may not be correct
because theyare affected by the emotions of investors. Brown (1997) found that S&P 500 corporate analystsare not

overly optimistic, while non-S&P 500 corporate analysts tend to have optimistic forecasts in any economic cycle.

Tob Regul Sci.™ 2021;7(6-1): 7336-7349 7338



Chia-Jung Tu et al.
An Analysis of the Relationship between Corporate Social Responsibility and Analyst EPS Forecasts

Denis et al. (2003) researched the new constituent stocks of the S&P 500 index, in order to discuss the EPS forecasts
by analysts before and after the inclusion of these enterprises into the index.The research found that analysts tend to
provide optimistic forecasts about the new constituent stocks of the S&P 500 index that and their EPS forecasts
about the new constituent stocks are more accurate. Tu and Chang (2012) researched the new constituent stocks of
the MSCI Taiwan Index Futures, in order to discuss how the EPS forecasts of all, domestic, and foreign analysts
reacted to the stocks included into the MSCI Taiwan Index Futures. As a result, none of the analysts gave optimistic

forecasts about the new constituent stocks and the matching companies.

Mahoney (1991) indicated that with respect to companies with sufficient information disclosure, different financial
analysts almost gave identical forecast results. Lang and Lundholm (1996) and Alford and Berger (1999) explored
the factors critical to the accuracy of analysts’ forecasts. The result they discovered was that when a company is
allowed to disclose more information based on its policies, the company’s uncertainty will be mitigated and analysts
may release more precise EPS forecasts and actract other analysts to follow them. Meanwhile, the information
provided by analysts enables investors to make sure of the company’s outlook. Lang et al. (2003) found that more
analysts prefer to follow non-US-based enterprises listed on the American Stock Exchange than the enterprises which
are not listed on the American Stock Exchange, and the accuracy of the analysts’ forecastscan be improved, which
allows the company to receive a higher rating on the market. Han and Manry (2010) also indicated that a company’s
information transparency helps improve the analysts” knowledge of the target company’s future economic condition.
Fauzi et al. (2007) and Jo and Harjoto (2011) found that if a company has better CSR performance, the
independence of its Board of Directors and the shareholdings of its institutional investors also increase significantly,
and the company will attract more analysts to pay attention and follow him(Bhandari and Kohlbeck, 2016; Lu and
Abeysekera, 2021). Dhaliwal et al. (2012) performed a multi-national analysis on CSR reports from 31 countries,
identifying CSR reports issued by companies as a collection of non-financial information. As a result, they found
that the reports released by a company can help improve the financial forecasts by analysts, most notably in
stakeholder-oriented countries. Becchetti et al. (2013) and Muslu et al. (2019) also found that CSR reporters with

high disclosure scores are associated with more accurate forecasts.

According to the above literature, enterprises selected as constituent stocks of DJSI have good CSR performance

which can raise the evaluation of enterprises by analysts. Therefore, this study has developed Hypothesis 1.

Hypothesis 1: Compared to enterprises which have never been selected for entry into DJSI-Emerging Markets,
analysts tend to give more positive evaluations and optimistic EPS forecastsof those enterprises which have been

selected consecutively.

The above literature shows that analysts are able to access more information about enterprises practicing CSR
satisfactorily on a public market and give EPS forecasts about the enterprises correctly, and also attract other analysts
to follow them. Moreover, according to the literature, enterprises which are followed by more analysts can better

help analysts provide accurate forecasts. Therefore, this study has developedHypothesis 2 and Hypothesis 3.

Hypothesis 2: Compared to the enterprises which have never been selected for entry into DJSI-Emerging Markets,
when an enterprise has been selected consecutively, its information disclosure is enhanced accordingly, which helps

reduce the EPS forecast errors of analysts.

Hypothesis 3: The more analysts follow an enterprise, the more accurate the EPS forecast of enterprises by analysts

will be.

3. Research and Discussion

3.1 Description of Samples

DJSI is the first index applied to evaluation benchmark for the social and environmental responsibilities of

enterprises, and also one of the main tools forrating CSR in the world today. Currently, the DJSI series consists of
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seven major sustainability indices, the DJSI-World, DJSI-Asia Pacific, DJSI-North America, DJSI-Europe,
DJSI-Australia, DJSI-Emerging Markets and D]SI-Korea.

This study chooses and identifies enterprises from among the Taiwan 50 Index which have been selected for entry
into the DJSI-Emerging Markets as the experimental group, and enterprises that have never been selected as the
control group. By dividing the Taiwan 50 Index into a “group of consecutively selected enterprises — enterprises
which have been selected for entry into the DJSI-Emerging Markets for more than two years (inclusive)” and a
“group of enterprises never selected — enterprises which have never been selected for entry into the DJSI-Emerging
Markets”, the study explores changes in the EPS forecasts by analysts about both groups from 2013 to 2019.'Table 1
shows the number of enterprises among the Taiwan 50 Index that were selected for the first time, were selected
consecutively, and were never selected for entry into the DJSI-Emerging Markets. Based on Table 1, the group of
consecutively selected enterprises consists of 78 enterprises fromthe Taiwan 50 Index, and the group of enterprises
never selected consists of 259 enterprises®. There were 13 enterprises selected for entry for the first time, but due to
the sample size being too small, they are preliminarily excluded from the study.

The sources of data used by this study are: 1. The data about the Taiwan 50 Index is provided by UDNData and
TWSE; 2. The data about enterprises selected for entry into the DJSI-Emerging Markets is provided by the DJSI
website and domestic professional economic and financial websites; 3.The data about EPS forecasts by analysts,
number of analyst followers, actual EPS and stock price of enterprises, business size, liability ratio and number of
years for which enterpriseshave been established are provided by the Taiwan Economic Journal (TEJ) and based on
financial information disclosed on the websites of governments and enterprises online. Enterprises with insufficient

financial information are excluded from the samples.

3.2 Changes in EPS Forecasts by Analysts

DJSI releases the ratings of various internationally-renowned enterprises in the areas of thesustainable development
of the environment, economy and society in September each year. How can the changes inan EPS forecast of an
enterprise by an analyst before and after the release of the DJSI be calculated?This study uses the concepts of Denis
et al. (2003), Tu and Chang (2012) and Tu (2017) to identify the date when DJSI releases rating results as the
declaration date and chooses the latest EPS forecast provided by each analyst before the declaration date (provided
that the interval between the latest EPS forecast and the declaration date does not exceed 4 months), and then
calculates the median as the EPS forecastsof the enterprise by all the analysts before the declaration date. Then, the
study chooses the first EPS forecast provided by each analyst in the same group of analysts (the group of analysts has
provided EPS forecasts about the same enterprise before and after the declaration date) after the declaration date
(provided that the interval between the declaration date and first EPS forecast does not exceed 4 months), and then
calculates the median as the EPS forecasts of the enterprise by all the analysts after the declaration date.*The
outcomes after the EPS forecast after the declaration date less the EPS forecast before the declaration date are

identified as raw changes in EPS forecasts. Hypothesis 1 is stated as follows:

AFE, = FE,, - FE,_, )

AFE; stands for the changes in the analyst’s original EPS forecast of Company i. FE; _stands for the analyst’s EPS

IDJSI has added the “Emerging Market Index” since 2012. The selected Taiwanese businesses were included as
the constituent stocks of the Index.

2 Only the constituent stocks which are not added or deleted by Taiwan 50 Index 4 months before and after the

announcement of DJSI-Emerging Markets in September each year are included in this research.

3The selection method is adopted by reference to the approaches mentioned in the articles of Denis et al. (2003),
Tu and Chang (2012) and Tu (2017).
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forecast of Company i before the date when DJSI releases its rating results. FE; | stands for the analyst’s EPS

forecast of Company i after the date when DJSI releases its rating results.

For an enterprise which offers stocks at NT$30 or NT$300 per share, a change in EPS by NT$10 per share has very
different implications for the company. By the same token, for an enterprise which has EPS of NT$10 or NT$50, a
change in EPS by NT$10 per share also has very different implications for the company. Therefore, this study
adopts the enterprise’s stock price and EPS to deflate changes in the original EPS forecast, and the formula is

changed into the following:

FE —FE
APFE, =—-——=, @

APFE; stands for the change in the original EPS forecast of Company ideflated by its stock price. FE; . and

FEL? are defined as in the above formula. P:,f stands for the stock price of Company i on the last day of the

month prior to the date when DJSI releases its rating results.

This study adopts the EPS forecast provided before the date when DJSI releases its rating results (values must be

positive®) to deflate the changes in the original EPS forecast about the enterprise. The formula is stated as follows:

AEFE; stands for the outcome after the change in the original EPS forecast about the enterprise deflated by the
EPS forecast provided before the date when DJSI releases its rating results. FE;  and FE; _are defined as in the
above formula.

After calculating the change value of the EPS forecasts of enterprises consecutively selected and never selected using
formulas (1), (2) and (3), this study uses the independent sample t-test to check whether the change values of the

enterprises in both groups differ significantly in order to confirm whether Hypothesis 1 should can be sustained.

3.3 Empirical Model

After verifying the changes in the analyst’s EPS forecast, this study identifies the “absolute forecasting error” as proxy
variables of the analyst’s “forecast accuracy”. According to the absolute forecasting error formula, we should first
have the “actual EPS” of Company iless “each analyst’s EPS forecast of Company i provided before the date when
DJSI releases its rating result and finding the median therein” for the same year, and then seek the absolute value of

the calculated values. The formula is specified as follows:
FError, = RE,, - FE, |, (4)

FError, stands for the analyst’s raw absolute forecast error of Company i. RE; | stands for the “actual EPS” of

Company i. FE; _ is defined and in the above formula. The greater the absolute forecast error value is, the more

inaccurate the analyst’s forecast is.

4 In order to avoid negative results generated by deflating, the EPS forecasts adopt positive values only before the
declaration date, while negative values are excluded.

Tob Regul Sci.™ 2021;7(6-1): 7336-7349 7341



Chia-Jung Tu et al.
An Analysis of the Relationship between Corporate Social Responsibility and Analyst EPS Forecasts

By the same token, different stock prices and different EPS have different implications for an enterprise’s absolute
forecast error. Therefore, this study uses the enterprise’s stock price and EPS to deflate the raw absolute forecasting

error, and the formula is changed into the following:

RE  —-FE
APFError, =|—=——=|, (5

APFErTO; stands for the raw absolute forecasting error of Company i deflated by its stock price. FE .. FE

and Pi'_ are defined as in the above formula.

RE - FE
AEFError =|—=——=,©
FE

AEFEITOr, stands for the outcomes after the raw absolute forecasting error of Company i deflated by the EPS

forecast provided before the date when DJSI releases its rating results. FE;, and FE;_ are defined as in the

above formula.

This study uses an approach that is different from the onein the articles of Denis et al. (2003), Tu and Chang (2012)
and Tu (2017), which apply the independent sample t-test to check whether there is any significant difference in the
analyst’s EPS forecast accuracy with respect to enterprises which are or are not incorporated in the S&P 500 or
MSCI Taiwan Index Futures, or enterprises which do or do not receive syndicated loans. Instead, this study
identifies the absolute forecasting error as the dependent variable in order to test whether the analyst’s EPS forecast
accuracy has a connection to the selection for entry into the DJSI-Emerging Markets. A test is performed based on

the multiple regression equation. Hypotheses 2 and 3 are stated as follows:
FErroric= Bot+BiDummy; +B.Coverage; o+ BsSize; o+ BsAgei
+BsLevi+BeEPS; +€;(7)
APFError; = Bot+BiDummy; + BoCoverage; o+ B3Size; o+ BsAgei
+BsLevi+BcEPS;, +&;.(8)
AEFError; = Bo+BiDummy; +B.Coverage; + B3Size; + BsAgei.
+BsLevi+BeEPS;, +£;:(9)
Variables of the hypotheses referred to herein are defined and measured as follows:

(1) Dummy stands for dummy variable, =1 stands for enterprisesin the “group
of consecutively selected enterprises”, =0 stands for enterprisesin the “group of enterprises never selected”.
(2) Coveragestands for the number of analyst followers, subject to the number
of analysts who have provided EPS forecastsof the same enterprise at the
same time within four months before and after the declaration date in the

current year.
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(3) Size stands for the business size, subject to log (book value of the total assets).

(4) Age stands for the number of years for which an enterprise has been incorporated.

(5) Lev stands for an enterprise’s liability ratio which is total liabilities divided by total assets.

(6) EPS stands for an enterprise’s EPS, which is the current net profit divided by the weighted average number of

outstanding common shares.

This study includes certain control variables on the basis of past literature, including Size, Age, Lev and EPS (Lang
and Lundholm, 1996; Weiss, 2010). Compared to enterprises which have never selected for entry into any index,
analysts are able to access more information about enterprises practicing CSR satisfactorily on the public market and
to give EPS forecastsof enterprises correctly, thus resulting in less EPS forecasting errors. This study thus expects that
coefficient {1, which stands for enterprises selected consecutively or never selected, should be negative or
insignificant. Furthermore, according to the literature, the more analysts follow an enterprise, the more accurate the
forecastsby analysts will be. Therefore, this study expects that coefficient B,, which stands for the number of analyst

followers, should be negative or insignificant.

4. Empirical Studies
4.1 Analysis ofthe Changes in the EPS Forecasts by Analysts

Based on the literature review, and in the process of collecting data on the EPS forecasts by analysts, the EPS
forecasts of the same enterprise by analysts in the same year are more positive and optimistic at the very beginning
(higher EPS forecast value) , after which the forecast is slowly adjusted downward (EPS forecast value adjusted
downward). In other words, the value after an analyst’s latest EPS forecast less their earlier (previous) EPS forecast of
the same enterprise in the same year is generally negative. However, when an enterprise announces or receives good
news, the analyst will maintain their previous optimistic forecast or even provide a more optimistic one.In Taiwan,
when D]JSI announces the enterprises selected by it to the public in September each year, would analysts maintain
their previous positive and optimistic EPS forecasts about the enterprises that have been selected consecutively and
only adjust their EPS forecastsof enterprises which have never been selected downward? Table 2 describes the
changes in the EPS forecasts by analysts of the Taiwan 50 Index before and after the declaration date of
DJSI-Emerging Markets from 2013 to 2019.

Table 2 shows that, during the sampling period, 70 enterprises from the“group of consecutively selected enterprises”
and 197 enterprises from the “group of enterprises never selected’had complete data for further analysis and
discussion. First of all, in the “changes in analysts’ raw forecast” as shown in the third row, the changes in the
analysts’ raw EPS forecastsof the enterprises in the “group of consecutively selected enterprises” saw a downward
adjustment of -0.00164, less than that for the enterprises in the “group of enterprises never selected”, which saw a
downward adjustment of -0.11022. Nevertheless, the average difference between both is 0.10858 (p-value=0.47649),
which is considered insignificant. This shows that analysts do not necessarily provide more positive and optimistic

forecasts even if enterpriseshave been selected by DJSI consecutively.

Next, based on the “changes in the analysts’ raw forecast deflated by stock price” in the fourth row, the range of the
adjustments made by analysts on the enterprises included in the “group of consecutively selected enterprises” range is
0.0378%, and 0.0951% for the enterprises includedin the “group of enterprises never selected”. The average
difference between both is -0.0573% (pre-value=0.78334), which is considered insignificant. Finally, based on the
“changes in the analysts’ raw forecast deflated by EPS” in the fifth row, the range of adjustments made by analysts on
the enterprises included in the “group of consecutively selected enterprises”is 0.00198, and 0.31834 for the
enterprises include into the “group of enterprises never selected”. The average difference between both is -0.31636

(p-value-0.26804), which similarly shows that there is no significant difference in the range of the adjustment made
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by analysts on their EPS forecastsof the two types of enterprises. These findings are similar to those of Tu and Chang

(2012) and Tu (2017), showing thatthe information announcement effect in the market of Taiwan seems small.

Table 2 shows that compared to the constituent stocks of the Taiwan 50 Index which have never been selected for
entry into the DJSI-Emerging Markets, the analysts do not provide more positive and optimistic EPS forecastsof
enterprises that have been selected consecutivelyfor entry into the DJSI-Emerging Markets. Therefore, Hypothesis 1
cannot be sustained. From this it can be inferred that when enterprises are practicing CSR and corporate governance,
the stable business and positive corporate image are already reflected in the EPS forecasts by analysts, while the
awards won by enterprises for being selected consecutively for their practice of CSR are nothing but icing on the

cake.

4.2 Multiple Regression Analysis Results

This study identifies various absolute forecasting errors calculated based on formulas (4), (5) and (6)as the dependent
variables for the multiple regression analysis, and the Size, Age, Lev and EPS as the control variables, in order to test
the connection between an enterprise’s consecutive selectionfor entry into the DJSI-Emerging Markets, the number

of analyst followers, and the analysts’ EPS forecast accuracy. Table 3 shows the results of multiple regression analysis.

First, based on the dependent variables, namely the “raw absolute forecasting errors” and “raw absolute forecasting
errors deflated by EPS” identified in the second and fourth columns, the analysts” absolute EPS forecast errors for
enterprises which have been consecutively selected for entry into the index are small, as coefficient 1 is -0.41963 and
-0.61431, respectively, not significantly different from 0. The more analysts follow an enterprise, the smaller the
enterprise’s absolute EPS forecasting errors are. Coefficient Bais -0.04724 and -0.07022, respectively, also not
significantly different from 0. From both columns, we can see that the larger the Size, the older the Age and the
higher the Lev, the smaller the absolute EPS forecasting errors of analysts are, although it is statistically insignificant.
The higher the EPS of an enterprise, the larger the absolute EPS forecasting errors of analysts will be, which will also
significantly differ from 0.

Furthermore, based on the dependent variables in the third column, the “raw absolute forecasting errors deflated by
stock price”, we can see that the coefficient B for the analysts’ absolute EPS forecasting errors about enterprises
which have been consecutively selected for entry into the index is -0.00849 (p-value=0.00953), significantly different
from 0 under a level of significance of 5%. This shows that analysts are able to provide EPS forecasts about these
enterprises correctly because they have more related information; therefore, analysts have less absolute EPS
forecasting errors. Moreover, for enterprises which are followed by more analysts, Coefficient B, for the analysts’
absolute EPS forecasting errors is 0.00099, which does not significantly differ from 0. Finally, for control variables,
the longer the Age is, the higher an enterprise’s EPS will be. Therefore, analysts have less absolute EPS forecasting

errors, and such errors will differ from 0 under a level of significance of 5%.

Table 3 shows that compared to the enterprises which have never been selected for entry into the index, analysts can
access more information about those which practice CSR satisfactorily. However, analysts receive massive amounts
of complicated information, theymay need to spend more time and energy sorting out the information. As a result,
they may not be able to provide precise forecastsof enterprises all the time. Given this, Hypothesis 2 can only be
sustained in part. It appears that even if an enterprise is followed by more analysts making forecasts, the analysts’
forecast accuracy remains unaffected. Thisdiscovery differs from the one by Lang and Lundholm (1996), Alford and
Berger (1999) and Lang et al. (2003). Therefore, Hypothesis 3 cannot be sustained.

5. Conclusion

By dividing the Taiwan 50 Index into a “group of consecutively selected enterprises — enterprises which have been
selected for entry into the DJSI-Emerging Markets for more than two years (inclusive)” and a “group of enterprises

never selected — enterprises which have never been selected for entry into the DJSI-Emerging Markets”, this study
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explored changes in the EPS forecastsby analysts and the forecast accuracy of analysts of both groups from 2013 to
2019.

The empirical results demonstrate that no significantly positive and optimistic changes in the analysts’ EPS
forecastsof the “group of consecutively selected enterprises”. Therefore, the awards won by enterprises for being
selected consecutively for their practice of CSR are nothing but icing on the cake, and thus not likely to have much
of an information announcement effect. Given this, Hypothesis 1 cannot be sustained. Furthermore, this study also
found that when analysts receive massive amounts of complicated information, they may need to spend more time
and energy sorting out the information. As a result, they may not be able to provide precise forecastsof enterprises all

the times. Given this, Hypothesis 2 can only be sustained in part.

Finally, this study explored the connection between the number of analyst followers and the analysts’ EPS forecast
accuracy. This study found that it appears that even if an enterprise is followed by more analysts making forecasts,
the analysts’ forecast accuracy remains unaffected. Therefore, Hypothesis 3 cannot be sustained. Taiwan is identified
as a thin market, different from the markets of the USA, Japan and EU. The study results will inevitably vary
depending on the different research subjects. Nevertheless, the practice of CSR practicing has been identified as a
global development trend. We expect that the issues explored by this study can help Taiwanese businesses which do

not yet practice CSR satisfactorily to face and deal with this positive development trend.
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Table 1. The number of enterprises among the Taiwan 50 Index that were selected for the first time, were selected consecutively,

and were never selected for entry into the DJSI-Emerging Markets from 2013 to 2019.

Year first time selected selected consecutively never selected
2013 1 7 42
2014 1 8 41
2015 1 9 40
2016 5 10 35
2017 0 15 35
2018 3 14 33
2019 2 15 33
Total 13 78 259

Table 2. The changes in the EPS forecasts by analysts of the Taiwan 50 Index that were selected consecutively and were never

selected before and after the declaration date of DJSI-Emerging Markets from 2013 to 2019.

1 2 3 4 5
Selected Mean Difference
Sample Sample Never
Sample Consecutively (col.2 — col. 4)
Size Size Selected
AFE 70 NT$-0.00164 197 NT$-0.11022 NT$0.10585
(0.97659) (0.43754) (0.47649)
APFE 70 0.0378% 197 0.0951% -0.0573%
(0.9142) (0.37544) (0.78834)
NAEFE 69 0.00198 196 0.31834 -0.31636
(0.894806) (0.26441) (0.26804)

The p-values in parentheses test whether the numbers above are significantly different from zero.

Table 3. The results of multiple regression analysis.

This study identifies various absolute forecasting errors calculated based on formulas (4), (5) and (6) as the dependent variables
for the multiple regression analysis, and the Size, Age, Lev and EPS as the control variables, in order to test the connection
between an enterprise’s consecutive selection for entry into the DJSI-Emerging Markets, the number of analyst followers, and the

analysts’ EPS forecast accuracy.
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/RE-FE-/ /(RE-FE-)/P-/ /(RE-FE-)/FE-/

intercept 3.20530 0.03619 7.91339
(0.23888) (0.19032) (0.26010)

Dummy -0.41963 -0.00849 -0.61431
(0.19131) (0.00953)" (0.45867)

Coverage -0.04724 0.00099 -0.07022
(0.36664) (0.06329) (0.60341)

Size -0.09363 -0.00061 -0.29731
(0.53170) (0.68814) (0.44194)

Age -0.01154 -0.00025 -0.02811
(0.17420) (0.00376)" (0.20075)

Lev -0.52338 -0.00474 -0.20449
(0.50672) (0.55376) (0.91997)

EPS 0.06560 -0.00015 -0.00744
(0.00000)™ (0.00846)" (0.59956)

n 267 267 266

KKK,
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: significant at the 1% level ; **: significant at the 5% level
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