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CHAPTER III 

 

RESEARCH METHODOLOGY 

 

 

 

3.1. Types and Sources of Data 

 This study is classified as quantitative research. The study of this type tested 

the theories by using numbers and statistical methods to analyze data (Nugroho, 

2007).This quantitative study uses secondary data. Secondary data is the data 

refers to information collected by a person, and not by the researcher who 

conducts the latest research, Sekaran (2003). The current research used the 

secondary data from annual reports of  natural resources and mining company 

listed on the Indonesia Stock Exchange for the period 2010-2012. The use of 

secondary data is based on the premise that the secondary data have a good level 

of validity so that the expected results obtained  have good accuracy as well. Data 

collection techniques in this research is the documentation or records method 

(archival research).  

 Documentation is the secondary data collection method in which researcher 

collected data obtained indirectly through an intermediatary  (obtained and 

recorded by other parties), in the form of historical data which were then used as 

research material (Ghozali, 2006). As a guide, research instruments were used in 

the form of a checklist or a list of questions that contain disclosure of social 

responsibility items based on the Global Reporting Initiative. The Global 

Reporting Initiative (GRI) is a non-profit organization that promotes economic, 

environmental and social sustainability. GRI provides all companies and 



 

30 
 

organizations with a comprehensive sustainability reporting framework that is 

widely used around the world (www.globalreporting.org). 

3.2. Population and Sample 

 Population is the overall object or a subject that is determined by the 

investigator to be studied and used to draw the conclusion. Meanwhile, sample is 

a part of investigated population. The population of the study involves a number 

of natural resources and mining corporations listed in Indonesia Stock Exchange 

in 2010-2012. These years were selected to be the sample of the study since they 

have the most recent annual reports to describe the latest condition. The total 

population of the study are 41 corporations. The sample selection is done by using 

purposive sampling method, which is limited to certain types that can provide 

desired information and meet some of the criteria specified by the researcher 

(Sekaran, 2003). The purpose of this sampling method is to obtain representative 

samples in accordance with the specified criteria. The criteria used to determine 

the samples are:  

1. Publishing financial statement in 2010-2012. 

2. Ending the financial statements on December 31, 2010 up to 2012. 

3. Having a complete data to be used to measure the variables. 

4. Using rupiahs as the reporting currency.  

3.3. Research Variables and Operationalization of Variables 

There are two groups of variables used in the study, namely independent 

variables and dependent variables. The operationalization of the variables in this 

study  is presented in the description below. 

http://www.globalreporting.org/
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3.3.1. Research Variables 

 According to Sekaran (2003), independent variables are those that affect the 

dependent variable, either positively or negatively. The independent variable in 

this study is Corporate Social Responsibility proxied by Corporate Social  

Disclosure Index.  Sekaran (2003) also stated that dependent variables are the 

variables of primary interest of the researcher. The dependent variable in this 

study is the financial performance of the companies represented by the ROE and 

CAR. 

3.3.2. Independent Variable: Corporate Social Responsibility 

Corporate social resposibility is a mechanism in a company to voluntarily 

integrate social environmental concerns into its operations and interactions with 

stakeholders, beyond social responsibility in the legal field (Darwin, 2004). To 

proxy the CSR, this study utilizes Corporate Social Disclosure Index (CSDI ). 

Information on CSDI, which is based on Global Reporting Initiative (GRI) 

obtained from the website of www.globalreporting.org. GRI consists of three 

main disclosures, namely economic, environment and social as the basis of 

sustainability reporting (Dahlia and Siregar, 2008). CSDI calculations are 

performed by using dichotomous approach, i.e. each item in CSR research 

instrument is given a value of 1 if it is disclosed, and the value of 0 if it is not 

disclosed. Furthermore, the scores of each item are summed up to obtain the 

overall score for each company Zuhroh and Sukmawati (2003). CSDI calculation 

formula is as follows: 
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CSDIj =   ∑  X  Ij 

           n j 

where: 

CSDIj : Corporate Social Responsibility Disclosure Index corporation j 

nj  : number of item of firm j, nj = 34 (in this study the researcher used 34 

disclosure items which are used based on GRI i.e.: civic (8 items), consumer 

and products (5 items), employment (14 items) and also the theme of 

environment (7 items) 

Xij  : 1 = if the item 1 is disclosed; 0 = if the item 1 is not disclosed 

Hence, 0 < CSDIj < 1 

3.3.3. Dependent Variable: Financial Performance 

       Sulistio (2005) revealed that the general financial performance of a company 

is presented in the published financial statements. The condition of the company's 

financial performance can be known based on the analysis of its financial 

statements and then from those statements, the analysis based on financial ratios 

can be done. 

       The dependent variable in this study is the financial performance of the 

company represented by ROE one year ahead and by CAR of the company. ROE 

is obtained from the sum of the regression’s coefficient of CSDI, leverage, size, 

stock beta (correction beta), growth, and unexpected earnings (Dahlia and Siregar, 

2007). CAR is obtained from the sum of the regression’s coefficient between 

CSDI, leverage, size, stock beta (beta correction), growth, and unexpected 

earnings (Dahlia and Siregar, 2007). Based on the above definition, ROE and 

CAR can be described as follows: 
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a) ROE one year ahead 

       ROE is one of the main tools that investors use in assessing a stock. In 

general, the ROE calculation is resulted from the division of profit in equity 

during the past years. Prihadi (2008) stated that ROE can give some ideas of the 

company which include: 

1. The ability of the company to make a profit (profitabillity). 

2. The efficiency in managing the company's assets (asset management). 

3. The debt used to conduct business (financial leverage). 

 In this study the one-year ROE is calculated by using the formula of net income 

divided by equity to measure the financial performance of companies. According 

to Prihadi (2008)  the formula to calculate ROE is as follows: 

ROE =  
          

      
  X 100% 

b) CAR  

CAR is expressed as a percentage of the revenue from the initial capital 

investment (Samson, 2009). Earnings in equity investments include the 

advantages of buying and selling shares, while capital gain (loss) is the difference 

in profit (loss) from current investment price relative to the price of the last period 

(Jogiyanto, 1998). 

 According to Jogiyanto (1998), CAR can be divided into two terms i.e. the 

return realization (realized return) and the return expectations (expected return). In 

this research, abnormal return is obtained in two stages. The first phase represents 

the excess of the actual return while less the market return is obtained from the 

second stage (Dahlia and Siregar,  2008), by using the following formula: 
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R it      =   IHSI t – IHSI t-1 

                                  IHSI t-1 

R mt      =  IHSG t  - IHSG t-1 

                      IHSG t-1 

AR it = R it – R mt 

where: 

AR it  : Abnormal return for company i on day t.  

R it  : Firm’s daily return on day t. 

R mt : Index  market return on day t. 

IHSIt : Individual stock price index of the firm i at time t. 

IHSI t-1: Individual stock price index of the firm i at time t -1. 

IHSG t  : Composite stock price index at time t. 

IHSG t-1: Composite stock price index at time t -1 

3.3.4. Control Variable 

       The research includes several variables that previous studies found to affect 

CSR. The variables involve: the company's capital structure, growth opportunities, 

profitability and the firm’s size. 

a) The capital structure of the company: proxied by leverage.  

Debt equity ratio, often called financial leverage, is one of leverage ratio that 

describes how a company does its financial activities through the use of debt 

financing (Weston and Copeland, 1995). The amount of debt used by the 

companies has  positive and negative effects on the firm’s value and stock. 

According to Belkaoui and Karpik (1989), with the  higher leverage ratio (debt 



 

35 
 

divided by equity), a company’s possibility to violate the credit agreement will 

be greater so that it will try to report higher current earnings. This is 

contradictory with the fact that the credit agreement usually has a requirement 

that the company must maintain a level of leverage (Anggrainy, 2006). 

b) Growth Opportunities: measured by the ratio of market value of equity to the 

shareholders’ Price Book Value or PBV. 

 Firms with high growth opportunities likely need funds in large amounts which 

is enough to finance the growth in the future. Therefore, the companies 

maintain their earnings to be reinvested in the company. At the same time the 

company is expected to continue to rely on the funding through greater debt 

(Baskin, 1989). 

c)  Firm’s Size: measured by the natural logarithm of total assets. 

In this study the total assets of the company become the basis for determining 

the size of the company. Belkaoui and Karpik (1989) revealed that the 

tendency of doing social disclosure is for bigger companies than for the smaller 

companies. It happens because big companies tend to have more complexity 

and supervision than the small ones. 

d) Stock Beta: proxied by correction beta. 

Stock beta is the financial condition parameter for a company, whether the 

sound company or the company's common stock approach failure (delisting). If 

the issuer is delisted from the stock exchange, investors are the most aggrieved 

party. Investors will bear the risk if the arrangement of investment portfolios 

involving the stock has the potential to fail, because investors can no longer 
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trade their shares. In other words it will arise as a result of current investment 

losses. Therefore, instead of only considering a high return, investors should 

also think about the level of risk that must be borne. Relative measure of 

systematic risk is known as the coefficient β (Beta) which shows a measure of 

the relative risk of the stock market portfolio. According to Jogiyanto (1998) 

stock beta is a measure of stock return volatilities of the return market. The 

greater the fluctuations in stock returns to market returns, the greater the stock 

beta. Likewise, the smaller the fluctuations in stock returns to market returns, 

the lesser the stock beta. 

e) Unexpected Earnings: measured by the difference between realized accounting 

profit and the expected accounting earnings.  

Unexpected earnings or earnings surprise is the difference between actual 

earnings to earnings expected. Expected profit is obtained by estimating 

income for the recent period equal to the profit of the previous period. 

3.4. Method of Analysis 

 This part describes about some methods of analysis used in the current 

research. 

3.4.1. Analysis of CSDI 

 Below is the process of analyzing the CSDI: 

1) Making a list (checklist) of social disclosures.  

 The list of social disclosures used is a list of 34 disclosure items that has been 

done by previous research, who included 3 themes (civic: 8 items, consumer 
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products (5: items), (employment: 14 items) and also the theme of the 

environment (7 items) used by Zuhroh and Sukmawati (2003). 

2) Determining corporate social disclosure index (CSDI) 

 Based on the list (checklist on point 1) social disclosure index for each 

sample company can be determined by using a dichotomy scale. The scale is used 

to obtain a “yes or no”  response, a response for the two different aspects of one 

concept (Sekaran, 2006). Specifically, the scale of social disclosure is determined 

in the following way: 

Score 0: If the company does not disclose a particular item on the annual report. 

Score 1: If the company reveals a particular item on the annual report. 

Next, all the revealed a particular items are summed up and calculated as follows: 

CSDI =  Σ disclosed items 

                          34 

3.4.2. Descriptive statistical analysis  

 Descriptive statistics is a test that gives a picture or description of the data as 

seen from the average (mean), deviation standard, variance, maximum and 

minimum values, sum, range, kurtosis and skewness (Ghozali, 2006). 

 The statistical analysis in this research was conducted by utilizing Statistical 

Package of Social Science (SPSS) version 12. 

3.4.3 Classic Assumption Testing 

 This study used the classic assumption test before testing the hypothesis. This 

classic assumption testing was used so that the independent variable as an 
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estimator of the dependent variable did not bias. Classic assumption tests used in 

this study are as follows: 

1. Normality Test 

Data normality testing was conducted by using the Kolmogorov-Smirnov 

Test, by looking at the significance level of 5%. Priyatno (2010) revealed that the 

normality test is used to determine whether the data population is normally 

distributed or not. The basis for decision making of the normality test is by 

looking at the significance level of > 0.05 then the data have a normal distribution. 

Otherwise, if the significance level is <0.05 then the data have an abnormal 

distribution. 

2. Multicollinearity Test 

According to Priyatno (2010), multicollinearity test was intended to 

determine whether there was a perfect linear relationship among the  independent 

variables. As a result of the existence of multicollinearity, the regression’s 

coefficient is not certain or the standard errors are not infinite. Multicollinearity is 

tested with VIF, in which  if the VIF value is less than 5, then there are no 

symptoms and vice versa. Multicollinearity test is aimed to test whether the 

regression model finds a correlation among independent variables. A good 

regression model should not have any correlations among the independent 

variables. The presence or absence of multicollinearity in the regression can be 

seen from tolerance value and the value of the variance inflation factor (VIF). 

Regression models which are free from multicollinearity have a tolerance value 



 

39 
 

above 0.1 or VIF under 10 (Ghozali, 2006). If the tolerance variance is below 0.1 

or VIF above 10 then there is multicollinearity. 

3. Heteroscedasticity test  

Heteroscedasticity test is aimed to test whether in the regression model there 

is a residual variance inequality from one observation to another or not. If the 

variance of the residual in a linear regression model is the same across all 

observation, then the homocedasticity exists. If in the other hand, the variance is 

different across the sample, the errors are said to be heteroscedastic. If the 

presence of heterocedasticity is ignored and the OLS (Ordinary Least Square) 

procedure is applied, some of the properties of the estimators are altered 

(Ramanathan, 1992) 

4. Test Autocorrelation 

 As stated in Priyatno (2010), autocorrelation is a state where the correlation 

happens between the residuals in one observation to another in the regression 

model. Autocorrelation test is aimed to test whether in the linear regression model 

there is no correlation between the errors in period t with errors in period t-1. In 

this study, the autocorrelation test was conducted by using Durbin Watson (DW).  

If the number of DW is between -2 and +2, then autocorrelation does not happen.  

3.5. Hypotheses Testing 

 Multiple regression was used to analyze the influence between the 

independent and dependent variables. This part is about the description of the 

hypotheses testing done for the research. There are two hypotheses testing that 

will be described below.  
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a. Hypotheses Testing 1 

 In accordance with the research conducted by Dahlia and Siregar (2008).  The 

first model proposed is regressing the variable of ROE over the next year with 

CSDI variable, as well as control variables consisting of leverage, size and 

growth. The purpose of this test was to determine the effect of disclosure between 

CSR and ROE. The statistical model is as follows:  

ROE it +1 = β0 + β1 CSDIit + β2 Levit +1 + β3 SIZE it+1 + β4 GROWTH it +1 + εit 

Where: 

GROWTH : growth opportunities 

ROE  : Return on Equity 

CSDI  : Corporate Social Disclosure Index based on GRI indicators 

LEV  : firms Ratio (leverage)  

SIZE  : Firm’s Size 

β0 - β2  : the estimated coefficient 

εit  :error term 

i  : 1, 2, ...,  N 

t  : 1, 2, ...,  T 

where N : number of observations and T: the amount of time 

b. Hypothesis Testing 2  

 In accordance with the study conducted by Dahlia and Siregar (2007), the 

testing of this hypothesis is conducted by using multiple regression test .The 

second model is regressing CAR as a proxy of financial performance with CSDI 
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and leverage, size, beta, growth, and unexpected earnings. The following is the 

statistical model 

CARit = β0 + β1 CSDIit + β2 Levit + β3SIZEit + β4 BETAit + β5 GROWTH 1it+  

β6 UEit + εit 

ROE : Return on Equity 

CAR  : Cumulative Abnormal Return 

CSDI : Corporate Social Disclosure Index based on GRI indicators 

LEV : Firms Ratio  (leverage)  

SIZE : Firm’s Size  

BETA : Enterprise’s market beta(beta correction) 

GROWTH : growth opportunities 

EU : Unexpected Earnings 

0 - 2 :  Estimated coefficient 

 it : error term 

i : 1, 2,..., N 

t : 1, 2,..., T 

where N : the number of observations and T: the amount of time 

3.6. Coefficient of determination (R
2
)  

 This test is intended to know the extent of precision of the data to match the 

regression line devoted to the large coefficient of determination (R
2
) between zero 

and 1 (0 < R
2
 <1). If the coefficient determination equals to zero, it means that the 

independent variables simply can not match the variety of independent variable 

data. If the coefficient of determination is close to 1, the independent variables are 

getting closer to the level of accuracy to match the dependent variable. In other 
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words, errors terms in these models should be minimized, hence R
2
 can be closer 

to 1, and the regression estimation  will be closer to the actual number (Ghozali, 

2011). 

  


