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This study investigates the role of ethical information in enhancing the reliability of disclosed data. We
test whether the market recognizes the patterns in unethical firms and reacts differently to their disclosures,
such as unethical events or high tax avoidance. Based on previous research, which links habitual unethical
behavior to low-quality disclosures in ethically deficient firms, we find that preliminary ethical risk (e.g.,
tax avoidance) helps reduce information asymmetry. Furthermore, even when provisional ethical risk
information is provided alongside preliminary ethical risk, it continues to reduce information asymmetry.
However, we also find that good news disclosed by unethical firms, such as increased provisional earnings
or high ESG scores, does not result in significant market reactions (abnormal returns or abnormal trading
volumes). These results suggest that when ethical information is disclosed in advance, the market has
time to assess its credibility, thereby making the information valuable for interpreting other disclosures.
This research contributes to the literature by demonstrating that ethical information is used by the
market to assess the credibility of other disclosed information.

Keyword: ethical risk, differential market reaction, information asymmetry, provisional earnings, ESG Score
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(Table 1) Number of vyearly listed firms with ethical failure disclosures.

Year EVADE EMBEZZLE LITIGATION
2011 6 8 16
2012 22 37 6
2013 33 5 12
2014 24 18 12
2015 28 8 20
2016 19 19 25
2017 32 17 35
2018 19 23 33
2019 49 29 39
2020 26 26 48
2021 4 29 52
TOTAL 264 197 298

This table represents the number of firms with unethical cases in the annual report of listed firms.
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7Hd 19 FeB BoF FER| A A e 4=
HEHEH S EelHEeR ‘_TL'v‘O}Oq A5
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= AFolA e APdF(d ‘E&kfa’{{r 2019; #A4
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(Hsu and Liu 2023: Davis et al. 2016) %
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e} ZAARNAN 291 7Fsa Al 34 (EVADE),
Y% (EMBEZZLE), ©1Ak3] 9 7497 A= ¢ &
S (LITIGATION) % =719 554 (%7 A%
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()9 #E M Ao g ofdd.
ASYMMETRY, = a¢ + a1*EVADE

+ a*EMBEZZLE + a3*LITIGATION

+ a4+HIGH BTD + > Controls

+ ¢ (1-1)
ASYMMETRY;, = By + Bi*LOW_ E

+ Bo*HIGH BTD + Bs*LOW ExHIGH BTD
+ By#EVADE + X Controls + ¢ (1-2)

>.Controls = SIZE, LOSS, Board SIZE,

LEV, ROA, BIG4, Lag ERROR, CON,

Follower, Foreign
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Variable definitions:
ASYMMETRY= @ or @
@ ERROR (|4 EPS - 17/1€
U ¢& EPS|/A7] F7h)
@ DISPARITY (1714 oy} &%
H A A2 Zlol g A
d F7 AAAM 2 I, (A
BFY71ELE7H- 1)
EVADE = 1 if the firm discloses tax evasion,
and 0 otherwise ;
1 if the firm discloses embezzlement,
and 0 otherwise

EMBEZZLE

LITIGATION

1 if the firm discloses lawsuits
against board or CEO, and 0
otherwise :

LOW E = LOW_ E_All or LOW E Mgt :
LOW E All = 1 if the firm discloses one of
ethical issues (EMBEZZLE,
LITIGATION, EVADE) for fiscal
vear t, and O otherwise :

LOW_E Mgt

1 if the firm discloses one of
the issues highly susceptible to
managerial ethics (EMBEZZLE,
LITIGATION) for fiscal year t,
and 0 otherwise ;

SIZE = natural log of market value of
equity

LOSS = 1 if negative net income for

fiscal year t, and O otherwise

Board SIZE natural log of number of board
members
ratio of total liability to total

equity

LEV =
ROA = net income divided by average
total assets

BIG4 1 if the audit firm is in Big4

(PWC, Deloitte, KPMG, EY),
and 0 otherwise

Lag ERROR = analyst forecast error of prior
year :

CON = 1 if consolidation firm, and 0
otherwise :

Follower = natural log of number of analyst
follower

Foreign = foreign ownership ratio ;

BTD = book tax difference (follow Frank
et al. 2009) : and

HIGH BTD = 1 if upper than median of BTD

by same industry and year, and
0 otherwise.
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Ratio_AbVol) &= A% & 2go|th. ghef, Al%go]
Ao *’\16} SAA éEOL H71tf 77 o] ¢
(UX Prov)ol A4 &2 B(LOW E)Ql &4+
2 gl o FaaA %‘7}%‘4‘{1 S| AAT 73,
S5& FroskA AV Ee fod 5(-)9 @ 7t
A Aot}
CAR +10+2 = 70 + 7 1*RANK(UX Pv)
+ 7y o*LOW Ei;
+ 7 3#*RANK(UX Pvi)*LOW Ei
+ XControls + ¢ (2-1)
LN AbVol; = §¢ + §:*RANK(UX Pv;)
+ G LOW Ei-
+ 63 RANK(UX Pv)*LOW E;;
+ > Controls + e (Ratio AbVol) (2-2)

>.Controls = SIZE;, Board SIZE;, LEV;,
LOSS;, BIG4;, Foreign:;, ROA;, CON,
Follower;, CAR;-;

Variable definitions: Variables are as defined in
equation 1, except
CAR 1+

cumulative abnormal return
from market model over 3days
from announcement day -1 to
day +1:

CAR 0,42 cumulative abnormal return
from market model over 3days
from announcement day 0 to
day +2:

UX Provg provisional earnings per share
after fiscal year end but before
audit report date minus prior

earnings per share divided by

424

Ry
the initial price ;

RANK(UX Pv;) = the quintile rank of UX Prov;

within same industry and year :

LN _AbVol, = natural logarithm of the

announcement day trading
volume minus the recent 5days
average trading volume : and
LN _AbVol divided by natural
logarithm of the recent 5 days

Ratio_AbVol;

average trading volume.
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(Table 2) Sample Selection

Criteria Number of
firm-years
Firm-years of non-financial listed firms (KOSPI & KOSDAQ) from 2012 to 2020 21,785
Less : firm-years with missing variables'” (14,326)
Less : firm-years with qualified opinions (2,147)
Final sample 5,312
analyst following firm-years 3,467
(1) follower = 1 (1) 2,094
(2) follower(at least two years)) 1 (2) 1,373
Others 1,845

This table summarizes sample selection procedure.

V. 524 2

4.1 71 A
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(Table 3) Descriptive Statistics

Analyst Following frims

Variable ALL (Exclude solo following firms)
N Mean STD 1Q Median | 3Q N Mean | Median
EVADE 5,312 0.020 | 0.141 | 0.000 | 0.000 | 0.000 | 1,373 0.022 0.000

EMBEZZLE 5,312 0.012 | 0.109 | 0.000 | 0.000 | 0.000 | 1,373 0.017 0.000
LITIGATION | 5,312 0.009 | 0.093 | 0.000 | 0.000 | 0.000 | 1,373 0.005 0.000

LOW E 5,312 0.019 | 0.137 | 0.000 | 0.000 | 0.000 | 1,373 0.022 0.000
HIGH BTD 5,312 0.508 | 0.499 | 0.000 | 1.000 | 1.000 | 1,373 0.539 1.000

Follower 3,467 3.186 | 3.998 | 1.000 | 1.000 | 3.000 | 1,373 6.519 5.000
DISPARITY™ | 3,467 0.071 | 0.110 | 0.000 | 0.000 | 0.033 | 1,373 0.125 0.099
ERROR' 3,467 0.031 | 0.097 | 0.000 | 0.008 | 0.029 | 1,373 0.017 0.099

UX_Prov'® 4,009 | -0.122 | 0.969 | -0.161 | -0.014 | 0.037 | 1,053 | -0.062 0.002
CARp+2 3,368 0.001 | 0.077 | -0.001 | -0.003 | 0.033 | 1,045 0.005 0.001
CAR-1+; 3,368 0.004 | 0.062 | -0.026 | 0.001 | 0.031 | 1,045 0.005 0.001

LN _AbVol 3,079 0.036 | 0.523 | 0.034 | -0.276 | 0.371 954 0.112 0.091

Ratio_ AbVol 3,079 0.004 | 0.049 | -0.024 | 0.003 | 0.032 954 0.009 0.007

RET 5,312 0.125 | 0.784 | -0.195 | -0.013 | 0.234 | 1,373 0.106 | -0.004
Foreign 5,312 0.109 | 0.132 | 0.017 | 0.055 | 0.154 | 1,373 0.201 0.173
SUB 5,312 1.816 | 1.024 | 0.693 | 1.609 | 2.485 | 1,373 2.535 0.675
LOSS 5,312 0.249 | 0.432 | 0.000 | 0.000 | 0.000 | 1,373 0.147 0.000
LEV 5,312 1.094 | 3.481 | 0.288 | 0.656 | 1.208 | 1,373 0.953 0.675
ROA 5,312 0.028 | 0.206 | -0.001 | 0.022 | 0.067 | 1,373 0.071 0.058
SIZE 5,312 | 20.195 | 1.465 | 19.039 | 19.695 |20.7562 | 1,373 | 21.512 | 21.493
CON 5,312 0.910 | 0.286 | 1.000 | 1.000 | 1.000 | 1,373 0.961 1.000
Board Size 5,312 0.574 | 0.152 | 0.506 | 0.603 | 0.676 | 1,373 0.557 0.591
MTB 5,312 1.872 | 7.705 | 0.670 | 1.094 | 1.944 | 1,373 2.104 1.463
Big4 5,312 0.665 | 0.472 | 0.000 | 0.000 | 1.000 | 1,373 0.891 1.000

This table presents descriptive statistics for main variables used in empirical analysis for entire sample period.
Two-tailed t-test: ***, ** * indicate the significance levels at 1, 5, and 10% levels, respectively.
See Appendix for variable definitions.
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ad 1(MTB)L 18 ﬁdgi(z.lozl) s

(Table 4)dME F
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(Table 4) Pearson Correlation

ThiERZ

Cl RSl

=)

W@ @@ 66 O 6 O a0 0 00 an 0y a9 e @) @
(1) EVADE 110020 -0.013: 0001 0715 -0.003: 0.096: 0.004: 0.004: 0009 0009 0013 0016 0.006: 0.013: -0.003 :-0.014 : 0.019: 0.027: -0.004 : -0.016 0.022
(2) EMBEZZLE 10157 0.008: 0551 0.017: 0142 0.017: 0007: 0007 002 0021 0011 -0.013  0012: 0.083 -0.009 0.072 -0.037 -0.004 0.085  0.027
(3) LITIGATION 1 0.006: 0.466: -0.024 : 0.014¢ 0.013: 0018 0.004: 0.000: 0.001: -0.001¢ 0004 0.068: 0.018:-0.027:-0.036 : -0.032 : 0.002: -0.007 -0.016
(4) HIGH BID 1o 0007 0040 -0.006 -0.023 1 0.017: 0.022: 0032 0031 :-0.085: 0.010: 0.055: 0019 -0.006  -0.03L: 0.032: 0.034: 0.007: -0.005
(5) LOW E 1o 0003 0092 0.017: 0.014: 0010 0016 0020 0007: -0.002: 0.04: 0020 0022 0,041 -0.019 -0.006 : 0.022: 0.02
(6) DISPARITY 1 i-0.085: 0.019: 0022 -0.006 0.044 0037 0015 0.039 -0.060 -0.050 0.049 0044 0178 002 0288 0.137
(7) ERROR 11 -0.0271-0.061 : -0.047 : 0.040 : 0.033  0.025: 0.018 0.236: 0.110 : -0.072: 0.033 | 0.061 : 0.005: -0.099 : -0.060
(8) UX_Prov 1 -0.008: -0.001: -0.017: -0.017 ¢ 0.062 1 0.025 0.005:-0.096 : 0.049 1 0.023 ¢ 0.029 ¢ 0.006 ; 0.056 ¢ 0.055
(9) CARO2 1 0.840: 0.103: 0.085:-0.023:-0.086 : -0.049 : -0.087 = 0.009 = 0011 0013 -0.083 = 0010 003
(10) CARII 1 0.150 + 0.126 : -0.032 : -0.086 - -0.035 : 0.029: -0.000; 0.000 : 0.016 ; -0.058 : -0.004; 0.016 %
(11) LN AbVol 1 0.974:-0.040 1 -0.004:-0.058 ¢ 0.021¢ 0.051 ¢ 0.071¢ 0.009: 0.005: 0.132¢ 0.034 ﬁ
(12) Ratio AbVol 100247 -0.002: 00511 0.018 ¢ 0.043 : 0.057 ¢ 0.012: 0.005: 0.116¢ 0017 :Z
(13) SUB 1 -0.055:-0.074: 0020 0015 0.112° 0011 -0.082 0.433 : 0.288 o
(14) RET 1 1-0.042 0.036 -0.008 : -0.08 : 0.024: 0.084: -0.013 ; -0.054
(15) LOSS 1 0.165:-0.315:-0.132 0.002: 0.033:-0.053:-0.122
(16) LEV 1 :-0.069: 0.072: -0.005: 0.062: 0.022: 0.081
(17) ROA 10,098 -0.014: -0.009: 0.106 0.059
(18) SIZE 1 -0.110:-0.072 0.671% 0.433
(19) Board Size 11 0.015:-0.045 ; -0.036
(20) MTB 1 -0.002¢ -0.018
(21) Follower 10232
(22) Blgd 1

¥ F19202

]

=

This table presents Pearson correlation coefficients between main variables used in empirical analysis.
Correlation coefficients in bold are significant at the 5% level.
See Appendix for variable definitions.



(Table 5) Asymmetry of information vs. firm's ethical risk

Panel. A

ASYMMETRY; = a¢ + a*EVADE: + a-*EMBEZZLE: + as*LITIGATION; + as«HIGH BTD;
+ X Controls + ¢

(1) Analyst following firms (2) Exclude Solo Following firms
Variables Dep Var = DISPARITY Dep Var = DISPARITY Dep Var = ERROR  Dep Var = ERROR'”
Coeff (t.stat) Coeff (t.stat) Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.021** (-3.58)  -0.422"**  (-10.56) 0.013*** (3.22)  -0.037 (-1.43)
EVADE; -0.009 (-0.73) -0.013 (-1.09) 0.011 (1.54) 0.008 (1.24)
EMBEZZLE; 0.021* (1.72) -0.003 (-0.22) 0.052 (0.88) 0.049 (0.90)
LITIGATION,  -0.049™*  (-2.90) -0.766* (=2.57)  -0.006 (-0.66)  -0.006 (-0.78)
HIGH_BTD; 0.005 (1.49) 0.008" (2.40)  -0.003 (-1.24)  -0.002 (-0.93)
ERROR;-; 0.269"*  (14.92)
Follower; 0.004** (6.34) -0.001*"*  (-3.16)
Foreign, 0.038" (2.43) -0.022"*  (-2.03)
Board Size; 0.016 (0.76) -0.002 (0.17)
LN SUB; -0.001 (-0.51) 0.000 (0.16)
LEV, -0.000 (-0.28) 0.005 (1.42)
ROA; 0.022*** (2.75) -0.004 (-1.19)
SIZE; 0.016™* (7.88) 0.003" (2.31)
MTB; 0.000 (1.24) -0.001" (-1.70)
LOSS -0.011*"  (-2.74) 0.025  (4.49)
BIG4, 0.013*** (2.93) 0.002 (0.79)
CON 0.023*** (4.42) -0.009* (-1.73)
COVID -0.009* (-1.71) -0.008 (-1.57)
Controls No YES No YES
Adj_R? 0.1895 0.3074 0.0437 0.1921
Firm Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 3,467 3,467 1,373 1,373
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(Table 5) Asymmetry of information vs. firm's ethical risk (continue)

Panel. B

ASYMMETRY, = By + Bi*LOW E, + Bo*

+ X Controls + ¢

Dep Var = DISPARITY

Dep Var = ERROR

) (N=3,467) (N=1,373)
Variables HIGH BTD = 0 HIGH BTD = 1 HIGH BTD = 0 HIGH BTD = 1
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.575***  (-8.01) -0.372*** (-5.65) -0.032 (-0.60)  -0.044* (-2.28)
LOW E_All; -0.005 (-0.41) -0.022* (-1.70) 0.039* (1.78)  0.014 (-1.36)
ERROR, 1.109* (1.96)  0.027 (0.65)
Follower; 0.002** (2.37)  0.004*** (3.97) -0.001 (-1.22) -0.001***  (-2.76)
Foreign; -0.003 (-0.10)  0.063*** (2.69) 0.015 (0.79) -0.024***  (-2.96)
Board Size; 0.009 (0.29)  0.011 (0.35) 0.005 (0.16)  -0.007 (-0.32)
LN SUB; -0.002 (-0.41)  -0.002 (-0.44) -0.002 (-0.81)  -0.001 (-0.66)
LEV; -0.003* (-1.73) 0.001 (1.31) 0.007 (1.49)  0.004 (1.66)
ROA; 0.009 (0.49)  0.023*** (2.86) -0.002 (-0.36) -0.006 (-1.44)
SIZE; 0.023*** (6.55)  0.013*** (4.08) 0.002 (0.78)  0.004*** (2.84)
MTB; 0.007*** (2.96) 0.000 (0.87) -0.001 (-1.49)  -0.000 (-0.93)
LOSS; -0.007 (-1.01) -0.014** (-2.19) 0.009 (0.63)  0.035*** (5.84)
BIG4; 0.016*** (2.29) 0.011 (1.26) 0.002 (0.39)  0.002 (0.88)
CON; 0.010 (1.30)  0.030*** (4.09) -0.034" (-1.87)  -0.005 (-1.11)
COVIDy -0.013* (-1.83)  -0.006 (-0.85) -0.008 (-0.69) -0.007 (-1.17)
Adj R? 0.3222 0.3037 0.4057 0.2922
Firm Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 1,655 1,812 632 741
g AgegonE Wi #0998 kAN A $UAUFRE Dese] BAPHE AT
EAeuche 299 298 A ANSAY R e Adel 9ud A7) gy ads
G AN A AUACE Aol 81T A (LOW F)E B9 4 1% 1l el Hao]
o2 713tttk o] & 12ldte] Panel B Panel 3 #4ar} yehd Zo] . °]& 133} Panel

ColM e A wel 9% E(HIGH BTD) % 27+
AR E(LOW _E)7}F B4l Al of sjxe] &
o] =7} WatE =4 HESIT. wheF, A Kol gabr}
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(Table 5) Asymmetry of information vs. firm's ethical risk (continue)

Panel. C'®

ERROR, = By + Bi*LOW Ei; + Bo*HIGH BTD; + Bs*LOW Ei-*HIGH BTD; + 2 Controls + ¢

Dep. Var = ERROR Dep. Var = ERROR
(LOW E All Al year = 2013~2020) (LOW E Mgt E Mgt-; year = 2013~2020)

Varlables HIGH BTD = 0 HIGH BTD = 1 HIGH BTD = 0 HIGH BTD = 1
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.053 (-0.83) -0.070** (-2.05)  -0.048 (-0.77)  -0.070** (-2.05)
LOW E All;4 -0.014 (-0.95) -0.011*** (-3.01)
LOW E Mgt 0.006 (0.66) -0.017*** (-2.49)
EVADE, -0.033 (-1.24) -0.006* (-1.75)
ERROR:-; 1.135* (1.90) 0.033 (0.90) 1.147* (1.91) 0.037 (1.04)
Controls YESYES YES YESYES YES
Adj R 0.3941 0.3024 0.3965 0.3025
Cluster Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 560 661 560 661
Panel D.
ERROR, = wo + w*EVADE; + wo*EVADE,; + ws*EMBEZZLE; + wsEMBEZZLE;;
+ ws*LITIGATION; + wg<LITIGATION;; + > Controls + ¢
Dep. Var = ERROR Dep. Var = ERROR
Variables (LOW E _All Alli; year = 2013~2020) (LOW E Mgt E Mgty year = 2013~2020)
HIGH BTD = 0 HIGH BTD =1 HIGH BTD = 0 HIGH BTD =1
Coeff (t.stat) Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.052 (-0.82)  -0.072** (-2.07)  -0.043 (-0.70)  -0.043** (-2.05)
EVADE:; -0.033 (-1.24)  -0.006* (-1.73)  -0.026 (-1.13)  -0.003* (-1.74)
EVADE,; 0.028* (1.87) -0.001 (-0.12)
EMBEZZLE, 0.002 (0.03)  -0.019**  (-2.42) -0.022 (-1.05)  -0.025** (-2.42)
EMBEZZLE; 0.091 (1.36) -0.001 (-0.20)
LITIGATION; 0.019 (0.84) -0.006 (-0.69) 0.028 (0.84) -0.001 (-0.03)
LITIGATION; -0.012 (-0.51) -0.014 (-1.16)
Controls YES YES YES YES
Adj R? 0.3957 0.3018 0.4222 0.2987
Cluster Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 560 661 560 661

This table presents results of regression that of dependent variables are asymmetry(disparity of target price or
analyst forecast error) and independent variables are actual ethic risk(EVADE EMBEZZLE, LITIGATION) based on
probable ethic risk(HIGH BTD). Two-tailed t-test: ***, ** * indicate the significance levels at 1, 5, and 10%
levels, respectively. See Appendix for variable definitions.
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HERYA FES nefel AA 223 fdYAE FYER AT B4 23S BY Gkl 7199
3% BRoR TR0 HEAT A% dole FAL 71E AF 3L3HCAR 1 1)
A A3 (Table 6)° AIABIAEE. |A Panel  FAIY ©|F 3U(CAR +2) 2IF5UE BF FF
AY E&WSE AHole FAY AF 3UT 23 A ] vzl 2 o)%|5F (RANK(UX Pv))
(Table 6) Differential market responses to potential profits by ethical level
Panel A. CAR

CAR1 1042 = 7o + 7 1*RANK(UX Pvi)+ 7o*LOW Ei1 + 7 3*RANK(UX Pve)*LOW Eiq

+ X Controls + ¢

(1) Analyst following firms

(2) Exclude Solo Following firms

Variables Dep,Var = CAR+1+1 Dep,Var = CARy+o Dep,Var = CAR1+1 Dep,Var = CARy+2
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat) Coeff (t.stat)

INTERCEPT 0.211 (0.78)  0.038 (0.12) -0.264  (-0.56) -0.244 (-0.45)
RANK(UX_Pv;) 0.005***  (2.72)  0.007*** (3.00) 0.004* (1.85) 0.006* (1.89)
LOW_E;; 0.004 (0.24)  0.016 (0.72)  0.021 (0.84) 0.039 (1.35)
RANK(UX _Pv)*LOW_E-; -0.003 (-0.44)  -0.005 (-0.60) -0.011 ( 1.26) -0.018*  (-1.73)
CAR, -0.009"*  (-2.31) -0.015"** (-2.92) -0.011*" (-2.01) -0.011 (-1.55)

Controls YES YES YES YES

Adj_R? 0.0649 0.0520 0.066 0.0791

Firm Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 1,967 1,967 857 857

Panel B. CAR (Exclude Solo Following firms)

CAR1 +10.4+2 = 7vo + 7 1*UX Provi+ 7 o*LOW Eiq + y3#UX ProveLOW E + XControls + ¢

Dep,Var = CAR -1 +1 Dep,Var = CAR +2
Variables Control CAR- Control CAR; Control CAR;- Control CAR;
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)  Coeff  (t.stat)
INTERCEPT -0.118 (-0.27)  -0.224 (-0.49)  -0.061 (-0.11)  -0.148 (-0.28)
UX_Prov; 0.026 (1.26) 0.030* (1.67)  -0.001 (-0.05)  0.003 (0.12)
LOW E;-; -0.006 (-0.55)  -0.006 (-0.57)  -0.005 (-0.28)  -0.005 (-0.28)
UX_Provi*LOW_E;- ; -0.051** (-2.30) -0.058*** (-2.85)  -0.027 (-0.86) -0.034 (-1.16)
CAR; -0.012*"  (-2.10) -0.009 (-1.39)
CAR: 0.004 (0.86) 0.002 (0.23)
Controls YES YES YES YES
Adj_R® 0.0753 0.0835 0.0718 0.0751
Firm Cluster / Fixed Cluster / Fixed Cluster / Fixed Cluster / Fixed
Year, IND Fixed Fixed Fixed Fixed
N 857 857 857 857
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(Table 6) Differential market responses to potential profits by ethical level (continue)

LN _AbVol = & + 6*RANK(UX_Pv;) + 6:#*RANK(UX_Pv;) + ZControls + ¢
(1) Analyst following firms'® (2) Exclude Solo Following firms
Variables LOW Eg1 = 0 LOW Ee1 =1 LOW E:; = 0 LOW E¢y = 1
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat) Coeff (t.stat)
INTERCEPT -0.299 (-0.82)  -0.563 (-0.27)  -0.323 (-0.67) 1.857 (0.39)
RANK(UX Pv;) 0.025** (245  -0.017 (-0.29) 0.005 (0.32) -0.215* (-1.97)
AVG Vol 0.009 (0.86)  0.100" (1.76)  -0.001 (-0.07) -0.398 (-1.19)
Controls YES YES YES YES
Adj_R? 0.044 0.2209 0.067 0.1174
Cluster firm firm firm firm
Year, IND Fixed Fixed Fixed Fixed
N 1,886 78 815 42
Panel D. Ratio AbVoly
Ratio AbVolp = 8§y + §*RANK(UX Pv;) + > Controls + ¢
(1) Analyst following firms (2) Exclude Solo Following firms
Variables LOW Ei;; =0 LOW Eiy: = 1 LOW Ei: = 0 LOW Eiqy = 1
Coeff (t.stat)  Coeff (t.stat)  Coeff  (t.stat)  Coeff (t.stat)
INTERCEPT -0.036 (-1.05) -0.034 (-0.19) -0.024  (-0.63) 0.126 (0.36)
RANK(UX Pv,) 0.002** (2.08) -0.002 (-0.36)  0.001 (0.41) -0.018** (-2.17)
AVG Vol 0.001 (0.90) 0.010* (1.85) -0.001 (-0.22) -0.032 (-1.27)
Controls YES YES YES YES
Adj_R? 3.87% 0.077 0.054 -1.623
Cluster firm firm firm firm
Year, IND Fixed Fixed Fixed
N 1,886

Fixed
78 815

disclose of provisional earnings. Two-tailed t-test:

dkk k¥ %

42
This table presents results of regression that of differential market reaction(CAR, LNAbVol, Ratio Abvol) to

respectively. See Appendix for variable definitions.
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20) LOW ROA is an indicator variable defined as 1 if ROA is below the median within same industry and year, and

0 otherwise.
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(Table 7) CEO compensation in underperforming firms and analyst forecast errors

Panel A. Descriptive Statistics

Variable ALL LOW ROA=0 | LOW ROA=1

N |Mean | STD | Median | 1Q 3Q N Mean N Mean

Pay CEO 708 |0.001|0.002| 0.001 |0.001]0.002| 452 | 0.002 | 256 0.002
Compensation CEO| 708 | 0.002 | 0.003 | 0.001 | 0.000 | 0.002 | 452 | 0.002 | 256 0.002
ROA 708 ]0.069 | 0.338 | 0.046 | 0.009 | 0.102 | 452 | 0.117 | 256 | -0.016

Panel B. Regression Results
ERROR, = Ny + M*LOW E;-; + Ag*Pay CEO(Compensation CEO),
+ M*LOW Ei1#*Pay CEO(Compensation CEO); + X Controls + ¢

Pay CEO Compensation_CEO
Variables LOW ROA=0 LOW ROA=1 LOW_ROA=0 LOW ROA=1

Coeff  (t.stat)  Coeff (t.stat) Coeff (t.stat)  Coeff (t.stat)
INTERCEPT 0.122  (1.26) -0.008 (-0.06) 0.119 (1.36) 0.061 (0.43)
LOW E4 0.002  (0.26) -0.000 (-0.01)  0.001  (0.27) 0.001 (0.04)
Pay CEO; -0.392  (-0.22) 3.385 (1.45)
Compensation_CEO; -0.219 (-0.21)  0.353 (0.50)
LOW E-1*Pay CEO; -12.188  (-1.11) -33.819*** (-3.68)

LOW _E,-;*Compensation CEO, -7.409 (-1.24) -33.673*** (-3.64)
ERROR; 0.115  (0.88) 0.672*** (3.45) 0.122 (0.91)  0.669*** (3.40)
Controls YES YES YES YES
Adj R? 0.1359 0.4471 0.1404 0.4426
Cluster firm firm firm firm
Year, IND Fixed Fixed Fixed Fixed
N 452 256 452 256

This table presents results of additional analysis between ethical risk and analyst forecast error using overpaid
CEO compensation(defined as firms with an ROA lower than the industry median for the same year). Panel A
presents descriptive statistics for the test, while Panel B shows the regression results between ethical risk and
analyst forecast error. Two-tailed t-test: ***, ** * indicate the significance levels at 1, 5, and 10% levels,
respectively. See Appendix for variable definitions, except Pay CEO is the total payroll of CEO divided by total
assets, Compensation_ CEO is the total compensation of CEO divided by total assets of fiscal year.
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oA & HEZAAOIE(The Great Place to U5 719'E #8579 22 F&3tx &2l

21) Guiso et al.(2015)& CEOS ¥44 diggo] 7|9Ess dwshs Alig_OIO]a}_‘ﬂ_ AFsta 71dEste} 7199 AR 7
TAE vlwsldtt Li et al.(2021)9] =FolME Guiso et al.(2015)2 &-83}o] ecarnings callsolld Zz2EE B9 719 %3
7 IANE BEUE Z9EsE U = e 352 N8t Guiso et al.(2015)914 #8FE UehllE A XE Great Place
to Work¥4=(GPTWD & Egsle] 2 AFM= 0|5 mefsisitt. thet, nl=e] 249 19989 o] Fa4d 2Ag g Fio] FH3HA|
W SEugle 20119 o] % ARE Eio] tha AZHHolth(See https://www.greatplacetowork.co.kr/kr/best-workplaces/
gwp-special-awards).
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2
[
=
£

o] A5 dubAQl 7] g o] pxHHAY
(EP*Great CEOy; UX:*Great CEOy1)°] 2

5

A = A1(6.717 (t-value 4.16), 14.884(t-value
6.65)) &el¥tt. wgbA, (Table 8)2 Z3t= &

9ol ohd &)

TE FTICRE A EEg R

d¢7hed e AR Akt AdA 7 AS4

#e FrH o2 A Ee 2R diMd & ot

ESG €&&

5.3 HHR2IYE 7I4e] ESG Mt 7ol Cish sHA
Aw 28, vedE 5 AFE A

(Yang et al. 2012) #gto] ojg} o]x}gle] 5
., A9AET 5 714 AMdaoe EHe B
ol E4o= MPAFor= ESG &5

o‘l ohjr.

(Table 8) The differential value relevance in firms with higher ethical standards

Dep. Var = Value Relevance

RET(CAR); = &y + d*EP(UX); + boxGreat CEO-1 + b3#*EP(UX)*Great CEO; + X Controls + ¢

Variables Dep,Var = RET; Dep,Var = CAR;
Coeff (t.stat) Coeff (t.stat)
INTERCEPT -0.702 (-1.24) -0.935"" (-1.98)
EP; 1.374™* (2.69)
Ux:, 0.681*** (3.60)
Great_ CEO -0.584*** (=2.77) -0.319*** (-2.82)
EP; * Great CEO ;- 6.717** (4.16)
UX;,* Great_CEQ, 14.884*** (6.65)
RET-; -0.158*** (-2.71)
CAR- -0.154*** (-4.18)
Controls YES YES
Adj_R? 0.1903 0.0598
Cluster firm firm
Year, IND Fixed Fixed
N 588 588

This table presents results of additional analysis of higher ethical firms (Great CEO) differential earnings response
coefficients(relationship between earnings and returns). See Appendix for variable definitions, except for Great CEO, -
which is defined as 1 if firms are selected as a respected CEO for fiscal year t, and EP;is earnings per share divided
by initial stock price, UX;is the earnings per share minus prior earnings per share divided by initial stock price.
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(Table 9) Differential market reaction to incremental ESG score among differential ethical level

Panel A. Dep. Var = Market Value

RET(CAR), = 7o + 71*LOW Ei-; + 79#INC ESG E; + 73*INC ESG S; + v+INC ESG G,
+ 75#LOW Ei*INC ESG E; + 7¢*LOW _E.*INC ESG S,
+ y#LOW _E:.*INC ESG G: + > Controls + ¢

Dep.Var = RET; Dep.Var = CAR;
Variables LOW E¢; =0 LOW E¢y =1 LOW E.; =0 LOW E¢y =1
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.551 (-1.17)  -1.447 (-0.65) -1.004*** (-2.46) 2.503 (0.57)
INC_ESG_E; 0.053 (1.24) -0.074 (-0.32)  0.049 (1.17) 0.079 (0.31)
INC_ESG_S; 0.021 (0.70)  0.092 (0.46) -0.012 (-0.37) 0.027 (0.06)
INC_ESG_G, 0.046 (1.03) -0.685** (-2.13)  0.083 (1.47) -1.047** (-2.52)
RET -0.171*** (-6.32) -0.124 (-0.54)
CARy -0.101" (-1.71)  -0.275 (-1.11)
Controls YES YES YES YES
Adj R? 0.1877 0.3894 0.2522 0.4455
Cluster firm firm firm firm
Year, IND Fixed Fixed Fixed Fixed
N 1,317 56 1,317 56

Panel B. Dep. Var = Asymmetry

ERROR(DISPARITY), = 79 + 7y 1*LOW Ei-; + yo#CH ESG E; + y3*CH ESG S; + y4+CH ESG G
+ y5*LOW Ew*CH ESG E; + 76LOW E.*CH ESG S;
+ y#LOW E.*CH ESG G; + X Controls + ¢

Dep.Var = ERROR; Dep.Var = DISPARITY;

Variables LOW Ei1 = 0 LOW B¢y =1 LOW E.; =0 LOW E:; =1
Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)  Coeff (t.stat)
INTERCEPT -0.049*  (-1.70) -0.198 (-1.45) -0.254"** (-3.17)  0.293 (0.58)
CH_ESG_E; 0.002 (0.61)  0.010 (0.96) -0.004 (-0.46) -0.061* (-1.81)
CH _ESG_S; 0.006 (1.24)  0.031 (1.52)  -0.008 (-0.95) -0.002 (-0.03)
CH_ESG_G¢ -0.001 (-0.23) -0.019* (-1.84) 0.004 (0.45)  0.037 (1.08)
ERROR;; 0.838* (1.90) -0.043** (-2.01)
Controls YES YES YES YES
Adj_R* 0.3425 0.5255 0.4337 0.6472
Cluster firm firm firm firm
Year, IND Fixed Fixed Fixed Fixed
N 1,317 56 1,317 56
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(Table 9 Differential market reaction to incremental ESG score among differential ethical level (continue)

Panel C. Abnormal ESG Score (Ab_ESG)

RET, = % + UxLOW E + W*HIGH BTD; + 3*Ab ESGy + UxLOW E-1*HIGH BTD;
+ U*HIGH BTD#Ab ESGy + GxLOW _Ei1*Ab_ESGy + L LOW _Ei-1¥*Ab_ESGy*HIGH BTD;

+ X Controls + ¢

LOW E = LOW E Al

LOW E = LOW_E Mgt

Variables Coeff (t.stat) Coeff (t.stat)
INTERCEPT 0.832"** (3.43) 0.827"** (3.41)
LOW Ei -0.066 (-1.27) -0.074 (-1.24)
HIGH BTD; 0.030 (1.33) 0.029 (1.29)
Ab_ESG T -0.016 (-1.20) -0.014 (-1.05)
HIGH BTD*Ab_ESG T; 0.089"" (2.10) 0.075 (1.41)
LOW E;*HIGH _BTD; 0.032 (0.44) 0.114 (1.10)
LOW_E;-1#*Ab_ESG T; -0.004 (-0.20) -0.006 (-0.31)
LOW E;1*HIGH BTDy*Ab_ESG T -0.150"" (-2.06) -0.221* (-2.01)

Controls YES YES
Adj_R? 0.054 0.054
Cluster firm firm

Year, IND Fixed Fixed
N 5,312 5,312

This table presents the results of a regression analysis, where the dependent variables are market reactions (RET.
CAR) and information asymmetry (forecast error and price divergence). The independent variables are the actual
ethical risks from the prior year and the abnormal ESG rating compared to the same industry and year. A two-

tailed t-test was conducted, where ***, **

., and * indicate significance levels of 1%, 5%, and 10%, respectively. For

detailed definitions of the variables, please refer to the Appendix.
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(Appendix) Variable definitions

Name

Definition

ERROR
DISPARITY

CAR~ 11

CAR ¢ +2

LN AbVol

Ratio AbVol
UX Prov;

EVADE
EMBEZZLE
LITIGATION
LOW E

SIZE

LOSS
Board SIZE
LEV

ROA

BIG4

Lag ERROR
CON
Follower
BTD
HIGH BTD
RET

CH ESG
Ab_ESG

absolute value of difference actual eps and forecast eps divided by lag price ;

gap between the consensus price and the last closing price for each security published
within 1 month, calculated by (consensus price / closing price on the reference date - 1) :

cumulative abnormal return from market model over 3days from announcement day -1
to day +1

cumulative abnormal return from market model over 3days from announcement day 0
to day +2 : and

natural logarithm of the announcement day trading volume minus the recent Hdays
average trading volume

LN AbVol divided by natural logarithm of the recent 5 days average trading volume ;

provisional earnings per share after fiscal year end but before audit report date minus
prior earnings per share divided by the initial price.

1 if the firm discloses tax evasion, and 0 otherwise ;
1 if the firm discloses embezzlement, and O otherwise ;
1 if the firm discloses lawsuits against board or CEO, and 0 otherwise ;

1 if the firm discloses one of ethical issues (EMBEZZLE, LITIGATION, EVADE) for
last year, and O otherwise ;

natural log of market value of equity :

1 if negative net income for fiscal year ¢, and O otherwise :

natural log of number of board members :

ratio of total liability to total equity :

net income divided by average total assets :

1 if the audit firm is in Bigd (PWC, Deloitte, KPMG, EY), and 0 otherwise :
analyst forecast error of prior year :

1 if consolidation firm, and O otherwise :

natural log of number of analyst follower :

book tax difference (follow Frank et al. 2009) :

1 if upper than median of BTD by industry and year, and 0 otherwise :
buy and hold return for fiscal year at fiscal year end :

changes in ESG rating of fiscal year : and

difference of ESG rating and median ESG rating by industry and year.
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