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CHAPTER I 

INTRODUCTION 

 

 

1.1. Background 

          In conducting business operations, business people should not only pursue 

profit but they are also expected to contribute positively to the social environment. 

This is because people have become more critical and capable of social control 

over the business. This business strategy is known as corporate social 

responsibility (CSR).  

   The term of CSR was found for the first time in the writings of Social 

Responsibility of the Businessman in 1953 (Bowen, 1953). Howard Rothman 

Browen revealed that the presence of CSR is not obliged by the government or 

authority, but rather it is a commitment that was born in the context of business 

ethics (beyond legal aspects) in order to prosper as a society based on the 

principle of merit as the value and needs of the community. 

In particular, Utama (2007) stated that the development of CSR was 

associated with more extensive environmental damage in Indonesia and the world, 

ranging from deforestation, air and water pollution, and climate change. 

According to the Act No. 40, 2007 on Limited Liability Companies, CSR was 

defined as: 

“Environmental and Social Responsibility is the commitment of the 

company to participate in sustainable economic development to improve 

the quality of life and environment that are beneficial, for the company 

itself, the local community and society at large”. 
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Through this laws, each corporation is obliged to implement it. It is 

certainly beneficial that the presence of CSR disclosure will have an impact, 

either directly or indirectly to corporate finance in the future. Investors also want 

their investment and confidence in the company to have a good image in the 

public . Thus, if companies do CSR programs as an ongoing basis, the company 

will be able to run well. Therefore, the CSR program is more appropriate to be 

classified not only as an investment but also as the business strategy of the 

company (Siregar, 2007). 

In accounting, there is also a concept of social accounting as a part of the 

knowledge of accounting and report that is aimed to measure the social effects 

(social costs and benefits) arises from the business unit's activities (McNamara, 

1999). Hence the company has a broader responsibility to make money not only 

for shareholders, but also for all stakeholders. Company in this case is an 

economic entity that is responsible not only for shareholders but also for the wider 

community (Kurniawan, 2007). 

In accordance to social accounting, the annual financial report is one tool 

that can be used for the disclosure of social and environmental information. In line 

with this, SFAS was created to enable investors and regulators to better evaluate 

the firm's performance. SFAS No. 1 (Revised in 1998) paragraph 9 states that: 

“The company may also present additional reports such as statements 

about the environment and the value-added (value added statement), 

especially for industries where  environmental factors play an important 

role for the industry and consider employees as a group of users of 

financial statements”. 
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In addition, the economic decision made by looking at a company's financial 

performance is no longer relevant now. Eipstein and Freedman (1994), in 

Anggrainy (2006), found that individual investors are attracted to social 

information reported in the annual report. Therefore, a tool that can provide 

information about the social, environmental and financial aspect is needed. This 

report is known as sustainability report. Specifically, sustainability report is used 

to report economic policy, environmental and social impact and performance of 

the organization and its products in the context of sustainable development. 

Sustainability report includes the report on economic, environmental and social 

influences in relation to organizational performance  (The Association of 

Chartered Certified Accountants (ACCA), 2004 in Anggraini, 2006). 

However, most companies face various challenges from the external 

environment which are often difficult or dilemmatic to response. Poor governance 

is one of main obstacles that discourages companies to invest in Indonesia. 

According to Koster (2007), even those with high commitment on CSR wonder 

how to sustain their meticulous efforts in such a business climate. 

For mining and natural resources companies, the attention to social issues 

and the development of social relations associated with the local people or local 

communities is increasingly important. The emergence of social problems have 

the potential to interrupt the company’s of operations and to cause high 

transaction costs which will become a financial burden as well as give a bad 

reputation and image of the company. Many big companies has a goal to create 

and maintain a harmonious relationship with the environment in the surrounding 
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areas of operations as well as to cooperate with the government to provide great 

benefit for society. Therefore, a group of business activities needs a social 

responsibility to help the wider community, around its workplace. The social 

responsibility together with commitment and decision-makers for those general 

measures in addition to their own interests, also provides improved welfare. In 

this case, there are several elements: (1) social responsibility, an obligation where 

the institutions should be accountable to their economy, (2) the institutions are 

responsible for the polluted environment, discrimination in employment, and 

ignoring the needs of their employees (O’Dwyer et. al, 2005). 

A research titled “Pengaruh Corporate Social Responsibility terhadap 

Kinerja Perusahaan (studi empiris pada perusahaan yang tercatat di bursa efek 

Indonesia pada tahun 2005 dan 2006) that was done by Dahlia and Siregar (2008) 

stated that the level of CSR disclosure in corporate annual reports had positive 

effect on return on equity (ROE) as a proxy variable of financial performance. 

This means that there is a significant productive effect between CSR activities 

undertaken by the company with the financial performance of the company. 

Moreover, Balbanis, et al. (1988) had examined the effect of CSR disclosure in a 

company's profitability listed on the London Stock Exchange. The results have 

shown that the disclosure of CSR in the company is positively correlated to 

overall profitability, but negatively correlated to market performance. However, 

different results were got by Sembiring (2003) in his research titled “Karakteristik 

Perusahaan dan Pengungkapan Tanggung Jawab Sosial : Studi Empiris pada 
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Perusahaan yang tercatat di Bursa Efek Jakarta” found that profit was not 

proven in CSR disclosure. 

Based on the background issues that have been described above, the title 

of the current research is: "The Effect of Corporate Social Responsibility to 

Financial Performance"(The Case of Mining and Natural Resources Industry  

listed on Indonesian Stock Exchange (IDX))”. 

1.2.  Research Problem and Question 

Based on the background that has been described above, the author has 

formulated the research problem: 

“Does CSR disclosure influence the financial performance of the natural resources 

and mining corporations listed on Indonesia Stock Exchange (IDX) ?” 

The research used Corporate Social Disclosure Index  (CSDI) as a measure of 

CSR disclosure, based on indicators from Global Reporting Initiative  (GRI). 

While the financial performance are proxied by return on equity (ROE) and 

cumulative abnormal return (CAR) . 

1.3.  Research Purpose  

Based on the research problem, the objective of this research is to    

analyse influence of CSR disclosure to financial performance of the the Natural 

Resources and Mining Corporations listed on Indonesian Stock Exchange (IDX). 
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1.4. Research Contribution 

 The research is intended to contribute to: 

1. The author 

To deepen the knowledge about CSR and its influence on financial performance 

of the corporations. 

2. The corporations 

Based on the research result, the company can make a decision about the needs of 

CSR for a long term profit. 

3.  The academics 

This study is expected to increase knowledge and  add the references for students 

in relation to CSR. 


