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Abstract. The tenet of Corporate Social Responsibility (CSR) positions the environment
as logocentrism so that almost all firms increasingly desire to appear “green”. However,
it lacks the discussion and the response after the government of Indonesia applies the law
and regulation. This paper highlights the Indonesian government role of attracting firms
to be involved in carrying out the environmental performance. The tenet of legitimacy
theory is reviewed to elaborate environmental CSR practice. The aim of this paper is to
provide critical perspective of understanding the environmental responsibility. It posits
that environmental CSR practice in Indonesia is only addressed to legitimize the
business. Firms are more involved in carrying out the environmental performance due to
the mandate from dominant rules and rating values enforced by the government. For an
integrated synergy in maximizing sustainable development, the government should take
more synergy with small firms and provide an assessment in accordance with their
characteristic.
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1. Introduction

As mandated Earth Summit Rio +20, June 2012 in Rio Jeneiro Brazil, all people in the
world were doctrined to take part in conserving the environment. Government and
international organization have been taking part in designing wide range of environmental
management standards, labelling schemes, and reporting systems. An increasing number of
firms also formulates codes of conduct and report on the environmental impacts. On the other
hand, scholars and NGOs appear to demonstrate their ideas in speeches, articles, conferences
by providing a sound knowledge basis to respond environmental challenge. Hence, when
environmental problems have arisen, all parties should have generally held the responsibility
for mitigating the environmental damage.

The tenet of environmental CSR is more implemented. It increasingly appears to be
reliable program to build sustainable development. Business strategy with the label of green
has been embraced by corporations. It demonstrates that most of multi-sector firms tend to be
more aware of environment. They have been an active partner with society and government in
conserving the environment. The environmental activities under label “go green” position
environment as the forefront of CSR practices. Consequently, an increasing number of
reactions of demonstrating environmental CSR leads this paper to be built. It is not for a
reason that there is still considerable research gap or even firms are left with little guidance
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when they try to understand the abstract concept of environmental CSR, but it is for watching
out the effectiveness of policy applied by the government. The process of building the rethoric
will be in line with actual practice, if environmental CSR practice is brought coherence into
the framework of theory. Furthermore, Lyon & Maxwell have conveyed their notion regarding
environmental CSR and realized still far from having a unified theory related to CSR for
environment[ 1]. Now, this paper fortunately appears to reach their study need.

This paper points out legitimacy theory to appear superior to eloborate the development of
environmental CSR. As noted by Mousa & Hassan, it helps explain corporate environmental
practices[2]. This paper is presented by a discussion elaborating some researches and actual
practices related to environmental CSR. The practice of CSR lacks the discussion and
response even after the regulation of government has been applicable so that this paper
highlights the Indonesian government role of attracting firms to be involved in carrying out
the environmental CSR. Most of the practices are being campaigned for environment and
Indonesian government posits it to lead the increase of sustainable development. In report of
the Ministry of Environment, most of multi-sector firms tend to be involved in conserving the
environment in which the government through its regulation regarding program of rating the
firm performance known as PROPER seems successful to lead firms to be more involved in
performing the environmental CSR. However, it is a green sound practice in which it is
interesting to discuss.

This paper is structured as follows. Brief perspective on legitimacy theory and CSR for
environment is presented as literature review in this paper and further section presents the
method of this paper. Section 4 discusses environmental CSR practice in Indonesia and the
role of government. A discussion is provided as the response to the practice of environmental
CSR in Indonesia ended by the conclusion in section 5.

2. Literature Review

2.1 Legitimacy Theory

Legitimacy theory is actually derived from a basic concept of organizational legitimacy. It
is a generalized perception or assumption that the actions of an entity are desirable, proper, or
appropriate within some socially constructed system of norms, values, beliefs, and
definitions[3]. It underlines three aspects consisting of perception, generalization, and social
construction.

The organization described in legitimacy theory is continually seeking to ensure that it
operates with the bounds and norms of their respective societies[4]. It has been the most cited
theory within social economic area. Yet there remains deep discussion amongst many
researchers that it has offered any real insight into CSR area [5] [6]-[9]. In any point of view,
legitimacy theory is an essential point of explaining the fulfillment of life value. The attention
from the external parties through a feed-back is required to achieve the value. Furthermore,
legitimacy theory is the dominant perspective for explaining environmental reporting
practices[2]. Firms are faced with an increasing number of environmental laws and pressure
from a variety of stakeholdes regarding environmental performance. The legitimacy is
achieved by exposing CSR activities. It also recognizes heterogenous competing groups of
stakeholders, but it operates at the conceptual level which the tenet relates to the perception
and processes involved in redefining or sustaining the perception[10].



2.2 CSR for Environment

As noted by Carroll, social responsibility must embody the economic category related to
how to be profitable, the legal category related to how to obey the law, the ethical category
related to how to be ethical, and the discretionary category related to how to be a good
corporate citizen, making philantropic contributions in which the responsibility is purely
voluntary[11]. Corporate philantropic response is not enforced under economic and legal
responsibilities, it is increasingly practiced by firms and commonly viewed as a sign of good
corporate citizenship[12].

Environment needs sustainability defined as the development which meets the needs of
present without compromising the ability of future generations to meet their own needs.
Environmental preservation becomes the great action to lead going concern and sustainable
development. The integrative system is required. It will be the exact direction if the firm takes
part of making decision and the regulator provides the policy. Lyon & Maxwell perceived
environmental CSR as environmentally friendly actions not required by law, also referred to
as going beyond compliance, the private provision of public good, or voluntary internalizing
externality[1]. Related to perspective of CSR for environment, this paper underlies a
perspective that the environment is regarded as free goods and CSR covers responsibilities
geared toward the reduction of the impact of environmental degradation of the operation,
including such as managing waste disposal and the consumption of natural resource,
recycling, putting in environmental managament system.

Business industry is depleting the environment so that prosperity and welfare of business
in the long term are threatened[13]. This condition encourages firms to amend their business
practice more friendly with the environment. The relationship between environment and
business practice has been popular area in the research world and the effect of environment on
business performance is found scholars[14], [15][16][17][18]. Firms understanding the
externality would seek the idea to prevent environmental pollution, even with the release of
the eco-production technology. CSR has the role for overcoming environmental pollution. It
has been used to prevent the conflict. If firms ignore externality impacts, such as waste or
emisson, they will be on the business pressure affecting the organizational value. The study
concluded by Flammer shows that the external pressure has the effect on the value of
environmental CSR[19]. Investors are likely less interested in investing capital to firms
ignoring the externality. In this sense, the reputation process affects firms through
environment oriented responsibility[20]. The firms’ environmental performance has a
beneficial effect on their financial performance through disclosure and promotion of public
environmental policy or regulation in which it can lead the innovation of technology and
management. Firms adopting a proactive environmental management lead into better firm
performance[21].

The essence of environmental CSR is actually caused by the response of community and
the reactions of environmental degradation. Business organizations have actually been
understanding it. There are hundreds of companies, not a few of them ignore it. The guidance
for environment has also been made by some environmental agency such as Environmental
Protection Agency (EPA), European Environment Agency (EEA), Environmental Permitting
Regulations (EPR), Eco-Management and Audit Scheme (EMAS) and other agencies. The
guidance to assess and report environmental performance is further released, i.c
Accountability (AA1000), SA8000, SIGMA, ETI, 1SO26000, ACCA, and GRI. In recent
times, GRI guidelines are regarded to be widely used. More than 4,000 organizations from 60
countries use it to produce the sustainability report. GRI guidelines apply to corporate



business, public agencies, smaller enterprises, NGOs, industry group, and others. By providing
the guidance for them, they are aided easily in making the report.

3. Method

This paper is categorized as literature review. It is designed to annotate and critique the
literature and policy. It particularly discusses the topic and explores the different views so that
it can provide the finding. The review is more likely to provide the primary concept of the
topic showing a new framework. A literature review can be defined as a research describing,
evaluating and integrating the concept. Cooper stated that it seeks to describe, summarize,
evaluate, or even clarify information based on primary report [22]. Literature review paper
provides the summary and critical analysis of the relevant available research and non-research
literature [23], [24]. The focus of this paper, however, is to summarize and synthesize the
arguments to present the finding.

This paper actually is designed to annotate and critique the literature in the CSR field and
highlight and explore its development. It highlights the environmental CSR practices occurred
all this time in Indonesia. Data are obtained from the Central Bureau of Statistics of Indonesia
used to synthesize the argument. This paper focuses on manufacture industry because its waste
is vulnerable with the the damage of environment and the industry has sensitive effect on the
production growth affecting the national economy. Data in this paper cover the period of
2010-2013. This paper also integrates the data with the content of primary report obtained
from the book of Ministry of Environment in Model Corporate Social Responsibility for
Environment of 2014.

4. Result and Discussion

4.1 Environmental CSR Practice in Indonesia

Budget of CSR is so high showing approximately twelve trillion rupiahs per year. It is
addressed to all aspects including social charity, empowerment, and environmental
preservation. The government is paying attention to social and environmental activities. Based
on the report of Ministry of Environment in Model Corporate Social Responsibility for
Environment of 2014[25], the practice was implemented by some large firms in Indonesia. It
is shown in Figure 1 pointing out distribution patterns of implementing environmental CSR
with black and gray colours.

Indonesian government has been very proactive to regulate firms more involved in
performing CSR since 2012. In April 4" 2012, the government released Government
Regulation No. 47/2012 regarding CSR and Environment for Limited Company. The
regulation No0.47/2012 is directly mandated by Law No. 40/2007. The role of regulation has
been applicable, even seriousness of the government could been seen in the release of book of
CSR model for environment. It intends to provide the examples of environmental CSR model.
The government also creates the program to appreciate environmental CSR performed by
Indonesia firms. It is a firm performance rating program and aims to lead firms to comply
with the regulation known as PROPER with the purpose of maximizing green sustainability.
Firms with high PROPER are regarded having good environmental performance. In recent



times, PROPER has totally been implemented. There is the positive impact of implementing
PROPER in which it has reduced the organic waste pollutions about 56%, however it has still
not maximized to increase the environmental quality. The government role will not been
maximal if a lot of firms are not involved. Based information on the Ministry of Environment
more than a quarter of 2,000 firms in Indonesia had still not complied with the regulation[26].
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Fig.1. Distribution of Implementing CSR for Environment

Banking, manufacture, and telecomunication are types of industry more disclosing CSR
activities. Indeed, each industry has the trend of CSR orientation. The disclosures of
agriculture and mining groups tend to emphasize on the environment issue, of property, real
estate, and building construction emphasize on the labor issue, of finance and trade as well as
service and investment emphasize on the society issue. In manufacture sector, the disclosures
emphasize on kinds of issues, such as basic and consumer goods industries emphasize on the
labor and miscellaneous industries emphasize on the environment. The research concluded by
Hadi shows that total CSR disclosure is dominated by manufacture industries with 567
items[27]. In banking firms, environmental responsibilities were higher than society and
human rights.

4.2 CSR for Environment under the Tenet of Legitimacy

Since firms are more frequently judged on the basis of their environmental stewardship,
the term of CSR for environment appears as the benchmark in assessing environmental
performance. Almost every external aspect of the firm has been integrated into a more
valuated tenet of legitimacy. Legitimacy concept has become one the best in reflecting the
modern understanding of firms integrated with environment. It can be still generally accepted
concept of legitimacy. Legal responsibility is the basic point of identifying legitimacy theory.
It refers the fulfilled social contract and has also laid down the ground rules, both regulation
and law. CSR for environment under the tenet of legitimacy needs the ground rules, either the
law or the regulation and expects the fulfillment of corporate life value. Firms seek to gain by
using environmental reporting as a part of keeping the legitimacy. From legitimacy lens, firms
attempt to disclose environmental CSR with purpose of attracting capital and building a more
successful business image through appreciation coming from either the government in the
form of reward or society in the form of interest to purchase the product. Haniffa & Cooke
implied that the influence type on disclosure may depend on how critical the firm feels the
economic activity impacts on the society[28]. Moreover, the environmental perfomance has
the effect on financial performance and value satisfaction could be additional effect from a
process of building business image. In this sense, the effect on financial performance has not



been able to be postulated because If environmental policies have the most of actual
significance, all firms would race to implement the environmental CSR. In the actual practice,
the most of involvements come from prestigious large firms.

Firms are ideally involved in environmental CSR because they are mandated by the
dominant norms, rules, and values coming from society, but its practice Indonesia encourages
firms more involved because there is a requirment under law and government regulation.
Thus, environmental CSR practice is referred to an action which also requires the law and
regulation.

The concept of legitimacy is important utilized to analyze environmental CSR practice
conducted by firms. The relationship between firms and their environment could be leading
the fulfillment of corporate value. Firms tend to use performance based on environment
because they are being rated. Firms will always attempt to comply with the law and regulation
and to bring the norms as the purpose of fulfilling their business value. When they do it,
legitimacy is perceived. Legitimacy will appear with a perception coming from the
government and the society due to a reaction of the society and the government as they see it.

4.3 The Response to Environmental CSR Practice in Indonesia

The Indonesian government always hopes that the operated firms at least prevent impacts
of externality such as eliminating waste and emissions, maximazing the efficiency and
productivity of its resource, and minimizing practices which might adversely affect the
enjoyment of country’s resource of future generations. However, PROPER is only
complement for the previous regulation in Indonesia, namely AMDAL referred to the analysis
regarding environmental impact. Because it is regarded less effective to regulate firms,
PROPER emerges.

Indonesian government has led firms to comply with the regulation through PROPER. The
essential point of PROPER only provides status of compliance with purpose of building more
business image. The status of compliance is a value given by the government. It is marked
with colour of blue, red, and black. Blue is regarded compliance with the regulation and red
and black are regarded noncompliance. In other word, PROPER made by the government is
only providing the incentive of reputation and firm with compliant status of PROPER is
viewed more likely to attract capital or propose credit. If people say environmental CSR as
part of building business image, it will be right. Inevitably, the image is the simultaneous
effect in which strategic legitimacy covers it. Environmental CSR practice under law and
regulation is only addressed to legitimize the business. If they do not obtain legitimacy for
their business, environmental CSR will be only the green sound practice.

However, there are still few firms viewing that PROPER needs time, cost, and huge
attention to be involved and even does not bring beneficial to the firm performance. PROPER
is recently more participated by large firms racing to achieve the highest rating, such as
Holcim Indonesia given with gold rating and Adaro Indonesia, Unilever, and Semen Gresik
given green rating in 2012. It may be one the best way to legitimize their business. How to
other industries, they are still reluctant to participate because PROPER is regarded complex
and less beneficial to their business performance. Otherwise, several industries have been
participated, but they may be reluctant to upgrade their rating to be high (gold and green).
They are likely to regard PROPER as just attendance and in the form of response to the
regulation made by Indonesian government.

Manufacture industry has the high sensitive effect on the production growth. The rate of
production growth is rapid. As noted by Statistics Indonesia[29], manufacture industry has the



role in Indonesian economy in which it has been contributed since 1991 and the first rank in
GDP, about 85% of total GDP. The brief summary of production growth is shown in Table 1.

Table 1. Manufacture production growth

Year (t - t+1) Large and Medium Micro and Small
2012-2013 5.64% 7.51%
2011-2012 4.12% 4.06%
2010-2011 4.10% 4.71 %
Industry Scale Group %
Vehicles 11,48
Non-machines and equipments 11.37
Foods 10.77
. Metals 10.57
Large and Medium Printing and Recording Media 9.42
Computer, Electronic, and Optic 9.32
Clothes 8.41
Chemicals 6.65
Foods 17.58
Computer, Electronic, and Optic 16.57
Metals 12.07
Beverage 11.79
Leathers 9.32
Micro and Small Clothes 8.52
Textiles 8.19
Chemicals 6.82
Reparation Service and Installation of the
Machine 6.66
Rubbers and Plastics 6.27
Pharmacy and Medicine 5.24

Over the period of 2011-2013, their production growth tended to increase. From 2012 to
2013, the level of production growth of large and medium manufacture increased
approximately 5,64 % and the level of production growth of micro and small manufacture
increased approximately 7.51%. The production of micro and small manufactur tends to
increase competitively. From 2012 to 2013, it indicated that the raise of production growth of
small and micro manufacture nearly reaches one and a half times higher of the production
growth of large and medium manufacture.

Environmental performance may tend to increase, but the rate of production growth
inevitably increases at all times. One of industries having the high sensitive effect on the
production growth is manufacture. The rate of production growth in the manufacture industry
is rapid. The government role should emphasize more on small firms because the production
growth of small firms tends to increase competitively. For example, in manufacture industry,
as noted in Table 1 that the production growth of small and micro manufacture in period 2013
was higher than the production growth of large and medium manufacture. The government
should provide appropriate regulations in order firms could participate in conserving the
environment in accordance their characteristic. Business performances of small firms are
presumably not regular and not related to strategy to build the image or reputation based on



environmental CSR. It is necessary to understand the special characteristic of small firms.
Vives stated that many small enterprises are family-owned firms, or privately held by a small
group of shareholder so that they have close relationship between management and ownership
making it eaiser align the objectives of both[30]. It means that ownership and management are
often not separated and the relationship between stakeholder and CSR is an informal
character[31]. There is also no empirical evidence that environmental CSR contributes the
financial performance. They are presumably to have no brand and resource to plant risk
management activities. As argued by Jenkins, as long as CSR is a risk management tool for
large firms, it is not true for small enterprises[32]. Small enterprises are not as much visible as
large enterprises. The purpose of them is likely to avoid the risk, not to mitigate the risk.

The increase of environmental practice is caused by the emergence of law and regulation
made by government. Nowadays, some firms have been doing the environmental CSR
practice because of the regulation. Awareness of firms bound by regulation tends to have a
high degree of involvement. Large firms tend to have a higher degree of participation in doing
environmental CSR than small firms. The compliance with law and regulation has been a
benchmark made by the government in evaluating environmental performance carried out by
firms. It is mostly applied by them due to the pressure of regulation. Some firms are likely to
neglect the requirement of regulation. The reason is that good rating provided by the
government regulation is regarded not to bring more beneficial for them. That is why, some
firms particularly for small firms are reluctant to be involved. They also consider that their
business is less coming from the brand image and reputation and viewing that the huge
response is only addressed to public firms.

5. Conclusion

Firms are more involved in environmental CSR because they are mandated by the
dominant rules and values established by the government. Mandatory responsibilities based on
the law and regulation do necessarily works toward real environmentally responsible behavior.
Environmental CSR practice in Indonesia has been regarded as the legal responsibility. It is
not under the pressure of financial growth, but firms apply environmental CSR because of the
pressure of regulation.

This paper has demonstrated that legitimacy theory brings coherence into the practice of
CSR for environment. It has been widely accepted that CSR for environment has the ability to
encourage firms in gaining the legitimacy and the movements to maximize sustainable
development are supported by the law and regulation. As a critical perspective of providing an
understanding of environmental CSR practice, the result of this paper is documented to the
literatures of CSR. CSR for environment emphasizing on the tenet of legitimacy that it is one
of the most common theories utilized. The result is also addressed to the government
providing an assessment in accordance with firm characteristic. For an integrated synergy in
maximizing susitainable development, the government should also take more synergy with
small firms. Moreover, this paper regards that the literatures related to CSR have tended to
ignore small firms. For future paper, it is considerable to be more explored. Last but not least,
the authors forecast ten years later, there will be a rich literature that will stimulate scholars,
professionals, policy makers, and business organizations to revisit this paper and provide the
idea in the context of environmental corporate responsibility.
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