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Abstract

In recent years, people are becoming even more worried about food safety incidents in
Taiwan which also are haunting the Taiwan stock market. For the food safety problem, three
representative food safety events such as the plasticizer and emulsifier, poisonous starch,
and recycled waste oil incident are identified. The vector auto regression model (VAR) that
is a dynamic multivariate simultaneous equation model is applicable to study to what extent
thethree eventsaffect the cumulative abnormal return (CAR) of food companies (i.e. the
impact of stock prices). The empirical results show that the food safety events indeed have
led to the negative for the food companies. The poisonous starch and the recycled waste oil
have long term negative impact on the food companies whose average CARs are always
negative continuing twenty days after event. This situation implies that the investors have
negative and persistent reaction because of the two incidents. In contrast,the plasticizer and
emulsifier incident causes the significant negative average CARs only on the third day after
the event while having more positive than negative average CARs for the other days after
the event. Apparently, the plasticizer and emulsifier incident is a short term impact on food
companies and the reaction of investors are not persistently negative.
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