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THE INFLUENCE OF CSR ON PERFORMANCE AND ITS
DETERMINANTS IN LISTED COMPANIES IN INDONESIA

This paper explains the influence of corporate governance (CG) and its characteristics to cor-
porate social responsibility (CSR) as well as the impacts of CSR on corporate performance in top-
200 listed companies in Indonesia. Content analysis of 2014 annual reports, CSR report/sustain-
ability reporting, and online CSR information published by these companies was employed using
Indonesian corporate governance disclosure standard and ISO 26000 guidance on social respon-
sibility to measure CG and CSR indices. Covariance analysis was then used to find the influence
of CG index and corporate characteristics (company’s size, industry group, company’s age, share
trading volume, share price and risk, share ownership structure) on CSR index and the impacts of
CSR index on corporate performance (financial, customer and employees performance). The
results indicate that both CG and corporate characteristics had impact on CSR. Likewise, CSR
had impact on business performance.

Keywords: corporate performance; corporate governance; CSR; Indonesia; listed companies.

Tapini Kac6i Pino
BILIVB KOPIIOPATUBHOI COIIAJIBHOT BIIITOBIZIAJIBHOCTI
HA PI3BHOMAHITHI EKOHOMIYHI TOKA3HUKUA
THIOHE3IMICbKNX KOMITAHIN, IIIO KOTUPYIOThCHA
HA ®OHJIOBII BIPXKI

Y cmammi nosicneno enaue xopnopamuenozo ynpaeainusa (KY) na xopnopamueny couiaas-
Hy gionogioaavricme (KCB), a maxoxc 36opomuiii énaue KCB na KY das mon-200 xomnaniii,
wo Komupyromucs Ha orooeiii 6ipxci Inoonesii. B konmenm-anaaizi euxopucmano oani Qinan-
cosux 36imie Komnanii 3a 2014 p., ixui 36imu wodo KCB disavnocmi, a maxoyc inghopmauiio,
docmynny ouaaiin. /[as pospaxyuxy indexcie KY ma KCB makoxc éuxopucmarno indonesiiicoxuii
Kopnopamuenuii cmanoapm 3 po3xkpumms ingpopmauii ma IS0 26000. Ilicas mozo éuxopucma-
Ho Koeapiauilinuili anaais euseienns enaugy KY ma oxpemux xopnopamuenux napamempie (po3-
Mip KoMRnauii, 2aay3eea Ha1eXHCcHICMb, 6IK HA PUHKY, 00CA2 Mop2ieé akuiil, piéeHb pusuKie, cmpyx-
mypa éaachocmi) na indexc KCB, a makoxc naénaxu — énaué KCB na xopnopamueni noxasnu-
Ku (Qinancosi, 3 mouxu 30py Kaicumie, 3 mouxu 3opy cniépobdimuuxis). Pesyiomamu éxaszyiomo
Ha me, wo npaxmuuHi éci acnexkmu KY moncymv mamu énaué na KCB. Y moii sce wac KCB
MaKodic Modxce GNAUHYMU HA Bi3Hec-pe3yabmamu.
Karouosi caosa: kopnopamueHa pe3yrsmamughicms,; KOpROPaAmMuHe Ynpasaints,; KOpRopamueHa
coyianvra gionosidanvricms,; IHooHe3iA.
Puc. 1. Taba. 1. Jlim. 38.

Tapumu Kacou Pumo
BJINSTHUE KOPITOPATUBHOI COILIMAJIBHOM
OTBETCTBEHHOCTU HA PA3JIMYHBIE DKOHOMWYECKUE
TTOKA3ATEJIN NHIOHE3NNCKNX KOMITAHUN,
KOTHUPYIOIIINXCA HA ®OHIOBOMN BUPXKE

B cmamve o0sscneno eausnue xopnopamuenozo ynpaeaenus (KY) na xopnopamuenyio
couuaavryro omeemcmeennocmsv (KCO), a maxxce oopamnoe éausnue KCO na KY oas mon-
200 komupyrowuxcs komnanuii Huooneszuu. B konmenm-anaause ucnoav3o6anvt 0annvle punan-
coeblx omuémoe komnanuii 3a 2014 2., ux omuémos no KCO deameavnocmu, a maxice ungop-
Mmauus, docmynnas onaain. /s pacuéma unoexcoé KY u KCO maxice ucnoavzosanvt undone-
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3ulicKuli Kopnopamuenolii cmandapm no packpoimuro ungopmauuu u ISO 26000. 3amem
UCNO1b306AH KOBAPUAUUOHHDLI AHAAU3 045 8blseaenus eausnust KY u omdeavnovix kopnopamue-
HbIX napamempos (pasmep KOMHAHUU, OMPACAEEAst NPUHAOAEHCHOCHIb, GO3PACH HA PbIHKE,
006éM Mmopeos axuuil, uena aKuuu, ypoeeHsv PUCK08, CMPYKMypa coGcmeeHHocmu) Ha uHoeKc
KCO, a maxxce naobopom — eéauanue KCO na xopnopamuenvie noxazameau (punancogvie, ¢
MOYKU 3peHUs KAUCHMO06, C MOYKU 3PeHUst compyOHuKos). Pesyiomamol yxasvigaro m, 4o npak-
muuecku éce acnexkmuvt KY moeym umemy éausnue na KCO. B mo xce epems u KCO moxncem
6AUsIMb HA OU3HEC-Pe3yAbmantol.

Karouesvie caoea: kopnopamusHas pe3yabmamusHOCb, KOPROPAMUBHOE YRPABAeHUe; KOPRopa-
muenas couyuanvras omeemcmeenHocmos; Mnoonesus.

Introduction. According to ISO 26000 (2010), social responsibility is the respon-
sibility of an organization for the impacts of its decisions and activities on society and
the environment through transparent and ethical behaviour that contributes to sus-
tainable development, health and society welfare; takes into account stakeholders’
expectations; is in compliance with applicable law and consistent with international
norms of behaviour; and is integrated throughout the organization and practiced in
its relationships.

This is inline with the concept of corporate social responsibility as stated by
A.B. Carroll (1979: 497—505) who said that a company had 4 responsibilities, name-
ly economic, legal, ethical, and discretionary responsibilities. Likewise, a private cor-
poration had responsibilities to society that extend beyond making profit (Wheelen
and Hunger, 2011: 72), attempting to harmonize the goal of achieving economic
prosperity, environmental quality, and social justice, or turning the traditional finan-
cial bottom line to be triple bottom lines (Elkington, 1997: 2).

Many believe that corporate social responsibility (CSR) activities will bring
many benefits to the company. M. Porter and M. Kramer (2006) emphasized that
strategic CSR will minimize the increasing risk of government regulations, exposure
to criticism and liability, and consumers’ attention to social issues. Furthermore, they
concluded that CSR becomes increasingly important to competitive success.
Meanwhile, K. Welter (2011) summarized previous literature on benefits of CSR into
3 groups, i.e. philosophical purposes, financial reasons, and competitive advantages.

As a developing country with many corporations operating in natural resources
related business, the world also demands Indonesian companies do business more
responsibly. There has been many regulations and initiatives to improve CSR prac-
tices in Indonesia. However, inside the business community in Indonesia CSR is per-
ceived as being limited to donation and community development activities. Indonesia
Stock Exchange is also regarded as one of the worst in the world in CSR, according
to CK Capital, Aviva Investors and Standard & Poor’s (2013).

The objective of this research is to understand CSR implementation in the top-
200 listed companies in Indonesia along with its determinants as well as its implica-
tions on corporate performance.

Literature review. Previous research has shown that the level of CSR implemen-
tation is affected by several factors. The first is corporate governance, as concluded by
(Kassinis and Vafear, 2002; Haniffa and Coke, 2002; Eng and Mak, 2003; Beltratti,
2005; Brammer and Pavelin, 2006; Gibson and O’Donovan, 2007; O’Sullivan, 2008;
Khan, 2010; Adnan et al., 2011; Chong and Freedman, 2011; Rouf, 2011; Rahimi et

AKTYAJIbHI NPOBJIEMW EKOHOMIKN Ne10(184), 2016



AEMOTIPA®ISI, EKOHOMIKA NMPALI, COLIAJIbHA EKOHOMIKA | MOJ1ITUKA 261

al. 2012; Allegrini and Greco, 2013; Hassan, 2013; Kend, 2015). The second is cor-
porate characteristic, as explained by (Gray et al., 2001; Adams, 2002; Gallo and
Christensen, 2011; Galani et al., 2011; Rouf, 2011; Melo, 2012; Sabir et al., 2012;
Naser and Hassan, 2013; Seng, 2013; Soliman, 2013; Kend, 2015). While other fac-
tors that affect CSR implementation are organizational culture (Maignan et al., 1999;
Adams, 2002; Melo, 2012; Sabir et al., 2012), management tenure (Melo, 2012) and
strategic plan (Sabir, 2012).

Corporate governance and characteristic are used in this research as determi-
nants of CSR implementation. G. Kassinis and K. Vafeas (2002) found a statistically
significant relationship between corporate governance of board composition and cer-
tain aspect of CSR, i.e. environmental responsibility. R. Rahimi et al. (2012) argued
that corporate governance was needed to incorporate and manage CSR within cor-
porate policies, practices and reporting. In their research on Tehran Stock Exchange,
R. Rahimi et al. (2012) did not find a significant relationship between corporate go-
vernance and CSR.

On the other hand, it was reported in several studies that corporate governance
has a positive impact on corporate performance. Research by "Credit Lyonnais
Securities Asia" (CLSA, 2001) on 495 companies from various countries in Asia con-
cluded that corporate governance significantly affects financial performance.
P.A. Gompers et al. (2003) also concluded there was a positive correlation between
company’s stock performance at the capital market with its corporate governance
score.

Corporate characteristics which may affect CSR according to C.A. Adams
(2002) include size, industry group, corporate age, financial/economic performance,
share trading volume, price and risk (beta), decision horizon (long- or short-term),
debt/equity ratio, and political contributions. Meanwhile, according to K. Naser and
Y. Hassan (2013) corporate characteristics include size, industry type, and profitabil-
ity. R'W. Robert (1992) found that corporate age and size had positive impacts on
CSR, while share risk (beta) had a negative one. Soliman (2013) concluded that cor-
porate size and probability had a positive and significant to CSR implementation,
while corporate age did not have a significant influence on CSR implementation.

Research on the relationship between corporate social responsibility (CSR) and
corporate performance has attracted many researchers for years. Generally, the
research intended to prove that socially responsible activities by a company lead to a
positive impact on company’s financial performance. However, there had been
inconclusive results of the relationship between the two.

For that reason, M. Orlitzky et al. (2003) conducted a meta-analysis to 52 pre-
vious studies which involved 30 years of empirical data and 33,878 samples and con-
cluded that CSR had positive impact on corporate performance. Similar study was
done by J.D. Margolis and J.P. Walsh (2003) and described that from 109 previous
studies, 54 studies showed a positive and significant relationship between CSR and
performance, 20 studies with various results, 28 studies said there was no significant
relationship, and 7 studies revealed negative relationship. For Indonesian case,
J. Oeyono et al. (2011) investigated the level of CSR conducted by the top 50 corpo-
rations in Indonesia and its relationship with company’s profitability and concluded
that CSR level, measured based on Global Reporting Initiative (GRI) guidelines, had
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a positive relationship with profitability, measured by company’s EBITDA and
EPS.

J.D. Maignan et al. (1999) tried to find the impact of CSR limited to not only
financial performance, but corporate performance in a wider context. They conclud-
ed that CSR had a positive and significant influence on employee commitment, cus-
tomer loyalty, and business performance.

CSR practices in Indonesia has only been legally started in 2007 marked by the
issuance of Law Number 40 year 2007 regarding Corporation. Article 74 of the Law
said that all companies operate in and/or related to natural resources have to follow
social and environmental responsibilities.

The Indonesian state’s owned companies (SOEs) has started some activities that
become part of CSR activities several years earlier. The Ministry of SOEs is sued the
Minister Decree # Kep-216/M-PBUMN/1999 as of 28 September 1999 concerning
partnership and environmental management programs for SOEs, # Kep-
236/MBU/2003 as of 17 June 2003 concerning SOEs partnership with small enter-
prises and environmental management program, then reenforced by Law # 19 in
2003 on SOE and SOE Ministry Regulation # Per-05/MBU /2007 concerning SOEs
partnership with small enterprises and environmental management program, all stat-
ed that each SOE has to allocate 4% of its net profit on partnership and environmen-
tal management programs, equally 2% each for partnership program and for envi-
ronmental management programs. SOE partnership program with small enterprises
is a program to improve the capacity of small enterprises to be strong and self suffi-
cient through the utilization of funds from SOE.

The author observed that many business practitioners in Indonesia demonstrate
misunderstandings on CSR laws, stating that companies that operate in area other
than in/related to natural resources are not obliged to conduct CSR programs. This
showed that most of them did not understand the CSR concept well. The author also
observed that CSR was still perceived as limited to philanthropic and community
development activities by majority of Indonesian business practitioners.

Different from CSR, corporate governance practice in Indonesia has been initi-
ated long time ago. Since 1999, or soon after Indonesia was hit badly by the Asian
monetary crisis Indonesian government set up a National Committee for Corporate
Governance Policy. One of the important product of the committee was the Code for
Good Corporate Governance (March 2001), which was revised in 2006. The com-
mittee has also published the Code for Good Public Governance (2009) and for Good
Sharia Business Governance (2010); Sectoral Code for Banking (2004, 2013), for
Insurance and Reinsurance (2009), for Actuarial Consultants (2011), and for
Insurance and Reinsurance Brokers (2011). Moreover, it has issued GCG Manual for
business cthics (2011), for whistleblowing system/WBS (2008), audit committee
(2002), and for risk management (2011).

In the capital market area, since 2000 by the issuance of Circular Letter No SE-
03/PM/2000, Indonesian Capital Market Supervisory Board has recommended all
the companies listed at Indonesian Stock Exchange to have independent commis-
sioner and audit committee. Following the enactment of Law No 8§ (1995) on Capital
Market, the Board has also issued many regulations, among others, related to conflict
of interest on certain transactions, planning and implementation of Sharcholders
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General Meeting, Information Disclosure, Corporate Secretary, as well as Directors
and Commissioners. Moreover, the Indonesia Financial Service Authority, in which
now the Capital Market Supervisory Board is included into, has launched a
Corporate Governance Road Map for Issuers and Public Companies (4 July 2014).

Methodology. This research observed 200 biggest companies, measured by their
revenues, listed at the Indonesia Stock Exchange for the year 2014. Secondary data
was gathered from 2014 companies’ annual reports, companies CSR/sustainability
reports, either based on international GRI guide lines or other standards, and online
CSR information on companies website accessed during June 2015.

Independent variables in this research are corporate governance and corporate
characteristics. Corporate governance is measured by Indonesian corporate gover-
nance disclosure standard published by Annual Report Award (ARA) committee. The
ARA committee consist of Bank of Indonesia, Financial Services Authority,
Indonesian Stock Exchange, Ministry of State’s Owned Enterprises, Directorate
General of Taxes, Indonesia Accountant Association, and National Committee on
Governance Policy. According to ARA, a company shall disclose its corporate gover-
nance which includes: 1) Board of Commissioners; 2) Directors; 3) Audit
Committee; 4) other committees under the Board of Commissioners; 5) Corporate
Secretary; 6) Internal Audit; 7) External Auditor; 8) Risk management; 9) code of
conduct or code of ethics; 10) whistle-blowing system. The 10 ARA governance dis-
closures is then detailed more to be 37 corporate governance parameters. Meanwhile,
corporate characteristics used in this research are size, industry group, corporate age,
share trading volume, share risk/beta, debt/equity ratio, and ownership structure.

On the other hand, dependent variables were CSR and corporate performance.
CSR is measured using core subjects in ISO 26000 (2010), by excluding organiza-
tional governance: 1) human rights; 2) labour practices; 3) environment; 4) fair oper-
ating practices; 5) consumer issues; 6) community involvement and development.
Based on that ISO 26000 (2010) standard, there are 36 parameters to measure CSR.
Lastly, corporate performances measurement used in this research are: 1) financial
performance, i.e. ROE and ROA; 2) customer performance, measured by sales
growth; 3) employee performance, measured by employee turnover.

There are three analyses used in this research. First is the content analysis based
on corporate governance and CSR disclosure standards to be applied to company’s
reports to form both corporate governance and CSR implementation index. The se-
cond is descriptive analysis to describe data phenomenon or characteristics, and last-
ly covariance analysis or ANCOVA as an inferential analysis to analyse the direct
influence of corporate governance and characteristics to CSR and likewise the direct
influence of CSR on corporate performance.

Content analysis is the method of codifying the content or piece text of into cat-
egories based on chosen criteria (Weber, 1988). To develop both corporate governance
and CSR implementation index, the author employees an ordinal measurement by
using "0" and "1" scale. "0" is given if there is no available information as required in
company’s report, while "1" is given when company’s report shows the required cor-
porate governance/CSR information.

Corporate governance implementation index of company "X" is calculated by
adding the score of all 37 corporate governance parameters. The maximum corporate
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governance score that might be achieved by a company is 1 x 37 = 37. Therefore, cor-
porate governance index for company "X" (CGI(x)) is corporate governance score for
company "X" (CGS(x)) divided by the maximum score of corporate governance of
37. Moreover, CSR implementation index for company "X" is calculated by adding
the score of all 36 CSR parameters. The maximum score for CSR is 1 x 36 = 36.
Therefore, CSR index for company "X" (CSRI(x)) is CSR score of company "X"
(CSRS(x)) divided by 36.

Covariance analysis or ANCOVA is used to find direct impact of corporate go-
vernance and characteristics on CSR as well as direct impact of CSR to corporate
performances. Likewise, there is a direct impact from corporate governance to char-
acteristics to corporate performance. The following are the illustration of the test:
Figure 1.

X

y zZ

e

z — corporate performance of company "X"; y — CSR index of company "X"; x; — corporate
governance index of company "X"; x, — corporate characteristic of company "X".

Figure 1. Test, author’s

ANCOVA is a statistical technique for equating groups on one or more variables
when testing for statistical significance using the F-test. It adjusts scores on a depend-
ent variable for initial differences on other variables, such as pre-test performance or
1Q (Holosko and Thyer, 2011). It is used to find the influence of an independent vari-
able to a dependent variable by controlling other qualitative variables. It is a useful
analysis technique to increase the precision of a test because there is control to the
influence of other independent variables. Other uncontrolled variables are called
covariates. They are used if independent variable consist of numeric and categorical
quantitative variables. It is combination of a comparative and correlational tests.

Findings. There are 7 hypotheses in this research:

HI1. The level of corporate governance implementation in the top-200 listed
companies in Indonesia is low.

H2. The level of CSR implementation in the top-200 listed companies in
Indonesia is low.

H3. Corporate governance influences CSR implementation in the top-200 list-
ed companies in Indonesia.

H4. Corporate characteristics influence CSR implementation in the top-200
listed companies in Indonesia.

HS5. CSR implementation influences corporate performance in the top-200 list-
ed companies in Indonesia.

He6. Corporate governance influences corporate performance in the top-200 list-
ed companies in Indonesia.

H7. Corporate characteristics influence corporate performance in the top-200
listed companies in Indonesia.

AKTYAJIbHI NPOBJIEMW EKOHOMIKN Ne10(184), 2016



AEMOTIPA®ISI, EKOHOMIKA NMPALI, COLIAJIbHA EKOHOMIKA | MOJ1ITUKA 265

Characteristic of the 200 top-listed companies in Indonesia is as shown in the
following descriptive statistic summary (Table 1).

Table 1. Statistic results summary, author’s

Variables Min Max Mean STD
Corporate governance (x1) 9 37 26 7.18
Corporate characteristics (x2)
Size (trln IDR) 0.23 855 33.69 99.22
- Industry group 1 9 — -
- Age (year) 6 120 36 19.01
- Share trading volume (average min share/year) 0.03 33,759 3,132 5,567
- Share risk/beta 0.01 5.82 1.08 0.84
- Leverage (debt/equity ratio) (8.59) 30.30 2.23 3.53
- Ownership structure 1 4 - —
CSR implementation (y) 8 35 22 6.37

Corporate performance (z)

financial performance — ROE (0.89) 7.99 0.16 0.60
financial performance — ROA (0.34) 0.43 0.05 0.09
Customer performance (0.58) 0.75 0.11 0.17
Employee performance (0.88) 0.90 0.04 0.17

The maximum corporate governance score that might be achieved by a compa-
ny is 37, and Table 1 shows that there are some companies that could achieve that
maximum score of 37 in their corporate governance implementation according to
national "Annual report award" corporate governance disclosure standard. Moreover,
the average score of corporate governance implementation in the top-200 listed com-
panies in Indonesia is 26 of 37 or 70% could be categorized as "good". However, none
of the top-200 has fully implemented CSR according to the international standard
ISO 26000, as shown in the table that the maximum score of CSR implementation is
35 or below the standard of 36. Likewise, the average score of CSR implementation
is only 22 of 36, or only 61% from the international standard, this could be catego-
rized as "fair".

This research has passed all classical assumptions test that consist of normality,
homogeneity, significance, and linearity as well as autocorrelation. This analysis uses
t-statistics and F-test by taking significance level of 5%. It means that if the signifi-
cance level is less than 0.05, Ha is accepted, and on the contrary it is rejected if the
significance level is more than 0.05.

The results for the hypotheses # 3—7 testing using ANCOVA are as follows:

1. Corporate governance and corporate characteristics simultaneously have a
significant and positive impact on CSR. Partially, corporate governance, industry
group, and company’s age have significantly positive impacts on CSR.

2. Corporate governance and corporate characteristics simultaneously have a
significant and positive impact on financial performance — ROE. Partially, corporate
governance, industry group, and company’s age have significantly positive impacts on
financial performance — ROE.

3. Corporate governance and corporate characteristics simultaneously have a
significant and positive impact on financial performance — ROA. Partially, corporate
governance, industry group, company’s age, share trading volume, share beta, lever-
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age, and ownership structure have significantly positive impacts on financial per-
formance — ROA.

4. Corporate governance and corporate characteristics simultaneously have a
significant and positive impact on customer performance. Partially, corporate gover-
nance, company’s size, industry group, share beta, leverage, and ownership structure
have significantly positive impacts on customer performance.

5. Corporate governance and corporate characteristics simultaneously have a
significant and positive impact on employee performance. Partially, industry group,
share trading volume, and leverage have significantly positive impacts on employee
performance.

6. CSR and corporate characteristics simultaneously have a significant and pos-
itive impact on financial performance — ROE. Partially, CSR, industry group, com-
pany’s age, and ownership structure have significantly positive impacts on financial
performance — ROE.

7. CSR and corporate characteristics simultancously have a significant and pos-
itive impact on financial performance — ROA. Partially, CSR, industry group, com-
pany’s age, share trading volume, share beta, leverage, and ownership structure have
significantly positive impacts on financial performance — ROA.

8. CSR and corporate characteristics simultaneously have a significant and pos-
itive impact on customer performance. Partially, industry group, company’s age,
share beta, leverage, and ownership structure have significantly positive impacts on
customer performance.

9. CSR and corporate characteristics simultancously have a significant and pos-
itive impact on employee performance. Partially, industry group, leverage, and own-
ership structure have significantly positive impacts on employee performance.

The results may indicate that for the top-200 listed companies in Indonesia:

1. Beside corporate characteristics, the level of CSR implementation is affected
by corporate governance. This is in line with CSR framework according to ISO 26000
which place corporate governance as a foundation of CSR implementation. This is
also confirming several previous research which concluded that one factor that affect
CSR is corporate governance.

2. Corporate governance has a significant and positive impact on 3 corporate
performance measurements, i.e. financial performance — ROE, financial perform-
ance — ROA, and customer performance. It may indicate that improvement in cor-
porate governance implementation will improve financial performance. Likewise,
customers will consider corporate governance factor as one more reason to buy or not
to buy products or services from this company.

3. CSR has significant and positive impact on financial performance measured
by both ROE and ROA. It means that improvement in CSR implementation will
make those companies stay ahead of their rivals in terms of financial performance.
This shows that the stakeholders theory applies to Indonesian listed companies. The
fact that there is no significant relationship between CSR and customer performance
as well as between CSR and employee performance may indicate that in case of a
developing country like Indonesia, customer and employee have not put CSR prac-
tice as the main factor to buy product/services from a company or to work at a com-

pany.
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Limitations/future studies. Future research needs to include more companies
that have carried out good CSR programs, for example, by covering all the listed the
companies and/or covering companies that have not listed at Indonesian stock
exchange such as state’s owned companies. Likewise, helpful will be the research
using other variables that affect CSR. Also, future research may use different meas-
urement of corporate governance such as the ASEAN corporate governance score-
cards. Finally, research may use longer time horizon to understand more the changes
of corporate governance and CSR implication in the observed companies.
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