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The impact of fraudulent activities by companies on society is immense.

However, even after their fraud being reported by media, many Japanese companies are seen to
continue engaging in other irresponsible activities. Considering this, there is a possibility that
companies may make rational judgments based on the fact that penalties for fraudulent activities are

lighter in Japan, and it is difficult to quantitatively measure changes in corporate consciousness.
Consequently, incentives to correct behavior are low. One of the main objectives of this research
project was to deepen understanding of why companies fail to fulfill their responsibilities using
quantitative analysis approaches. Our analysis has failed to obtain a statistically significant
relationship between a media report on company"s fraudulent activities and its funding cost.
Although it is depending on the industry or type of behavior, the results indicate a situation where

"the one who does wrong wins."
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2 Excessimplied cost of capital — before and after scandal (yearly)

Yearly Basis
Excess cost of capital Obs. Mean Std Min Max
1st time
3 years prior 687 -1.5% 12.8% -249.7% 20.7%
3 years after 635 -0.7% 4.8% -67.8% 30.6%
2nd time
3 years prior 317 -1.6% 9.9% -165.6% 9.9%
3 years after 286 -0.7% 5.5% -51.1% 27.8%
3rd time
3 years prior 218 -0.7% 4.7% -33.4% 30.6%
3 years after 218 0.2% 4.0% -15.2% 19.8%

3 Regression analysis - 3 years prior and after sandal being reported

All Scandals First-Time Second-Time Third-Time
Scandal Scandal Scandal
Scandal Dummy 0.004 0.010 -0.003 0.006
p-value 0.35 0.10 0.61 0.33
Control Variables Yes Yes Yes Yes
Y ear Effect Yes Yes Yes Yes
Sector Effect Yes Yes Yes Yes
Observations 1,615 849 423 329
Adj. R-squared 0.021 -0.018 0.171 0.142

Note: The table presents the yearly frequency pooled regression analysis to examine the relationship
between the excess implied cost of capital and the scandal. Scandal Dummy takes the value of 1 if the
observation is 1 to 3 years after the scandal being reported. The control variables are selected following
Hou, Dijk and Zhang (2012). Those are Beta which is the rolling beta estimated using the previous 60
months returns of the stock and TOPIX, Size which is the natural logarithm of the market equity at the end
of June, Leverage which isthe debt to equity ratio, Idiosyncratic Volatility which is the standard deviation
of the market model (based on the capital asset pricing model framework) residuals estimated annually at
the end of June, CAPEX which is capital expenditure divided by lagged total assets, and Asset Growth
which is the annual change in the total assets. All the financial statement information is for between April
of the previous year and March of the current year. All the financial market data are as of the end of June
of the current year. First-Time Scandal includes only the first scandal of a company (i.e., disregards the
second or more scandals). Second-Time Scandal and Third-Time Scandal analyses only include the second
and third scandal of a company. No Embezzlement and Tax Evasion removes the scandals related to those.
The standard errors are double clustered by the company and the year. ***, ** and * indicate the statistical
significance of the coefficient at the 1%, 5% and 10% level, respectively.



4 Regression Analysis— Whether or not further scandal is reported within 3 years

Overlapped in scandal within 3 yrs from reported
First-Time Second-Time Third-Time Multiple
Scandal Scandal Scandal Scandals
Scandal Dummy 0.025* 0.001 0.015* -0.001
p-value 0.06 0.83 0.08 0.91
Control Variables Yes Yes Yes Yes
Y ear Effect Yes Yes Yes Yes
Firm Effect Yes Yes Yes Yes
Observations 298 246 241 988
Adj. R-squared -0.038 0.145 0.153 0.055

Note: The table reconducts analysison 3 by limiting the sample asindicated in the title.

5 GJR-GARCH analysis results with the level of ESG scores

Basic analysis
High-ESG Low-ESG
(@ (b)

Aggregated coef.

Mean 1.65 1.79

Median 1.67 1.75

No. comp. analyzed 441 455
T-test on mean coef. (@ - (b)

Difference in mean -0.14™

p-value (Diff. < 0) 0.010

Note: The table aggregates the coefficient of the panic index that we obtained in the second moment
model with the company level GIR-GARCH analysis (refer to the data/methodology section for the
detailed explanations). Before sorting, the companies with coefficients highest and lowest 1 percentile
and companies with insignificant coefficients are removed. High/Low indicates companies with ESG
score of top/bottom 50 percentile within the sample are used. ***, ** and * indicate that the coefficient
is significant at the 1, 5, and 10 percent levels, respectively.
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