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Abstract— Indonesia has been known as one of the first
country having CSR mandatory regulatory approach. This
paper tries to examine the perception of the companies and the
local community members on the implementation of this CSR
law. The paper firstly identifies what has been mandated by
CSR law in Indonesia, and some circumstances that may affect
the implementation of CSR law. Then, it continues to examine the
companies and local community perceptions. The research finds
that the implementation of CSR law is challenged by some
circumstances in the local context, as a result of the
decentralization that has distributed the power and authority to
the local stakeholders. The dark side of decentralization such as
the local corruption and bribery has impacted the way CSR
implemented in the field. Therefore, the implementation of the
law probably are not in line with its goal anymore, which is to
improve the local people life.
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I INTRODUCTION

According to Article 33 (3) (cmmcm of Republic of
Indonesia, 1945) stated that “Earth, water, and natural
resources contained within the earth shall be under control of
the state and shall be used for the maximum welfare of the
people™. Article 33 of UUD 1945 (the basic constitu) has a
powerful notion that Indonesia national economy is controlled
by the state government for the peoples’ welfare. However,
how this article achieved its goal is still in big question. In
fact, the study conducted in the local community living in
mining areas, found that the number of poverty is still high in
the area where natural resources are abundance [1]. These
situations encouraged the government to pass regulations to
mandate CSR to the companies related to natural resources.
The law acknowledges as a world-first regulation of CSR in
2007 [2]. The regulation has aimed to force businesses to be
actively involved and contribute to addressing the local social
problems such as poverty [3].

With this background, the main objective of this study is to
understand the company and local community perception on
the implementation of CSR law in the field. Thus, some
specific research questions have been set to achieve the main
objective of this paper: (1) What is mandated by CSR law?;
(2) What circumstances that influence the CSR law
implementation?; and (3) How do the company and local
community perceive on the implementation of CSR law?

II. LITERATURE REVIEW

A. CSR and development

The development efforts to improve the living conditions of
developing countries discussed intensively in some
development theories. It started from the polarized view of
economic growth, which often relates to the exploitation of
countries’ resources to generate more national income [4], [5].
This implies the idea of business responsibility where the
business is placed as the dominant engine of economic growth
and creates economic value and managerial resources. With
this role, the companies then have the obligation to contribute
the economic growth and even become an active partner in
managing the developing countries resources [6]. The
increasing attention on development issues recently went
beyond the economic growth view. Many aspects incorporate
the notion of dcvclc)pmcng.lch as Human Development Index
(HDI) that includes the life expectancy at birth, composite
school of enrolment, and adult literacy and GDP [7]. Hence
many basic needs also B&ing acknowledged for development
in developing countries such as water and provision of food,
housing and other forms of material welfare, health service
and education, human rights and gender equality, democracy
and freedom, a fair distribution of economic growth, and the
sustainable la of natural resources [5]. The broad
development indicators have been able to shift the ideas of
development for not only limited to focus on economic, but
also to the social development perspective [8]. [9] asserted
that the differences in the environment and priorities of people
in developing countries may result in the company being
expected to fulfill the social obligation in dcvcl()pg
countries. Moreover, government and civil society now
CSR as a bridge connecting the arenas of busness
development and increasingly discuss CSR programs in terms
of their contribution to development. Thus, it should be noted
that a critical agenda of CSR programs in developing countries
are regarding their contribution to development-related issues
such as reducing poverty and building human capital [4].

Implementing this new social development role of business
is not without challenges. CSR concepts are m@f developed
in western countries where they have comprehensive
environmental regulations, labor unions, and a wealth of
consumer demands. The presence of social institutions in
western developed countries generates ‘invisible” pressures to
the companies to adopt voluntary CSR practices [10], [11].
Conversely, in the developing countries where there tends to
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be weak enforcement of legislations and rampant upti()n,
the pressures to companies may be unclear. The companies
typically may find themselves in a position to self-regulate
considered the lack of monitoring and consultation from the
government (Jamali & Mirshak, 2007). Whilst in another case
the situation may also lead the government to force the
businesses to take a role in social provisions through law and
regulation which put the companies in the position as ‘sort of
de facto government’ or ‘alternative to government’ [11].
B. The type of CSR regulation

The government in developing countries like Indonesia is
now more aware of the importance of CSR as a potential
contributor for developgZént in  their countries. Thus,
government intervention in recent years has been recognized
as one of CSR drivers [12]. A reciprocal relationship should
become a basis for government to intervene CSR. The
government depends on the markets for the efficient provision
of goods and services that enhance social well-being and in
return, markets depend on government rules to function
efficiently and fairly. The regulations as a tool of government
intervention should achieve an optimum balance between
public-private of state intervention and market freedom. This
basic thinking on government-business relationship posits two
school of thinking; ‘the civic governance’ whereby the state is
required to intervene to protect public goods, and the opposite
thinking on ‘consumer sovereignty’ model of laissez-faire
market dynamics and minimum government intervention [13],
[10], [14]. The debates of these two school of thinking derive
a question on the form of CSR regulations, whether the
companies CSR performance is best achieved by “hard law™
through legislated regulatory intervention or by “soft law™ by
delegated voluntary approaches that leverage the power of the
market to move companies to be socially responsible?

Table 1. Hard law versus soft law regulatory approaches

Type of intervention Hard law Soft law (voluntary)
(prescriptive)

Setting standards Regulatory Infonnatioumueuoe
prescription- constituents through
traditional command the transfer of
and control regulation knowledge and the

in which legally
binding standards are
prescribed

communication of
reasoned argument
and persuasion

Enforcing standards

Economic regulatory
instruments- examples
include pollution fees,
emission taxes, and

tradable permits to voluntary challenges,
encourage firms to eco-labels, charters,
internalize co-regulation,
environmental costs covenants, and
negotiated
environmental
agreements

Voluntary approaches-
examples include
industry self-
regulation, codes,

Source: [15]

Table 1 shows the difference between hard law and soft

law approach in regulating CSR. The type of government
intervention can be in two forms; by setting standards and by
enforcing  standards. However, these two forms of
intervention have different approaches in soft law and hard
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law. In hard law, the prescriptive approach where the
government setting command and control to businesses to
legally bind the businesses are prescribed. Some enforcing
efforts are also introduced by the government through taxing,
fees, and permits that are authorized by the government. In
contrast, the soft law approach tends to focus on the transfer of
knowledge and communication of government and businesses,
s0 businesses voluntarily can apply some standards in their
CSR. Government intervention in soft law approach also
prefers to encourage self-regulation of businesses through
giving a reward such as Eco labeling.

Many studies have investigated the advantages and

disadvantages of soft law versus hard law approaches. The
hard law approach in regulation is generally criticized for
being slow and expensive to develop, operate, and amend; for
fostering adversarial relations; for dampening innovation and
beyond-compliance behavior; and for producing unintended
outcomes. Whilst the soft law voluntary approaches such as
self-regulation of businesses are also criticized for being
difficult to apply, for being less rigorous in their performance
requirements, and for their uncertain public accountability
[15].
The industry generally prefers to use a voluntary approach
rather than regulatory appr()achesa as this avoids the
imposition of nefficient regulation while at the same time
providing a flexible framework for innovation. Further,
industry argues that self-regulation generates business process
improvements and positive changes in the corporate culture
that are often hard to quantify. Policy scholars also argue that
voluntary approaches can enhance efficiency and effectiveness
by positioning the development and implementation of
agreements in the hands of those closest to and most
knowledgeable about the issues [16]. Conversely, [17]
disagree with the proposition that government intervention can
raise businesses cost as they argue that properly designed
regulations can trigger innovations that can offset the costs of
reducing the negative effect of operations, resulting in
efficiencies and making companies more competitive in the
global market.

II. METHOD
The research employs qualitative study to explore the
participants’ expectations, perceptions, and perceived. The
interpretive approach is chosen to adopt ‘practical orientation’
which focuses on ‘how people manage their practical affairs in
everyday life or how they get things done’ [18]. However, the
research would also admit the influenced of contextual
background in the way research conducted. Contextual
sensitivity related to the cultural sensitivity of participants in
Indonesia allows researcher to employ some strategies to be

involved with the research participants.

A. Research context participants
The study is conducted in Musi Banyuasin district in South
Sumatera Province, Indonesia. The regency 1s well-known for
its natural resources such as oil, gas, and coal [20]. The local
government has initiated to establish a CSR forum to improve
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consultation between stakeholders in CSR projects. The
forum is membered by all companies operated in Musi
Banyuasin District and led by several district government
officials, but absent from the local community participation.
Despite the establishment of this forum, the relationship of
companies with their local stakeholders has been on alert with
several demonstrations and protests from the local
communities regarding companies” activities.

This study had selected participants from the company and
the local community. For the company group, this study
selected three companies related to natural resources and
membered of CSR forum. The m rers and staff of these
companies then had been contacted to participate in this study.
On the other hand, the local community is selected from the
local people living near the selected company.

Table 2 shows the resecarch participants from the companies
and local community groups.

Table 2. Research participants

No. | Participant Group Number of
Participant
1 Managers and Staff who handle | 13
the company CSR
2 Local Community Members | 37
(Head of Village, Religious
Leaders, Young Leaders,
women leaders)
Total Participants 40

B. Data collection method

This research deals with qualitative data. The exploration
of participants’ meanings in natural settings can use interview
methods [20].  The focus group discussion was also
conducted, particularly to the local community groups. In
addition, for better understanding of participants’ perspective,
the researcher also complemented the interviews and
discussion with some observations and existing secondary data
[21]. Through these combined methods, the researcher is able
to identify any contradictions between what people do and
what people say [20]. Interview and discussion is in semi-
structured following the exploratory research type which aims
to ‘understand phenomena that are poorly understood’ [22].
The way CSR interprets would be assessed through
icipums meaning and interpretation as [23] also asserted
that individuals are best plac@fiito describe situations and
feelings in their own words. The way people interpret and
make sense of their experiences and the world in which thm
live is the approach of qualitative exploratory research to
explore the behavior, perspectives and experiences of the
people they study [24].

C. Data analysis method

Multiple types of data, including documents and field notes
from interviews and observation will be analyzed. This
collected data requires the re'cher to choose the analytic
strategy and technique to “treat evidence fairly, produce
compelling analytic conclusions, and rule out alternative
interpretations” [25]. The strategy in this research is used
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‘case descriptive’ for organizing the case study due to the
complexities of cases. This strategy allowed the researcher to
describe and relate the context of each case. In line with this
strategy, the explanation-building technique is employed to
explain a phenomenon by answering ‘how’ and ‘why’
questions to the findings [25] Interpretive approach is one
way to do this. [21] suggested that an interpretive approach
can deal with multiple perceptions and meanings where
perceptions and meanings come from thinking and behavior in
the ‘natural settings’ context. This can be obtained from an
effective relationship between the researcher and participants,
so people identify what they see as significant and tell their
stories in the ways they want [21] . In this manner, the
researcher established a good relationship with the participants
to be a “friendly outsider” [26] to access the participants’
‘physical access’ and ‘mental access’ [27]. So, some key
themes noted by the researcher during interviews and
discussions can be clarified during interviews and discussions.

IV. RESULTS AND DISCUSSION

The findings zmdllysis of this study are followed the
research questions to achieve the main objective of the
research. The findings and analysis, therefore, consist of some
themes; what is mandated in CSR regulation, some
circumstances that influence the law implementation, and the
perceptions of companies and local community members
toward the CSR imple mentation.

thlt is mandated in CSR Law?

The article 74 of Law No. 40/ 2007 on Limited Liability

Company states the following (Government of Republic of

Inddii:tia, 2007):

(1) Limited liability companies that carry out business
activities in natural resource sectors or that are connected
with natural resources are obliged to implement Corporate

S()cial and Environmental Responsibility.

(2) Corporate Social and Environmental Responsibility, as

referred to in paragraph (1) represent a responsibility of a

limited liilbilily@mpany that is budgeted for and

calculated as an expense of that company, the
implementation of which is to be carried out paying
attention to appropriateness and propriety.

Limited liilm)’ companies that do not implement their

obligation as referred to in paragraph (1) will incur

sanctions in accordance with the provisions of legislative
regulation.

(4) Further provisions concerning Corporate Social and
Environmental Responsibility will be regulated in a
Government Regulation.

3

—

1

g()vcrnmcm Regulation No. 47 of 2012 on Corporate Social
and Environmental Responsibility has been issued on 4 April
2012 to implement this Article 74 of Law No. 40 of 2007 on
Limited Liability Companies. This is a long-awaited piece of
implementing legislation clarifying the nature of the required
corporate social responsibility (CSR) activities, which have
been a vague requirement for u'ly five years [28]. Article 2
in the regulation states that all limited liability companies have
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social and environmental responsibilities, while Article 3
states that companies in, or related to, the natural resources
sector have an obligation to exercise such responsibilities both
within and outside the company's business activities. Article
4 of this regulation regulates the duty bearer of CSR laid on
board of directors in the company, whilst article 5 clearly
states that the regulation mandate the companies to build
&fining and allocate the operational cost budget for CSR
(President of Republic of Indonesia, 2012).

From the law and regulation above, we can implicitly
conclude that lhmelin objective of the CSR regulation in
Indonesia is: the redistribution of resources and wealth from
private companies, both foreign and domestic, to local
communities in order to ensure development and prosperity
for the people of Indonesia. Despite regulating how the
company builds relationships and implement CSR with the
local community, the regulation tends to only regulate and
ensure the company to allocate their budget for CSR. It means
that CSR law actually is not regulated the way companies
carry out their business more responsible. but it is about how
the company transfers and redistributes its wealth to the local
community.  This type of CSR such as community
development, donation, philanthropy, supporting small and
medium-sized enterprises (SMEs), and environmental
rehabilitation may not in line with the CSR concepts in the
literature where presumably CSR can increase sharcholders
wealth by making companies more efficient and competitive
[29]. Conversely, this type of CSR may result in the decrease
of sharcholders’ wealth by distributing the sharcholders’
wealth through CSR projects to the community.
B. The Circumstances in Implementing CSR Law

After identifying the idea of the CSR laws, we also need to
understand the context where the law is implemented. The
research identifies some circumstances that challenge the
implementation of this law, such as; 1) the distributing power
to local government, 2) The powerless of Marginalized group,
and 3) the corruption practices.

1) The Distribution of Power and Authority

Decentralization has distributed some authorization powers
to local government officials. The demand of locals to require
more benefit from companies has increased during
decentralization in return for access to natural resources and
cheap labor. 1In terms of natural resource control, the
contesting power of central and local government is typically
reflected in the intergovernmental fiscal regi()ns. Some of
the important mining resources, such as oil and gas, are
remain controlled by central government, whilst the local
governments at the provincial and district level gain revenue-
red from the central government in fixed proportions [30].
This inter-governmental fiscal relationship has generated a
sense of the regional disparity between the center and the
regions. The natural resources-rich districts and provinces, in
particular, felt that this fiscal balance policy has bccnfelir.
Some local district governments membered of FKDPM
(Forum  Komunikasi  Daerah  Penghasil  Migas -
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Communication Forum of Districts Producing Oil Gas)
often complain of the calculation this fiscal balance of oil and
gas revenue-shared. The lack of transparency in calculating
the annual fiscal balance from the central government is often
protested by the local district governments [31].

Apart from their requests on fair fiscal balance, the local
governments recently are more aware of CSR as well. In this
manner, CSR may provide an alternative budget for the local
government. Hence through set of CSR law/ regulation, the
central government force the company to ‘support the local
government’ in providing social needs in the area or as [4]
stated as an ‘alternative to government’.

2)  The Powerless of Marginalized group

Decentralization has allowed the local community
participations in the government policies which was neglected
in the previous regime. Regional leaders, bupati (the district
head) and walikota (mayor), are now more accountable to
their constituents since they are directly elected, not appointed
by the central government in Jakarta. Further, the head of the
villages is technically accountable to the villagers as now they
are elected by the community and controlled by Badan
Perwakilan  Desa  (Village  Representative  Board).
Musbangdes (village development forum) is conducted every
year to allow the aspirations of local communities toward the
development projects. The ability to control their own land
and resources has enabled them to gain benefit from
businesses. They are now able to demand compensation from
businesses, indeed many local stakeholders now require
numerous promises from companies, such as jobs, money, and
agricultural inputs before they grant permission to use their
land [44],[33].

However, Duncan (2011) found that decentralization may
only benefit to certain group in the communities due to

political power that they have. It is agreed that
decentralization is able to increase localism in which the local
communities’ ownership over resources is granted.  But

decentralization may only recognize people that have power
and influence, while the minority groups such as those who do
not have access to the ownerships of local resources such as
land, education, etc will remain neglected in the system [32],
[23], [34].

B) The Corruption Practices

According to the World Bank & IFC Enterprise Surveys
(2009), nearly 15% of the surveyed companies expect to pay
bribes to public officials to ‘get things done’ and 14% state
that corruption is a major problem for doing business in
Indonesia. ribery typically occurs during licensing
procedures. According to the same source, foreign companies
report that unwarranted fees or facilitation payments are
required in order to obtain permits and licenses, to speed up
processes or to win government contracts and concessions. In
this circumstance, CSR may be used as the instrument of the
company to approach specific stakeholders, so these
stakeholders may assist the company to some benefit such as;
getting licenses to operate, avoiding people complains, and
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building company reputation. These stakeholders may come
from the district level, sub-district, and village level. In
general, this type of stakeholder has some political powers and
able to influence the policy making process and people in the
community group.

C. The Company and Local Community Perceptions on

CSR

The research explores the company and local community

perceptions on this mandatory CSR. The perception derives
from the field notes on some key themes that occurred during
interviews and discussion with company and local community
participants.

Table 3. Perception on CSR

Key themes Perceptions of | Perceptions of
managers and | local community
staff members

The perceptions

“CSR is Program

“CSR is Project

/ Project for the | from the
community” company”™
The “CSR is to secure | “The project is
implementation the Company | lack of
operations, to | consultation with
calm down the | community
community members.
protests” Consultation only
with certain
stakeholders™

“Hopefully, we | “CSR is the only
could get | hope for us to
assistances from | gain benefit from
these stakeholders | the company,
for some purposes | because of the
such as securing | difficulties to get
licenses to | jobs in the
operate” company”

The expectation

Source: Interviews and discussions

Apparently from this table, both groups agreed that CSR has
been defined simply as the projects or program from the
company to the community. The mandatory idea of the law to
redistribute the company wealth or resources is accordance
with this perception, whereas the company CSR projects are
part of this redistribution of wealth. Referred to the CSR
pyramid proposed by Carroll, this type of CSR may still in the
level of charity or donation whereas CSR as only seen as how
the company transferring its wealth or resources [35]. This
type of CSR strategy may appropriate for the Indonesian
context because literature on CSR in developing countries
suggested this type of approach by imposing the business role
to provide social goods for the community [5], [6].

The implementation of CSR, however, shows the differences
view from company and community members. For the
company, securing the company operations from local
community protests is the main reason behind the
implementation of CSR. On the other side, the dissatisfaction
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of local communities in CSR program is derived from the lack
of consultation with the community members. They added
that the company only intends to consult with certain
stakeholders. The company objectives to use CSR to calm
down the local protests may affect how the company
identifying and selecting the stakeholders. Some certain
stakeholders that have power and influence in the community
may be prioritized to secure the company interests. The study
noted some CSR projects for this type of stakeholders such as;
1) giving accommodation during their out-of-town duties, 2)
financing selected cooperative (koperasi) administered by
certain stakeholders, and 3) conductmg CSR projects
requested by certain stakeholders for their own purposes and
interests. In the literature, this implementation is part of the
instrumental ilppl’( of CSR. The instrumental approach
refers CSR to the direct relationship between CSR and firm
performance, and often is related to a narrow view of CSR
[36] wl‘@ business will only involve themselves in CSR
related activities when there is a clear link to financial
performance [37], . In this manner, CSR has been used as
instrumental for the company to approach some important
stakeholders.

Furthermore, in relation to the expectation toward CSR, by
giving CSR as requested by some important stakeholders, the
companies expect these stakeholders can assist them in
securing the license permits, or calming down the local
community protests. According to SKKMigas, one oil and gas
company operating in Indonesia should secure around 270
various license permits from different government institutions
in national, provincial and district level [38]. The complexity
of license permits forces the company to utilize CSR to
approach certain stakeholder who can able to assist them in
securing the licenses. On the other hand, the local community
members have a high expectation of CSR as they feel it is the
only way for them to get something from the company. They
don’t care about the company cost and profit, as what they
only know is the companies already taking their natural
resources, and for that the companies have to pay the
compensation to the local community.

From these three themes, the research concludes that the
mandated law/ regulation on redistribution of wealth or
resources from the company to the local community has been
implemented in form of CSR projects. In the implementation
and expectation themes, companies play an instrumental
approach imposing their economic interest. As explained by
[37] the nstrumental approach of CSR lays on two basic
criteria: the maximization of profits and the maximization of
share value. All companies activities in this approach should
be placed in economic nature, therefore [39] asserted that if the
CSR activities of companies produce loss or decline in profits
it indicates the activity is not considered an economic motive
and even represent a flawed business decision [40]. Although
the redistribution of wealth may decrease the shareholder
profits and values by giving CSR projects to certain
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stakcholders, the companies seem still ‘voluntarily’ doing this
practice.

V. CONCLUSION

Despite regulating the companies to carry out the business
operations more responsible as often discussed in Western
countries, the Indonesian CSR law mandates the redistribution
of the company wealth or resources to the local community.
Therefore, the essential part of the implementing regulation of
CSR content is about the requirement of companies to allocate
their budget to fund the CSR. In this manner, instead of
creating the shareholder wealth by, for instance, making
companies more efficient and competitive using, such as non-
renewable resources more efficiently or developing green
technologies, CSR in Indonesia tends to decrease shareholder
wealth or resources by allocating the spending cost to the
community.

The budget allocation provided by the companies for CSR
to the community has attracted some interested groups by
exercising their power and influence to get CSR projects.
Given the decentralization where the power and authority are
distributed to the locals, the local stakeholders that have power
and influence may exercise these to benefit from CSR
projects. In this context, the companies will be forced to
direct their CSR projects to this type of stakeholders, while the
marginalized stakeholders are neglected. The company may
do this ‘voluntarily’ if the §ffAding gives them benefit in
return such as the easiness to retain a license to operate,
deflect criticism, or improve their brand images. The practice
in delivering CSR projects to certain stakeholders can be
categorized as a form of ‘company compliance’ because this
practice follows the CSR law to allocate and distribute the
CSR fund to the community. However, delivering CSR
projects to certain specific stakeholders for these purposes
B} categorize as ‘bribery practices’. As a result, this can
reduce economic efficiency through poor allocation of
resources, reduced wealth creation, lost government revenue.
and increased income inequality.

Considering this situation, the law actually gives flexibility
to the company to implement the CSR law as the mandatory is
not on how the companies delivered the program, but rather on
the allocation of budget for CSR. In this manner, the
companies have the flexibility options and strategy in
implementing CSR law, whether; to admit this ‘bribery’
practice in CSR as their adaptation strategy, or to implement
good CSR in which eradicating corruption may become their
main agenda. This may achieve by giving good practices in
their businesses for not using CSR for ‘bribery’. Moreover,
the government should also take a further step in providing
directions for the company in the implementation of CSR,
such as to whom the company should do consultation and
deliver the projects, and how to involve the local marginalized
group. Eradicating corruption is one big problem in Indonesia
and mmt should be included in the CSR agenda. However,
many scholars have not had much to say n:gmg strategies
for avoiding or managing corruption, particularly in
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environments where corruption is pervasive and a company’s
strategy must contemplate dealings with potentially corrupt
officials and integrate this with the management practices,
particularly in CSR.
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