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Abstract

A policy shift from soft law to hard law rests on assumptions about motivating
compliance. The basic idea is that people comply with soft law for personal, moral
reasons but are motivated to comply with hard law by self-interested fear. While
logically this is obvious, there is also support for the view that self-determination,
organisational justice and social influence are better at motivating compliance in certain
contexts. Currently, there is a global policy shift moving corporate social responsibility
(CSR) from a voluntary, organisation-based initiative to a practice mandated by law.
This shift provides an opportunity to investigate the phenomenon of motivation in law.
The current study investigates how the shift to mandatory CSR impacts motivation.
Based on an analysis of the programs of 12 firms in Indonesia, we find that CSR hard
law appears to motivate CSR without displacing voluntary moral initiatives.

Keywords Compliance - Corporate social responsibility - Voluntary regulation -
Corporate law - Soft law

1 Introduction

Law is premised on the idea that people and the organisations they form will comply
with the rules established by a recognised authority. This basic idea has dominated
legal thinking since earliest times.! The decline of the welfare state and the rise of
the regulatory state, however, has required a rethinking of this premise. Different
types of regulatory instruments have been developed in response to insights into

! Sheehy (2022).

P4 Benedict Sheehy
benedict.sheehy @canberra.edu.au

! University of Canberra, College St, Bruce, ACT, Canberra 2617, Australia

Diponegoro University, J1. Prof. Soedarto, SH., Tembalang, Semarang, Indonesia

Published online: 26 April 2023 @ Springer Q ASSER PRESS


http://crossmark.crossref.org/dialog/?doi=10.1007/s40804-023-00284-4&domain=pdf

B. Sheehy et al.

human behaviour from the social sciences. Rupp and Williams have identified ‘self-
determination, organisational justice and social influence theory’? as significant
motivators for compliance—intrinsic drivers that cause people to behave in
particular ways. Further, the prohibitive costs of an increasingly cumbersome and, in
many instances unworkable bureaucracy associated with inspectorates of command-
and-control types of regulation, pushed government to new compliance strategies.
Finally, significant, unintended consequences which arose from time to time
required governments to experiment with new approaches. These new approaches
have included soft law, voluntary regimes. In turn, the limitations of voluntary
regimes have become clear and there is a shift back toward the mandatory rules.

The earlier challenges associated with mandatory approaches, however, have
not disappeared. In fact, it has become clear that in some instances, mandatory
approaches may make matters worse as people and organisations seek to evade,
undermine, decouple, and oppose the rules.® In other instances, making behaviour
mandatory drives out intrinsic motivations, further reducing compliance. The
change from voluntary to mandatory CSR provides an opportunity to investigate this
motivational phenomenon in greater detail.

The global dialogue on legislative action addressing corporate social
responsibility (CSR) is taking notable steps from voluntary CSR toward mandatory
CSR.* This shift is important as it effects not only corporate strategy options and
corporate legal obligations, but also effects basic management issues relating to
organisational programs and related behaviours at the organisational and individual
levels. Organisational programs are necessary to implement CSR and to lead
business organisations into more socially responsible behaviours.

It is critical to note at the outset that motivation and behaviour occur at both the
organisational and personal levels. Organisations do not behave or act independently
of the people managing them; rather, they act as a body in response to decisions
of the leaders. These executive leaders in turn are enacting decisions derived from
their own personal motivations which interact with organisational imperatives and
policies. Accordingly, understanding CSR in mandatory contexts requires not only
study of the regulation, but also an investigation of motivation at both organisational
and individual levels. Investigating motivation and its expression is a critical part of
developing our understanding of both CSR and law more generally.

Mandatory and voluntary CSR regimes aim to alter the relationship between
business and society in essence making businesses more social—reducing social
costs while increasing public benefits.” While this business and society relationship
has been a live area of scholarship in corporate law and elsewhere in the academy
for nearly a century, usually discussed under the rubrics of corporate purpose,’
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the shareholder/stakeholder debate’ and stakeholder governance® more broadly

the current article is exclusively focused on motivation for pro-social decisions
within organisations operating in a mandatory CSR environment. It does not aim
to contribute to the corporate purpose scholarship beyond investigating motive
in a regulated context. Its contribution to corporate law scholarship is providing
insight into compliance. Understanding motivations in a more regulated context
requires examination and analysis of CSR programs to evaluate them as compliance
programs, strategic initiatives or expressions of existing management philosophies,
or moral commitments.

Motivations are notoriously difficult to identify; however, inferences on
motivation are readily made from an observation of actual behaviour of individuals,
organisations and institutions.” In this context of mandatory CSR, senior managers
have discretion to select from among a range of programs. The choices made
reveals to a significant extent the underlying motivations at both organisational and
individual levels. To examine and analyse these motivations, we follow the prior
research on motivation in CSR, which identified three categories of motivation:
‘instrumental, relational or moral’.'® These motivations, they note, are not singular
or exclusive. Rather, it is to be expected that motivations will be mixed, particularly
at the higher levels. Aguilera et al. identify regulation as a relational category;
however, there is little research on mandatory CSR—a gap which is unsurprising,
given the newness of mandatory CSR.

The shift to mandatory or hard law CSR has potentially significant implications
for motivation and the development of CSR and insight for law reform programs.'!
While implementation and related outcomes of CSR have always been dependent
upon the motivation of management at individual and organisational levels, the
creation of a legal obligation of engage in CSR is a change at the institutional
level creates a new motivator. Not only is this novel, it provides an opportunity to
investigate the connection between these two levels of analysis and motivations for
ethical behaviour.

This paper explores CSR program choices in Indonesia in response to a new
regulatory environment as expressions of motivation. It focuses on the organisational
level, the level of managers, through identification and examination of the programs
they have selected for the investment of mandated CSR funds with some additional
exploratory evidence from two case studies. This exploration and focus are used to
answer the paper’s research questions:

RQ-1: What CSR programs were selected and developed by managers pursuant
to the regulation in Indonesia?
RQ-2: What do these programs tell us about underlying motivation of CSR?
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RQ-3: Are the regulations creating relationally motivated CSR programs
sufficient to adequately limit instrumental motives?

RQ-4: Is shifting CSR to hard law an effective strategy for increasing public good
and reducing harms of private enterprises?

2 Theoretical Background

Starting with CSR, over a decade ago, Aguilera et al. suggested that the pertinent
question for contemporary CSR research is understanding ‘what catalyzes
organizations to engage in increasingly robust CSR initiatives and consequently
impart social change’ and provided an over-arching theoretical framework.'?
This proposed agenda is an invitation to investigate motivation and the proposed
framework has proven its value through longevity. An underlying assumption in the
literature is that ethics motivates people and organisations to engage in CSR activity.

In a related vein of legal scholarship, Sheehy has argued that CSR, as a socio-
political movement, is aimed at regulating the behaviour of business organisations.'?
It is an effort to rebalance rights and duties in society, to place limits on the self-
interested private behaviour deemed appropriate in the private sphere but subject
to increasing limitations in the public sphere as business organisations increase in
size and impact on the public.'* For regulation to be effective, whether hard law or
soft law, it must be acted upon. It must motivate actors appropriately and not lead
to excessive unintended consequences nor create perverse incentives. These two
overlapping lenses and literatures of CSR and law provide a theoretical framework
for our article.

Finally, it should be noted that CSR programs look quite different in different
geographical and economic contexts.'> While in western and other developed
country contexts, CSR is often focused on employee welfare and environmental
performance, in the developing country context, CSR is often focused on the
development of public infrastructure or delivery of public goods. For example,
India’s CSR law requires expenditure on roads, schools and hospitals.'® While such
programs reflect the needs of the country, they also provide insight into managers’
motivation. Managers in the developing world, just as those in the developed world,
must exercise discretion and make choices. They must select specific programs and
we argue that such selection reflects the motivations and interests of managers.
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2.1 Defining and Conceptualising Law and CSR

Regulation, a broader term for law, is developed on the assumption that parties will
be motivated to comply with law’s rules. A wide variety of ideas exists on what
motivates that compliance. The traditional view, associated with the 19" century
legal scholar, John Austin, came from his definition of law as a command of an
authority backed up by a threat.!” Subsequent thinking has moved well beyond that
basic idea to suggest that law is an institution, part of the way people think and act,
a set of rules, roles and rituals which can be shaped by the exercise of formal and
informal authority.'® This more contemporary view of law and regulation underlies
the view of CSR as a type of law.'”

Traditionally, CSR has been understood to be a voluntary exercise of executive
discretion to allocate firm resources for projects that do not immediately or
obviously benefit the firm. Instead, these allocations benefit other stakeholders.?’
More recent thinking has proposed CSR as a strategic approach to a range of
competitive issues such as differentiating products, legitimacy and risk reduction.?!
In the legal sphere, CSR has been promoted as a more efficient way to achieve
regulatory objectives around environmental protection and worker well-being. In
legal terms, business is conceptualised on the public-private divide as a private
activity and so is subjected to minimal public regulation.’? Accordingly, CSR as an
exercise of executive discretion was largely not a matter of public regulatory interest
and indeed, this understanding of CSR as a ‘voluntary’ approach was incorporated
into some definitions such as the European Union’s 2004 definition.

Nevertheless, it should be noted that the basic binary of CSR as either voluntary
or mandatory misconstrues the concept. As Mares argues, many aspects of CSR,
as for example, worker safety, have long been addressed by legislation.”® Indeed,
this non-binary understanding reflects a better understanding of CSR. It can be
understood as a regulatory framework, an instance of regulatory governance,?*
an emerging global soft-law system in response to corporate social costs and
regulatory failures.”> As Sheehy defines it, CSR is ‘[a] socio-political movement
which generates private self-regulatory initiatives, incorporating public and private
international law norms seeking to ameliorate and mitigate the social harms of and
to promote public good by industrial organizations’.>® Although CSR is generated
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by a combination of external social pressures and internal organisational response,*’

CSR finds itself with less space in the emerging public policy environment as an
exclusively voluntary organisational act or exercise of executive decision.

2.2 Studies of Mandatory CSR

This change in the regulatory environment is clear as the law is being reformed
in different jurisdictions expressing social expectations in authoritative hard rules
passed by legislatures and executive governments.”® Governments in different
regions have enacted CSR laws and regulations, as for example in Asia, (e.g.,
Indonesia—2007, Philippines, 2011 and Bangladesh, 2011, India, 2013, China,
2011), in Europe, (Denmark—2008, France—2010, Spain—2011, Norway—2013,
European Union—2014) and in South America (e.g., Argentina and Brazil—2012).
Specific national instances have significant variations. For example, India has
passed programmatic CSR laws requiring business corporations to donate a
certain percentage of profits to public works.?’ Similar efforts are also evidenced
in the banking industry of Bangladesh where, since 2011 banking regulators issued
mandatory guidelines for green banking, sustainability, and climate change funds.
The Bangladeshi regulator evaluates banks’ social and environmental performance
regularly.’® The EU has mandated sustainability reporting.’! Various common law
jurisdictions have made explicit directors’ duties to consider CSR concerns**—a
position which conflicts with certain economic and management theories about
stakeholders and shareholders rights.*® Accordingly, although law has never been
opposed to CSR and, indeed has required corporations to take account of non-
shareholder interests—it is clear that there is increasing legislative action on the
topic broadening the scope of hard rights and duties.

While prior research of mandatory CSR regulation has provided some insight
into firms’ responses in jurisdictions such as the EU,** emerging economies such as
India® and Bangladesh,* there is a paucity of information about mandatory CSR
in other contexts such as Indonesia. Sheehy and Damayanti’s prior study of CSR
laws in Indonesia revealed high levels of corruption and unintended consequences
resulting from limited case studies in national regulation.’’
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Perhaps somewhat surprisingly, to the best of our knowledge there has been no
study of managers’ motivations and perceptions in the context of regulated CSR
and only a few investigations the specific choices of post-regulatory CSR programs.
Understanding the impact of regulation is a major area of study itself, and mandatory
CSR is no exception. Both the positive outcomes and the unintended consequences
need to be identified and addressed. To date, the only study addressing these topics
is a study of managers of Indian companies where CSR legislation has been found to
reduce philanthropic and other initiatives backwards from higher levels toward the
regulatorily mandated baseline.*®

2.3 Motivation in CSR

Motivation is at the core of any regulatory scheme as without proper motivation,
regulatory efforts are destined to fail. CSR is no exception. Motivation in CSR has
been explored in a number of studies. In a foundational paper, Aguilera et al. create
an analytical matrix. The vertical axis addresses motivation in terms of ‘instrumental,
relational and moral’—motivators taken from Rupp & Williams* and Aguilera
et al.** These categories of motivation can be understood as follows: instrumental
motivations are those motivations which satisfy the self-interest of the actor—the
‘self-enhancing”.*! In this usage, CSR is an instrument being used to achieve the
strategic ends set by the actor. By the term ‘relational’, Aguilera et al. mean actors
engaging with CSR for purposes of relationships: creating or maintaining different
relationships. These relationships can range from interpersonal relationships within
the firm, through market relationships to institutional relationships around the
globe. By moral motivations, Aguilera et al. mean every ethical consideration from
individuals’ personal meaning to national and international norms around collective
responsibility and well-being— ‘self-transcending’.*> The motivations, as noted, are
not understood to be mutually exclusive. Indeed, Aguilera et al. identify a hierarchy
particularly at the organisational level where managers are expected to pursue in
order: instrumental, relational and moral motives.*>

These three motivations, the instrumental, relational and moral of the vertical
axis, operate across the whole of the horizontal axis. The horizontal axis is a range
of four levels: the individual, organisational, national and supra-national. In this
paper, the units of analysis are exclusively the individual and organisational level.

Because organisations operate in an institutional environment, they are inclined
to respond to institutional influences, such as national law and policy, for CSR
practices. Hahn and Scheermesser observe two classes of motivation for CSR
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activities: instrumental motives and institutional motives.** Instrumental motives
lead companies to develop a CSR programs in the hope that these activities will
enable them to improve their competitive advantage, provide new business
opportunities, avoid costly regulation, reinforce corporate reputation and reduce
corporate failure.*’

At the organisational level, we examine the programs implemented by
organisations. These programs, while broadly stipulated by the Indonesian
legislation, allow organisations to select those programs that reflect their values
and interests. Thus, using Aguilera et al.’s framework, researchers can expect
to see instrumental, relational and moral motives at work at the organisational
level. The instrumental programs would be ones which contribute to the bottom
line or enhance strategic or social standing of the organisations. Recognising the
complexity of organisations, Aguilera et al. do not suggest that only one motive
must be in operation. Rather, they argue that at the organisational level, all three
motivations will be active, but they will be prioritised in a hierarchy that reflects
the organisation’s overall objectives. Aguilera et al. propose a framework for these
motives in their ‘insider downward hierarchy’, by which they mean an ordering of
motives from instrumental through relational to moral.*® We turn next to consider in
greater depth the motivational categories and levels.

In terms of levels, Aguilera et al. follow Cyert and Marsh’s top management
team model*’ as comprising the organisational level. We investigate CSR programs
to understand how the regulation has impacted on organisational motivations. To
investigate the individual level, however, we must utilise a different framework.
Thus, we look to psychological and economic studies to see how internal, intrinsic
and external, extrinsic drivers motivate decision-makers.

Rupp and Williams examine the psychology motivating compliance in soft-law
regimes.*® They criticise the crude neo-classical, self- interested homo economicus
to examine a range of drivers leading people to act ‘against their own self-interest
and instead acting in the name of norms, cooperation, fairness, empathy and moral
duty’.* Rather than relying on extrinsic drivers, defined in the context of regulation
by Gary Becker as a ‘rational calculation of the magnitude of liability discounted by
the probability of enforcement’® a nuanced psychological approach takes account
of their other motivations. These motivations are self-determination, organisational
justice and social influence theory.

Briefly, self-determination theory developed by Deci and Ryan’! suggests that
humans are motivated by autonomy, a sense of competence and relatedness. These

4 Hahn and Scheermesser (2006).

45 See De Mendonca and Zhou (2020); Aguilera et al. (2007); Campbell (2007); Sen and Bhattacharya
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three motivators lead to a sense of motivation and responsibility. In the organisational
context of CSR, these motivations would be evident where people are expressing such
ideas and feelings in relation to organisational CSR programs. Organisational justice
views suggest humans respond to a sense of justice at work which would be reflected
in CSR programs that promote fairness in the use and applications of power.>?

Finally, in considering social influence theories, Rupp & Williams point to Kel-
man’s work.? Kelman proposed that people and organisations motivated by three
processes: ‘compliance, identification, and internalization’.>* Compliance is a form
of Bentham’s desire to avoid pain and maximise pleasure. It is particularly impor-
tant for the current study which examines the nature of motivation in the context of
mandatory CSR. Identification refers to a desire to be identified with desirable par-
ties and avoid shame and embarrassment of being identified with undesirable par-
ties. Internalisation is the process of following guidelines because they reflect one’s
own values and beliefs. Again, all of these theories are relevant to our consideration
of the motivations operating in this mandatory context.

Examining motivation at the individual level, two studies provide significant
insight. Both studies were conducted independently and examined both internal and
external individual psychological motivations. The first, a study by Story and Neves
investigated 229 supervisor-employee dyads to evaluate the impact of intrinsic
moral motivation on employee performance.> In their study they found that intrinsic
motivation mattered: where CSR concerns were understood to be addressed because
of supervisor and executive commitment to CSR principles, employee performance
was improved. This study connects with Aguilera’s individual employee focused
conceptual construct. It provides some evidence of Rupp & Williams model of
social influence through interpersonal relationships and organisational justice.’®

The second study surveyed of 437 executives examining their external (financial)
motivation and their internal (ethical and altruistic) motivation. The Graafland study
found that internal motivations were stronger across both social and environmental
issues.”’” The results of this study suggest that while instrumental, strategic
motivations mattered at the organisational level, executives were expressing a
significant sense of Deci and Ryan’s motivation and responsibility, in the domains of
relational and moral motivations.

While these findings are important, they do not provide information about
motivation in other contexts. Importantly, we have limited knowledge of the impact
of regulation on managerial motivation. The relationship between regulation and
psychological drivers has been explored broadly by Sheehy and Feaver. In their study
of the connection, they theorise that hard command-and-control law, relies on fear,
while softer approaches rely on incentives—social, psychological or economic.>®

2 Rupp and Williams (2011).

33 Kelman (2006), cited in Rupp and Williams (2011).
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A comprehensive study of psychological motivations in soft law contexts has
produced interesting insights. The previously mentioned Rupp and Williams
study, investigated the utility of self-determination theory of human motivation,
organisational justice theory, and social influence theory in understanding
motivation in soft law.”> They theorise a continuum at one end of which soft-law
appeals to morals, while at the other end, hard law appeals to self-interest. Self-
determination, they argue is manifested where Deci and Ryan’s self-determination
(autonomy, competence and relatedness) are supported in environments where
people feel a sense of responsibility and motivation. Organisational justice theories
are those drawn upon by Aguilera et al.

Regulatory design and research have been premised on certain ideas about how
people are motivated in regulatory contexts. Prior research has demonstrated an
internal motivation to behave in ethical ways tends to be driven out and displaced
by extrinsic reward frameworks in regulatory environments®*—a problem that
has come to be known as ‘crowding out’.’! Problematically for CSR, which some
define as an organisational program that motivates organisations to go ‘beyond
compliance’®® Rupp and Williams point out that hard law tends to achieve no more
than compliance, undermining the motivation ‘for individuals to fully meet the spirit
as well as the letter of the law’.%> As a result, mandating CSR is likely to achieve
only minimal levels of desired outcomes and further, to undermine genuine efforts to
contribute to public welfare. This unintended consequence of mandatory CSR at the
individual level may also have a perverse outcome at an organisational level. Aguinis
and Glavas observe: ‘An interesting finding regarding the effects of standards and
certification is that they might actually diminish the focus on substantive CSR
because management may become principally concerned with symbolic activities
that serve to minimally comply with requirements.’%*

Yet, a contradictory position is derived from Rupp and Williams’ argument. They
go on to note that top management may internalise justice norms, moving beyond
instrumental reasons for CSR—a hypothesis that finds support in Graafland’s
study—and rather than decouple, they may integrate and embed CSR more deeply
into organisations. Finally, Rupp and Williams note that at times, the very act of
engagement with soft norms may induce changes in thinking which may ultimately
result in change in organisational culture.® In terms of action, however, at the
organisational level, hard regulation has been a significant motivator for action
particularly in environmental matters.® The current study, therefore, examines
motivations of organisations and individual managers in the context of regulated
CSR and in particular, in the context of non-Western business cultures.
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2.4 CSRinIndonesia

In the specific context of Indonesia, there is a dearth of CSR research. Exceptions
include Ringwati Waagstein’s (2011)%7 insightful review of its development in
Indonesia including the legislation, a set of studies by Gunawan investigating
stakeholder perspectives (Gunawan 2016),% reporting practices (Gunawan 2015)%°
the development of CSR in the hotel industry (Gunawan and Putra 2014)° and a
critical evaluation of the development of the law mandating CSR, Article 74 of the
2007 Limited Liability Corporation.”! Gunawan has found that CSR continues to be
viewed as a cost, something to be avoided.”> Sheehy and Damayanti’s study of the
Indonesian three case studies focused on legal issues related to the structure of the
positive law.”® Their case studies provided evidence of significant corruption and
unintended consequences of CSR.

Thus, while the prior studies in Indonesia provide critical evaluation of the
development and implementation of law, these studies did not address management
discretion and motivation in the choice of mandatory CSR programs. In this regard,
our study makes an additional contextual contribution. The current study contributes
to the CSR literature in the context of Indonesia by providing detail of mandatory
CSR practice in Indonesia.

In the shift from voluntary soft law to mandatory hard law, we expect that the
importance of self-determination, organisational justice and social influence will
continue to motivate compliance with law. These intrinsic psychological drivers
of human behaviour are unlikely to disappear simply because of external factors.
While hard law may well work to draw attention to and focus upon specific matters
of social concern, they need not be understood as necessarily driving out intrinsic
motivation. Further, where the focus of the regulation is on the organisation rather
than the individual, extrinsic motivation such as punishment may have a greater
sounding than the finer moral aspirations of individuals.

3 The Case of Indonesian Context
Indonesia is the world’s largest island nation with a population of more than

238,000,000 people spread over 17,000 islands divided into of 34 provinces.”* In
terms of its economy, Indonesia has been forecast to be the fifth largest economy
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74

)

Pusponegoro and Notosusanto (2008).

) Springer Q ASSER PRESS



B. Sheehy et al.

globally by 2030 and fourth by 2050.”° Although ethnically diverse—the country
consists of 300 distinct ethnic and linguistic groups—the largest and most politically
dominant ethnic group is the Javanese, who comprise approximately 42 percent of
the population.”® Accordingly, we have focused our study on the island of Java and
selected the province of Central Java as broadly representative of the island.

CSR in Indonesia has not arisen of its own accord. Indonesia has been a site
of business focused social activism both internationally and locally orientated.
Internationally, consumers have been scandalized by the behaviour of Levi’s and
Nike’s suppliers in Indonesia.”” Locally, activists have agitated for CSR while local
elites have opposed such obligations, ultimately only resolved through the passing of
various pieces of CSR legislation.”®

In terms of CSR in the Indonesian legal context, one is required to go back to
the legal foundation, Indonesia’s 1945 Constitution. Among other things, the
Constitution provides a hierarchy of laws in Article 7(1). It follows below:

Constitution of the Republic of Indonesia of 1945;
People’s Consultative Council Decree;

Law (or Government Regulation In Lieu of Law);
Government Regulation;

Presidential Decree (also known as Regulation);
Provincial Regulation; and

Regency/Municipality Regulation.

@ e a0 o

At the provincial level, the provinces retain considerable autonomy to make their
own laws. Every province has its own Regional People’s Representatives Council
(Dewan Perwakilan Rakyat Daerah). Further, every province in Indonesia has its
own Governor and regional legal bodies. Provincial laws are based on the higher
laws, the Central Government’s National Laws and related regulation, and cannot be
contrary to those laws. Provincial laws and regulations are made to address specific
local issues and are usually in accord with Regional Development Plans. Finally,
the lowest level of government, the regencies and municipalities, considerable
powers still exist in terms of law creation and administration. They have power to
create such rules as may be necessary to implement laws created at higher levels of
government.

Indonesian law recognizes several types of business organisations from various
forms of partnership including general partnerships (persekutuan perdata), limited
partnerships (firma), and liability partnerships ‘CV’ (commanditaire vennootschap),
through cooperatives (koperasi) to the common limited liability corporation ‘PT’
(persekutuan perdata) of Law 40/2007. Each form has its own regulations under

75 PWC, The World in 2050: Will the Shift in Global Economic Power Continue. Retrieved from https:/
www.pwc.com/gx/en/issues/the-economy/assets/world-in-2050-february-2015.pdf.

76 Badan Pusat Statistik (BPS) Indonesia [Indonesian Bureau of Statistics], Sensus 2010. https://sp2010.
bps.go.id/.

77 Sharma (2013).

78 Sheehy and Damayanti (2019).
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the national law and includes making a profit as an accepted purpose. This existing
legal regime prioritising profit is supplemented by the CSR regulation rather than
replaced by it.

In terms of CSR regulation, after the fall of the dictator Soeharto’s New Order
Regime in 1998, the new government responded to broader societal demands for
corporate contributions to social issues.”” The central government mandated CSR
legislation requiring businesses, particularly those related to natural resources, to
undertake CSR. In 2007, two CSR related laws were enacted: Investment Law No.
25/ 2007 and Limited Liability Companies (LLCs) Law No 40/2007, both of which
laws are acknowledged as amongst the world’s first laws for mandatory CSR for
state owned.*

In addition, for listed companies, the Capital Market and Financial Institutions
Supervisory Board (now the Indonesian Financial Service Authority) issued
a separate a regulation, (No. X.K.6), in 2006. Under this regulation, all listed
companies’ annual reports must describe activities and expenditures related to CSR
to societies and environment.5!

At the provincial level, the Central Javanese government passed regulation No.
2/2017 concerning Corporate Social and Environmental Responsibility, a regulation
which automatically came into effect. This law was designed to implement the
Republic’s Law No. 40/2007 on LLCs now superseded by 04/2020. The provincial
government decided to enact its law for a variety of reasons including local
companies’ lack of commitment to and practice of CSR. Prior to the regulation,
companies conducted CSR as they saw fit, if at all, without any direction from
government. There was no framework, no required reporting and a lack of clarity
concerning both the nature and the impacts of CSR.

As noted, there were several purposes for this regulation. The first was to address
the development needs of the community (Art. 3(2)). The second purpose was to
increase awareness of CSR among companies of the province of Central Java. Third,
was to strengthen the CSR arrangements enacted in the prior national legislation
which was weak and ignored companies’ fields of expertise. Fourth, some parties
had been complaining that there was a lack of clarity as to whether non-extractive
Indonesian companies were obligated to comply with all national CSR rules.
Accordingly, this provincial regulation provided legal certainty for companies
in Central Java. And finally, the regulation provided direction to implement CSR
Programs in accordance with Sustainable Regional Development Programs
published by the Provincial government.

Significantly, the national law was poorly designed in that a failure to comply
had no consequences. Accordingly, the Central Javanese law provided that
failure to comply with the law and regulation could lead to being charged with an
Administrative Sanction. In the case of this provincial regulation, the governor can
order a sanction by warning letters and/or an announcement in the region’s mass
media (Art. 21(2) Governor Regulation).

7 Kemp (2001).
80 Rosser and Edwin (2010); Waagstein (2011).
81 Waagstein (2011).

) Springer Q ASSER PRESS



B. Sheehy et al.

Finally, the law identifies the activities that will be accepted as CSR activities.
Central Java Provincial Regulation No. 2/2017 on Corporate Social and Environ-
mental Responsibility, Article 13 stipulates the eleven following programs as
approved CSR activities: (a) Education, (b) Well-being or health programs, (c)
Sport, art or tourism programs, (d) Public welfare programs, (¢) Empowering com-
munity economy programs, (f) Religious activity programs, (g) Environmental
protection and management programs, (h) Agricultural or plantation or forestry or
husbandry or marine and fishery programs, (I) Sustainable energy programs, (J)
Emergency and mitigation programs and (K) Community assistance and infrastruc-
ture programs. While certainly these eleven stipulated activities are broad categories
of activity and there is considerable room for discretion as well as self-interested
activities, self-dealing and fraud, it at least provides some parameters and guidance.

These programs are all focused on relational motives. They limit, at least to some
degree, the availability of overtly instrumental and moral opportunities. These latter
opportunities, however, can be crafted through the application of human creativity
to the task—an activity well known, for example, among business professionals as
‘creative accounting’.

Based on the foregoing discussion we have developed the following research
questions:

RQ-1: What CSR programs were selected and developed by managers pursuant
to the regulation in Indonesia?

RQ-2: What do these programs tell us about underlying motivation of CSR?
RQ-3: Are the regulations creating relationally motivated CSR programs
sufficient to adequately limit instrumental motives?

RQ-4: Is shifting CSR to hard law an effective strategy for increasing public good
and reducing harms of private enterprises?

4 Research Method

A quantitative approach was taken for this research, as this approach provides an
overview of an activity as well as allows investigation into specifics of operations
and internal motivation. It provides insight into the perspectives of actors through
in-depth interactions and draws out their interpretations of events and programs.®?
To address our research questions we conducted a survey and documentary analysis.

In the first instance, questionnaires were sent to 50 companies, none of which
were state owned enterprises, located in Central Java. There were 25 initial
respondents of whom 15 completed the questionnaires in dialogue with the local
researcher. The local researcher attended the offices of the companies and spoke
to the responsible managers for one to two hours. During the visit, the researcher
helped the managers understand the questions in the questionnaire and recorded
answers. The questionnaires were in (Bahasa Indonesia) Indonesian and the

82 Yin (2009).
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discussions were conducted in a mix of Indonesian and the local language (Java-
nese) to facilitate a clearer understanding.

The managers were asked to provide information on a company’s CSR activi-
ties in diverse areas such as (a) Education; (b) Well-being or health programs;
(c) Sport, art or tourism programs; (d) Public welfare programs, (¢) Empowering
community economy programs; (f) Religious activities programs; (g) Environ-
mental protection and management programs; (h) Agricultural or plantation or
forestry or husbandry or marine and fishery programs; (I) Sustainable energy
programs; (J) Emergency and mitigation programs; and (K) Community assis-
tance program and infrastructure programs. The local researcher translated the
survey results and then translated respondents’ comments into English.

Secondary data was also collected from legislation, companies and local gov-
ernments, and used for the development of contextual information and establish-
ing positive law.

The researchers then categorised the eleven stipulated activities into the three
motivational categories identified by Aguilera et al.: instrumental, relational and
moral. As the programs are designed to both raise awareness and ensure that the
primary objective of CSR, namely, community benefit is the focus, the instru-
mental category is blank in the first instance and contains only ‘X’ where there
is a clear potential instrumental benefit to the organisation. This categorisation
acknowledges Aguilera et al.’s identification of the complexity and possibility
of mixed motives particularly at the organisational level. The result is set out in
Table 1 below.

Certainly, these allocation of motives to regulator categorisations are not hard
and indisputable. Rather, they are tentative, recognising for example, the poten-
tial for instrumental motivations to be operating in all categories while other
motivations may well be operating in the other categories. For example, ensur-
ing apprenticeships are available to local people is categorised as ‘moral’, yet,
our local researcher informs that local employment is a strategy of several of the
organisations to keep local stakeholders from protesting against other aspects of
operations.

5 Findings

This section sets out the findings of the study. We note that a wide variety of pro-
grams were undertaken. This variety was mirrored in the responses of most of the 15
participants. We present below the tables setting out the activities. We then consider
what was gleaned from the surveys pertaining to motivation.

5.1 CSRPrograms Managers Selected Pursuant to the Regulation in Indonesia
(RQ-1)

The overall CSR programs are given in Table 2.
From Table 2, it is clear that all the surveyed firms are engaging CSR and that a

variety of programs are being implemented. Yet, it is equally clear that while there

@ Springer Q ASSER PRESS



B. Sheehy et al.

swrer3old 9INONNSEIJUT PUB 9JUBISISSE AJTUNUILIOD) X 3
swei3oid uone3niw pue Kouadiowyg X r
sweidold A310ud 9qeureisng 1
swreroid K10ysy pue surrewr
10 K1pueqsny Jo A11s9105 Jo uonejued 1o [eIMNOLIY H
sweidoxd juowaSeurw pue uor}ddjold [BIUSWUOIIAUY 's)
sweido1d K)1Anoe sno1soy X e
swerdord Awouoos Ayunwwos Surromodwyg q
sweidoid arejjom d1iqng X a
sweidold wsLnoy 1o e y10dg X D
sweidoxd yireay 10 Suraq-[[opm. q
uoneonpyg A%
(suonoasqng) €1
[eION Teuone[oy [eluownnsu] ORIV £L10Z/C "ON uone[n3oy

suwrer3oxd [e100s pajepuew Jo uonesLosdale) | ajqer

) Springer Q ASSER PRESS



Shifting from Soft to Hard Law: Motivating Compliance When...

ON ON ON ON ON ON ON ON ST INEIA
ON SX SOX ON SIX SOA SO SO 1 INdIA
SOX. SOX SO ON SOX SOK SO EEIN €1 IAIA
ON ON ON ON ON ON ON ON 1 INAI4
ON sok ON ON SOX ON ON ON 1T INYIIA
SOX ON ON SOX SoX ON BEIN ON (IRAIE]
SOX SOX SOX SOX SOX SOX SOX SOA 6 IWHId
SOX SOX SO SO ON SOK SO EEIN 8 IAIA
ON SOX SOX SOA S9X ON SOX ON L INYIA
SOX SO SO ON SOA SOX EEIN ON 9 Y14
SOX SO SO SO SOK SOK SO SOK PRARIE
SOx ON SOX ON ON SN SOX ON v INAIA
SOX SOX SO SO ON SOK SO EEIN € IWAIA
SOX SO SO S S9X SOX ECIN SOA CTINYIA
SOx SOX SOX ON SOX SN SOX SOA T IN™AIA
SIOYIOM
juowdo[oadp eoo| WSLINO,
AImonnselyu] pooyinoqusroN  Ayanoe snoiSiey  Surspuong  jusuwromoduwd A1e100g /11y /110dS  ssauf[opy / UieeH  sdryseonuaiddy weidoid
€l
S[PIIV LI0T/C
A .| d q q o) dq V  ON uone[n3ay
X + [euone[oy X + [euone[oy X + [BIO]N  [euone[oy [euoneoy X + Teuone[ay [euone[oy [eION UOTIBATIOIN

surer3oid Aqiqisuodsal [eroos uoneiodio) g ajqel

) Springer Q ASSER PRESS



B. Sheehy et al.

are five opportunities for instrumental programs (Regulations C, D, F, J and K),
there was a concentration in C, F and K, sport, religion and community assistance
and infrastructure. Programs with less instrumental appeal, education, health and
empowering community (Regulations A, B and E) were still areas of investment.

Taking the analysis further, we can see that health and neighbourhood
development were the most common programs. In terms of programs with greater
instrumental motivations, programs related to religion, infrastructure and sport were
the most common programs.

From Table 3, it is evident that firms have initiated different social programs and
take into consideration of local and community needs. These initiatives include
offering job opportunities to local people in surrounding neighborhoods, the
establishment of health and wealth programs for the local communities and the
commencement of apprenticeship programs for local high school students (8 firms).

These firms took further CSR initiatives by developing programs that integrated
local and community needs and prioritized local demands and well-being (12
firms). The programs of these firms are particularly noteworthy as they align with
arguments made in previous studies: CSR programs should emerge in response
to local, contextual problems and issues to take account of different, distinctive
settings.®?

Connecting the programs under the provincial laws with the national government
mandate for CSR programs provides some interesting insights. In Table 4 below
the programs are compared with nationally mandated programs.3* All activities on
Table 4, Partnership program and Community Development, arise from Republic
Law 04/2020. In the table, the firms’ engagement in such programs is noted and
expressed in terms of frequency and percent.

Again, it is clear from Table 4 below that there is a fair diversity of programs.
There is an absence of activity in the agricultural sector for reasons unknown. The
rest of the activity appears relatively evenly distributed.

Finally, we turn to consider environmental programs, programs considered to be
‘stewardship’, falling into Aguilera et al.’s moral category.

From Table 5, it is evident that firms have initiated different environmental
programs to protect the natural environment. These include the establishment of
environmental protection and management programs, establishment of green and
tree planting programs (14 firms). Additionally, a significant number of surveyed
firms took initiatives for environmental activities such as the establishment of a solid
waste handling program and the development of a management program for handling
environmental disasters (7 firms). Finally, 60% of firms surveyed established a
liquid waste handling program (9 firms). Despite Aguilera et al. considering these
programs ‘moral’ in nature, it should be noted that they are strongly implicated in
economic studies as instrumental,® an important issue for Indonesian firms which
oppose CSR in the first instance on concerns of the economic consequences.®

83 Jamali and Mirshak (2007); Yin and Zhang (2012); Khan et al. (2014).
8% Sheehy and Damayanti (2019).

85 Reinhardt et al. (2008).
8 Gunawan (2016).
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Table 4 Frequency of corporation social responsibility economic programs (n = 15)

Frequency %

1. The establishment of community empowerment for economic development 9 60%
2. Establishment of partnership program, with government bodies for SMEs 7 46%
3. Development of public welfare program 7 46%
4. Agriculture / plantation / forestry / husbandry and livestock / marine and 2 13.33%

fishery program

Sources: Compiled from findings

Table 5 Frequency of corporation social responsibility environmental programs (n = 15)

Frequency %

1. Establishment of environmental protection and management program 14 93.33
2. Development of sustainable energy program 5 33.33
3. Development of disaster management program in case of disaster environment 7 46
4. Establishment of recycling program 6 40
5. Establishment of green and tree plantation 14 93.33
6. Establishment of solid waste instalment program 7 46
7. Establishment of liquid waste instalment program 9 60
8. Establishment of noise waste instalment program 5 33.33
9. Establishment of air and gas waste installation program 5 33.33

Source: Compiled from findings

It must be mentioned that many of the programs, such as religious and community
infrastructure building, would have significant relationship motivations. In particu-
lar, these programs would make a strong, positive impression on local communities
about the social value of the presence of these businesses in the local community.
Finally, none of the programs were overtly exploited for instrumental purposes. It
appears that the CSR regulation is sufficient in limiting instrumental motives. While
these motives are clearly in operation as would be expected, they did not dominate
to the extent of excluding the relational and moral motives.

5.2 Investigating Managers’ Opinions on CSR Issues and Their Underlying
Motivation in the Regulated CSR Environment of Indonesia (RQ2 and RQ-3)

This review of programs categorised as instrumental, relational, and moral was
probed in the dialogues accompanying administration of the questionnaire. In these
dialogues, most firms were clear that their motivation was compliance-i.e., instru-
mental. They were not motivated by moral concerns for workers or neighbouring
communities or the environment. Nor yet were they particularly interested in other
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firms’ behaviours—contrary to isomorphic theories of firm behaviour.’” Finally,
they found little interest in using CSR as a means of strategic differentiation or other
economic advantage—contrary to strategic management theory on this issue.®®
Rather, CSR programs were merely one more requirement of government and sim-
ply a cost of doing business, consistent with Gunawan’s findings.

It is possible, however, to extract further information about motivation from the
choice of CSR programs. It would appear that in complying with the regulation,
most firms were motivated relationally, to assist the local community, as the major-
ity of firms selected CSR programs that had a strong local focus. We note too that,
with the exception of agriculture, a range of programs were chosen again reflecting
consideration of the needs of the local community. Thus, beyond compliance, we
can see some interest in and motivation to support the local community through dif-
ferent programs.

In the process of administering the survey, we found two firms that were clearly
engaged in CSR programs on their own initiative pursuing moral goals. In both of
these firms, the CSR programs were enactments of founders’ philosophies—philos-
ophies about the nature of the firm and its relationship to society which provided
moral motivation for the CSR programs.

5.3 Creating Relationally Motivated CSR Programs Through Regulation
is Sufficient to Adequately Limit Instrumental Motives (RQ-3). Is CSR Hard
Law an Effective Strategy for Increasing Public Good and Reducing Harms
of Private Enterprises (RQ-4)

This study provides insight into hard CSR regulation and its operation in the context
of Indonesia. It demonstrates that hard regulation is able to generate a significant
response among businesses. These responses generate public good, and further,
such responses are not merely limited to instrumentally motivated CSR behaviours.
Rather, while certainly elements of instrumental motivation are evident in CSR
programs chosen, a variety of programs, often with less obvious instrumental
and more clearly relational and moral motivations of social and environmental
care prevailed. Programs that made real contributions to the community were in
evidence: they promoted community well-being. While certainly some, such as
the religious programs, have strong, positive reputational effects, those with less
obvious implications were not wholly ignored. As such, there is certain evidence
of law working to limit self-interested behaviour and rebalance the private-public
benefit of corporate organisations’ operations.

Further, the investment in environmental programs was unexpected. While the
provincial regulation did not require it, many of the firms did (Table 5). Further,
although the central government required it in some instances, as previously
mentioned, there is a lack of penalty for non-compliance. The requirement of
Republic Law 04/2020 (which replaced Republic Law 07/2015) is likely to have

87 DiMaggio and Powell (1983).
88 Heslin and Ochoa (2008).
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provided some incentive; however, it is unclear whether and to what extent this was
the case in motivating this investment in environmental improvement.

Interestingly, there is anecdotal evidence of persistent moral motivations, setting
aside instrumental motives where firm founders were motivated to be socially
integrated. These moral motivations seem to persist and drive a higher quality of
CSR program and engagement. Of particular note for our study, is that we did not
see mandated CSR as driving out the moral motivation. While it is unclear whether
moral motivations at the individual level have changed, the evidence is clear at the
organisational level.

Our study demonstrates that a range of motivations continue to operate in
organisations. Intrinsic, self-transcendent motivations survive and remain significant
in a mandatory environment. By the same token, it is obvious that extrinsic
motivations, the self-enhancing motivations are at work, as one would expect.

It is further evident that CSR can continue to be an effective flexible response
to local conditions, where the regulation allows sufficient discretion to upper
management. In other words, although government may have mandated CSR, the
specific CSR programs may still be tailored to local community needs. The CSR
programs selected by companies to a considerable degree reflected real engagement
in community needs and efforts to address local community concerns. From this
finding we can conclude with at least some level of certainty that there is relational
motivation to meet community needs and not simply blind, lowest cost compliance.
The regulation appears to be sufficient to avoid exclusively instrumentally motivated
CSR and serves as a good safeguard for reducing harms from private sectors
externalities. From that finding, we can say that relationally motivated CSR program
limit the instrumentally motivated CSR activities in the context.

Nevertheless, it was equally clear was that for the most part, firms were engaged
in CSR in order to comply with law. Most firms did little more than was required
demonstrating that there was little motivation beyond compliance. In other words,
there is some evidence and argument for the implementation of mandatory CSR
regulation if the aim is to improve local community living. Additionally, it is clear,
at least in this limited sample, that firm philosophy may remain a fundamental
motivation for firms’ CSR. In particular, firms that are committed to CSR programs
philosophically do not find their commitment being overridden or displaced by
law. The concern that mandatory CSR will necessarily drive out philanthropic
motivations® as found elsewhere” is not borne out by the evidence in Indonesia.
These findings are important because they provide counter evidence to the view that
mandating CSR will do little more than drive out responsiveness and pre-existing
moral motivations.

% Ayres and Braithwaite (1992).
%0 Bhagawan and Mukhopadhyay (2019).
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6 Conclusion

This study provides insight into motivation at individual and organisational levels in
the shift from soft to hard law. Using the case of CSR regulation and its operation
in the context of a developing country such as Indonesia, it demonstrates that hard
regulation is able to generate a significant response among businesses for social and
environmental care. The current study contributed to an understanding of law by
providing insight into motivating compliance. It demonstrated that hard law can be
an effective way of motivating organisations. Further, it demonstrated that hard law
need not crowd out intrinsic moral motivations—and particularly, that organisational
leaders will be motivated by self-determination, organisational justice and social
influence in developing compliance regimes and related decision-making.

The study also provided insight into the CSR literature in two significant ways. First,
the study provides critical insight on the issue of instrumental versus moral motives
in the context of hard regulation. Questions about these issues were an unanswered
issue in the regulation and governance and in the CSR literature. In particular, there
was no study addressing the question of firm motivation, whether firms would comply
with CSR regulations instrumentally or out of a moral concern for community and
environmental matters in the context of the emergence of hard law. The current study
contributes to the literature by answering this question. Additionally, the current study
captured the attitudes of managers of CSR programs in a hard-regulatory environment.
Prior studies investigated managers motivations in CSR, when CSR practises were
predominantly voluntary.” Our study contributes to the literature by capturing
managers’ CSR choices and behaviours in a hard regulatory environment.

Second, our study broadens the understanding of CSR in Indonesia. While prior
research of mandatory CSR regulation provided some insight into firms’ responses
in other emerging economies such as Bangladesh,” there was lack of information
about CSR in Indonesia. The current study has contributed detailed accounts of CSR
in Indonesia. This study supplements prior work on CSR in Indonesia providing
insight into the implementation of law®® in the current case a success of sorts in
comparison to the corruption found in the earlier study.

There are a number of limitations to this study. First, the sample is relatively
small to make strong claims of generalizability. That is an area for further study.
Second, had we been able to conduct qualitative research such as using interviews, it
would have been possible to probe further and add nuance to the issues of program
selection and individual motivation. Third, the current study has been conducted
only in the context of Indonesia, so findings cannot be generalised beyond that
context. Given mandatory CSR regulations are being enacted found in other
developing countries, future research can compare the effectiveness of mandatory
regulation by examining two or more developing countries and taking institutional,
political, and socio-economic contexts into account.

91 Khan et al., (2009); Belal and Owen (2007); Costa and Agostini (2016).
92 Khan et al. (2020); Khan et al. (2021a); Bose et al. (2018).
93 Sheehy and Damayanti (2019).
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With the rapid and significant investment in the development of mandatory CSR
it is clear that more research is required into regulatory design and potential unin-
tended consequences and effects. These effects need to consider not only the actual
programs developed and implemented, but also motivation, for after all, it is the
underlying motivation which enlivens any compliance and informs related decision
making about CSR, law and its implementation.
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