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ABSTRAK

Tulisan ini menunjukkan bahwa program tanggung jawab sosial perusahaan (CSR) dari suatu perusahaan
kelapa sawit dapat membangun modal sosial yang berkontribusi pada pencapaian sasaran pembangunan
berkelanjutan (SDGs). Dengan menggunakan metode riset kualitatif dan studi kasus eksploratif, penelitian ini
menyelidiki mengapa dan bagaimana suatu perusahaan memperbaiki kondisi sosial, ekonomi, dan lingkungan hidup
melalui pemberdayaan petani kecil dan pembangunan modal sosial bagi masyarakat di sekitar perkebunan kelapa
sawit sejak 1992 hingga 2011. Sebuah perusahaan kelapa sawit besar dipilih sebagai studi kasus berdasarkan pada
kriteria “exemplary case study”. Penelitian ini membangun model teori berdasarkan pada analisis data primer dan
sekunder yang didapat dari dokumen perusahaan, catatan media, wawancara dan observasi. Program CSR yang
dilakukan perusahaan didorong oleh tujuan strategis untuk memenuhi kebutuhan bisnisnya dengan memecahkan
masalah sosial dan lingkungan hidup di sekitar perkebunan. Melalui program pemberdayaan petani kecil,
perusahaan membangun modal sosial melalui peningkatan hubungan baik, peningkatan kemampuan manajemen
dan teknis, serta pemberian akses keuangan dan pasar bagi petani. Dengan demikian, petani dan perusahaan
dapat bekerja sama untuk mencapai tujuan ekonomi, sosial, dan lingkungan hidup. Tulisan ini membangun model
teori dengan menghubungkan konsep CSR, modal sosial, kesinambungan perusahaan, dan SDGs yang terhubung
di penelitian sebelumnya.

Kata kunci: Indonesia, modal sosial, perkebunan kelapa sawit, petani kelapa sawit, pembangunan berkelanjutan,
tanggung jawab sosial perusahaan

ABSTRACT

This paper reveals that corporate social responsibility (CSR) programs of a large palm oil company can actually
build social capital that contribute to sustainable development goals (SDGs). Using an exploratory qualitative
case study, this study investigates why and how a company improves social, economic, and social conditions of
communities surrounding its palm oil plantations through smallholder farmers empowerment and social capital
development, from 1992 to 2011. A case study of a sustainable palm oil company in Indonesia was chosen as an
exemplary case study for theoretical or purposive sampling. Primary and secondary data from company documents,
media records, interviews and observations were analysed to develop a theoretical model. The study finds that the
CSR program is driven by company’s strategic intention to fulfill their business needs by solving the social and
environmental issues surrounding its palm oil plantations. Through smallholder farmers’ development program,
the company builds social capital that improves social relationship, farmers’ capabilities, and farmers’ access to
finance and market; so they are capable to act collectively with the company to achieve economic, social, and
environmental performance for both the farmers and the company. This research has created linkages for previously
disparate areas of academic enquiry by showing the actual interrelationships between CSR, social capital, corporate
sustainability and SDGs.

Keywords: Indonesia, Corporate social responsibility, Palm oil plantations, Smallholder farmers, Social capital,
Sustainable Development Goals
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INTRODUCTION

Indonesia is a large developing country with
255.2 million people (BPS, 2015) living in the
archipelago. Her land is well suited for palm oil
plantations, which have generated opportunities,
but also challenges, for poverty eradication in
the country (Paoli et al., 2013). As at 2010, the
Indonesian palm oil sector employed 3.06 million
workers, with 2.7 million of them being involved
directly in the plantations. Smallholders owned
3.2 million hectares, or 46% of all plantations
(Infosawit, 2011). Thus, the palm oil industry
has become an engine for poverty reduction in
Indonesia (Infosawit, 2011). Moreover, compared
to other vegetable oils such as sunflower, soy
or canola oil, palm oil is considered the most
environmentally friendly, because palm oil plan-
tations absorb more carbon dioxide (CO,) due
to the trees’ life span of 25-30 years, their large
canopy, and their perennial leaves (Handadhari,
2010, 23).

However, despite its contributions to the
Indonesian economy, the palm oil industry has
also generated a range of environmental and
social issues, such as environmental pollution,
social tensions, the breakdown of local social
structures (Gillespie, 2011, 2012; McCarthy,
2010; McCarthy, Gillespie & Zen, 2012). The
poor conditions of smallholder farmers create
potential failure for the sustainable supply chain
of palm oil (McCarthy et al., 2012, 555). Unsus-
tainable practices of palm oil plantations cause
severe impacts on environmental degradations
and loss of biodiversity (Edwards, 2005) as well
as an anticipated future poverty for local com-
munities and smallholders of (CAO, 2009, 21).

Gillespie (2012) further argues that CSR
programs in the Indonesian palm oil industry
have been merely cosmetic, as many companies
do not practice good corporate governance, €s-
pecially in the vacuum of government oversights
in enforcing regulation (Gillespie, 2012, 263).
Results of recent academic studies on CSR and
corporate governance on palm oil plantations are
concerning. The presence of large-scale palm oil
companies has created social and environmental
issues, such as conflicts over land ownership
agreements, indebted smallholders to planta-
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tion companies, and worsening infrastructure
(Gillespie, 2012, 263; McCarthy, et al., 2012,
555). Furthermore, Gillespie (2012) posits that, in
conditions where government oversight is weak,
good corporate governance practices become
essential for companies to affect local commu-
nities positively. Indeed, Indonesia needs large
plantation companies to farm palm oil sustainably
to build the prosperity of local people, and to
preserve the environment and contribute to the
overall economy of the country.

The above discussions call for a thorough
study about the actual roles of large palm oil
companies in Indonesia and the process under
which CSR programs build social capital that
contributes to corporate sustainability and pros-
perity of people in the countries in which they
operate. Hence, this paper aims to investigate
the actual role of a company in contributing to
sustainable development of Indonesia. Besides,
this paper explore the interrelations between CSR
programs, social capital, corporate sustainability
and sustainable development, which are not clear
in the current literature, as shown in the literature
review below.

THEORY AND METHOD

a. Theoretical framework

A review of literature on the roles of roles of
companies in contributing to sustainable develop-
ment goals of developing countries has found four
concepts which are overlapping and that need to
be clarified. The four concepts are 1) sustainable
development; 2) corporate social responsibility
(CSR); 3) social capital, and 4) corporate sustain-
ability, which are defined as follows.

b. The Concept of CSR and Its
Relevance to Sustainable Development
of Developing Countries

Definitions of CSR have evolved over time. This
research uses Carroll’s definition, which was
developed in 1979 based on his comprehensive
literature review of CSR concepts published from
the 1930s to the 1970s. From his review, Carroll
(1979) suggests this overarching definition: ‘the



Table 1. Operational Definitions of Sustainable Development, CSR Programs, Social Capital and Corporate Sus-
tainability

Concepts under study Operational definitions

Sustainable development  ‘development which meets the needs of the present without compromising the
ability of future generations to meet their own needs’ (Brundtland, 1987, p.8) or
‘simultaneous pursuit of economic prosperity, environmental quality and social
CSR equity’ (Elkington, 1997, p. 397).
‘the social responsibility of business encompasses the economic, legal, ethical,
and discretionary expectations that society has of organisations at a given point
in time” such responsibilities should be integrated into corporate actions (Car-

roll, 1979, p.500).

Social capital The resources or capabilities that are generated through a ‘durable network or
relationships of mutual recognition’ (Bourdieu, 1986) that facilitate cooperation
and collective action (Coleman, 1990; Putnam, 1995), which generate positive
outcomes (Uphoft, 2000). It consists of bonding, bridging (Szreter & Woolcock,
2004, pp. 654— 655) and resources embedded in network ties (Lin, 1999a, . 33)

Corporate sustainability  ‘Simultaneous achievement of economic, social and environmental performanc-

es of the company so-called a “triple bottom line”’ (Elkington, 1997, p. 397)’.

social responsibility of business encompasses
the economic, legal, ethical, and discretionary
expectations that society has of organisations at a
given point in time’ (Carroll, 1979, 500). Overall,
authors argue that CSR is contextual. Aguinis
and Glavas (2012) developed a new definition
of CSR that relates to sustainable development
and corporate sustainability as ‘context specific
organisational actions and policies that take into
account stakeholder’s expectations and the triple
bottom line of economic, social, and environmen-
tal performance’ (Aguinis & Glavas, 2012, 2).
Their definition has also been used by Aguinis
(2011), Rupp (2011), and Rupp, Williams and
Aguilera (2010). In the context of developing
countries, the CSR definition which is commonly
used was developed by Visser (2009) who defines
CSR as ‘the formal and informal ways in which
business makes a contribution to improving the
governance, social, ethical, labour, and environ-
mental conditions of the developing countries in
which they operate, while remaining sensitive
to prevailing religious, historical and cultural
contexts’ (Visser, 2009, 1). In developing coun-
tries, Carroll’s 1979 CSR pyramid model is still
relevant. Visser (2006, 2009) uses the model to
analyse the priorities of corporate responsibility
in the context of a developing country, especially
in South Africa. Visser (2009) finds that economic
responsibility becomes the most important prior-
ity, followed by philanthropic, legal, and ethical

responsibilities (Visser, 2009, 11). Economic
contributions are the most important for develop-
ing countries because such countries still suffer
from high unemployment and widespread poverty
(Visser, 2009, 11). Philanthropic contributions
come second because society would expect
companies to provide voluntary contributions
to society, and sometimes, contributions are
also considered norms of ‘the right thing to do’.
Legal responsibilities are difficult to implement
because the legal infrastructures in developing
countries are still underdeveloped, with lack of
enforcement by the government (Visser, 2009,
11). Lastly, ethical responsibilities are the most
difficult to achieve for companies operating in
developing countries, which still suffer from
high levels of corruption and bad governance
(Visser, 2009, 11). Most developing countries
have very poor performance in Transparency
International’s corruption index (Visser, 2009,
11). Visser (2009) suggests improvements in
ethical and legal responsibilities in developing
countries because good governance in both public
and private sectors will become the foundation of
an enabling environment for responsible business
in developing countries (Visser, 2009, 12). The
above review leads to the increasing demand
for large companies to operate responsibly and
contribute to sustainable development of develop-
ing countries. To do so, London and Hart (2004)
suggest that companies investing in low-income
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markets should focus on building connections
between ‘formal and non-formal economies that
involve leveraging the existing social capital in
the countries where they operate (London & Hart,
352). The following section discusses the concept
of social capital in more detail.

¢. The Concept of Social Capital

Social capital theorists in general see social
capital as the resources or capabilities that
are generated through a durable network or
relationships of mutual recognition (Bourdieu,
1986) that facilitate cooperation and collective
action (Coleman, 1990; Putnam, 1995; Uphoff,
2000) towards positive outcomes (Uphoff, 2000).
Besides the ‘structure of the ties’, the source of
social capital comes from the ‘content of the
ties’ (Adler & Kwon, 2002, p. 23), such as trust,
shared norms and beliefs (e.g., Fukuyama, 1995;
Uphoft, 2000). The structure and content of the
network ties generate social actions (e.g., Adler
& Kwon, 2002; Coleman, 1990; Fukuyama,
1995; Putnam, 1995). Lin (1999a) argues that
that social capital consists of three components.
The first component is the resources embedded
in a social structure; second, the accessibility of
the resources to individuals; and third, the use
or mobilisation of individuals in the network for
purposive actions (Lin, 1999a, 39). Individuals
in the network should make investment to build
their social capital (Lin, 1999a, 35) because the
amount of social capital they possess depends
on the size of network ties they can mobilise
and the volume of resources they can access
from themselves and from others in the network
(Bourdieu, 1986, 249). Players with a ‘well-
structured network’ will obtain higher benefits
from that network (Burt, 1992, 60). Social capital
is both a collective and individual good, and the
‘institutionalized social relations with embedded
resources’ which consists of economic, political,
cultural and social connections of members in the
network are expected to benefit individuals and
the individuals in the collective (Lin, 1999a, 33).
Lin (1999a) further conceptualises social capital
as embedded resources and that network locations
are assets that can be captured by individuals in
the network (Lin, 1999a, 37).
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To analyse the extent of social capital, Lin
(1999a) suggests that researchers should focus
on the amount of network resources such as
wealth, power, and status of others which can be
accessed by individuals in the network; contact
statuses, like contacts’ positions and authority;
network bridges; and the strength of network
ties (Lin, 1999a, 37). However, because of the
large amount of investment required to build
and maintain social capital, investment in social
capital may be considered risky by organisations
(Adler & Kwon, 2002, 30). Potential risks of
social capital are the exclusion of people outside
the network to capture the resources, the ‘free
riders’ who get the resources in the network
without having to do anything (Portes, 1998,
18), and ‘over dependency on focal actors’ (Uzzi,
1997, 59). Therefore, actors should consider the
relative cost and benefits of social investment,
including understanding the complexity of the
social structure in which the social capital is
embedded (Nahapiet & Ghoshal, 1998). The
following section discussess social capital as one
of five capitals in corporate sustainability.

d. The Concept of Corporate
Sustainability and Its Relevance to
Sustainable Development

Corporate sustainability is ‘the simultaneous
achievement of the company’s economic, social
and environmental performance’ (Elkington,
1997, 397). Furthermore, Hart, Milstein and
Caggiano (2003) define a sustainable enterprise
as an enterprise that ‘contributes to sustainable
development by delivering simultaneously eco-
nomic, social, and environmental benefits—the
so-called triple bottom line’ (Hart et al., 2003,
56). Furthermore, Porrit (1997, 183) argues that
for companies to be sustainable, they should
balance the accumulation of the total stock of
five capitals, which include financial capital, hu-
man capital, social capital, environmental capital,
and manufactured capital. Therefore, corporate
sustainability can be achieved if the company
simultaneously delivers its economic, social,
and environmental performance (Elkington,
1997, 297) or maintains the total stock of five
capitals (Porritt, 2007). By achieving corporate



sustainability performance consistently, a com-
pany contributes to sustainable development
as it ensures that the corporate activities do not
jeopardize the ability of future generations to
meet their needs (Brundtland, 1987; Elkington,
1997).

e. Research Objectives, Research Gaps
and Research Questions

From the literature review, the following research
objectives and gaps are identified that require
further research. This research has two broad ob-
jectives. Firstly, this research aims to investigate
the actual role of a company in contributing to
sustainable development in a developing country.
Secondly, this research aspires to explore why
and how the concepts of sustainable development,
CSR programs, social capital, and corporate sus-
tainability are interrelated and evolve over time.

The research objectives can be achieved by
filling the four search gaps and answers the sub-
sequent research questions. Firstly, CSR in devel-
oping countries is under-researched, particularly
regarding the roles of companies in contributing
to sustainable development (Fukukawa, 2014;
Valente & Crane, 2009; Visser, 2009). This is
especially the case in regard to companies playing
extended roles in building the capabilities of low-
income people along their supply chain (Ansari,
Munir & Gregg, 2012; Scherer & Palazzo, 2011;
Scherer, et al., 2009), so that the company and
the community can co-create value to achieve
the economic, social and environmental goals of
the company while also improving the livelihood
of the community (Ansari, et al., 2012; Kirch-
georg & Winn, 2006; London & Hart, 2004).
In addition, companies in developing countries
have to operate in an environment where govern-
ments have a lack of accountability and social
responsibility. Such situations generate questions
about the extent to which companies should play
political roles in such a challenging environment
(Visser, 2009; De Oliviera, 2006). Such gaps
generate the need for empirical research on the
corporate motivations, structure and governance
that enables companies to generate sustainable
value for themselves and prosperity for society
(Ansari, et al., 2012; Scherer & Palazzo, 2011;

Lockett, Moon & Visser, 2006; Mahoney, et al.,
2009), as well as on CSR frameworks or models
that are applicable for developing countries
(Visser, 2009). There is also a need for multiple
levels of analysis of the roles of corporate leaders
from CEO to field managers in implementing
CSR (Waldman, Siegel, Javidan, 2006) that are
contextualised to address the needs of the poor
(Prieto-Carron, Lund-Thomsen, Chan, Muro,
& Bhushan, 2006). The first research question
generated from the first research gap is: Why do
companies decide to play a role in contributing to
sustainable development in developing countries
through their CSR programs?

Secondly, there is a gap in the research that
shows the process by which CSR as an input
generates corporate sustainability performance
as an expected outcome (Aguinis & Glavas,
2012). Although research has been conducted on
the ‘business case’ for CSR, trying to show the
linkage between CSR investment and corporate
sustainability (Elkington, 1997; Hart, et al., 2003;
Porritt, 2007; Porter & Kramer, 2006; WBCSD,
1999), the results have been inconclusive. For
example, there have been tensions between the
international codes of conduct and CSR guide-
lines such as ISO 14000, GRI, and SA8000 and
their implementation in developing countries
(Lund-Thomsen & Lindgreen, 2014; Millington,
2009). Despite certifications obtained by an
MNC and its local suppliers, communities still
suffer from social and environmental impacts,
such as pollution from the tanning industry in
Pakistan (Lund-Thomsen, 2004), tax avoidance
in Africa (Idemudia, 2011), unwillingness of
MNCs more broadly to share the cost for their
suppliers’ compliance in China (Yu, 2008), and
banana plantations in Nicaragua (Prieto-Carron,
20006). Further empirical research is needed to
fill the research gap. The research question that
arises from the second research gap is: How
does a company formulate and implement CSR
programs to address social issues strategically?

Thirdly, in the area of social capital devel-
opment, there is a need for qualitative research
that may inform us about how business creates
social capital for poor communities that generates
capability transfer (Ansari, et al., 2012). Ansari et
al. (2012, 836) also call for research that can pro-
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vide more knowledge about complementarities
between bonding and bridging social capital in
improving the livelihood of poor communities.
Actually, Russo and Perrini (2010) have used the
social capital concept to explain CSR programs of
SMEs and stakeholder theory to explain the CSR
programs of large companies. However, there is
still a need for further research that integrates
stakeholder theory and social capital theory to
help managers develop sustainable strategies in
both SMEs and large companies (Russo and Per-
rini, 2010, 207). There is a demand for research on
the strategic benefit of stakeholder management
for large public listed firms (Laplume, Sonpar, &
Litz, 2008), as well as into how social capital is
developed to expand family firms (Zahra, 2010).
The overarching research question to answer the
third research gap is: How do a company’s CSR
programs develop social capital?

Finally, there are research gaps on the link-
ages between social capital development and the
improvement in the livelihood of poor people.
Granovetter (2005) suggests that the linkages
between the economy and non-economic side of
social life remain unclear. He argues that social
capital can explain this linkage, and he calls
for research to show the linkages (Granovetter,
2005, 47). Such research is needed by the private
sectors and SMEs in promoting social actions
that contribute to poverty reduction (Fox, 2004),
as companies are still struggling to justify social
initiatives with economic logic (Margolis &
Walsh, 2003). There is a need for research that
can explain the co-evolution between social
capital and social structure, particularly about the
creation of opportunity, motivation, and abilities
for focal actors and for others (Adler & Kwon,
2002), and the interrelations between actions and
development of social structures (Portes, 1998).
For example, in the case of micro credit in devel-
oping countries, there are still questions on how
social connections, trust and culture between poor
people and the institutions that provide the credit
schemes evolve over time (Van Bastaelaer, 2000).
The research question that can be generated from
the fourth research gap is: How does the social
capital developed by a company’s CSR programs
contribute to its corporate sustainability?
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To conclude, the above discussion of re-
search gaps and the research questions call for
a thorough study of the linkages between CSR
programs, social capital, corporate sustainability,
and sustainable development. The literature re-
view has also situated the need for research that
can explore the process by which CSR programs
build social capital that contribute to corporate
sustainability, thereby improving the livelihood
of society in a developing country.

f. Research methodology

Based on the literature review, the linkages be-
tween the concepts of sustainable development,
CSR, social capital and corporate sustainability
can be developed. It can be argued that the driv-
ing force behind the company’s CSR program
is the company’s aspiration in contributing to
sustainable development by solving social issues
while fulfilling its business needs and achieving
its corporate aim. Such a driving force triggers the
company to conduct CSR programs strategically,
by embedding CSR into its corporate strategy
and operations. During the implementation of
CSR programs, social capital with internal and
external stakeholders is developed. Eventually,
social capital is thought to contribute to corpo-
rate sustainability. In return, the simultaneous
achievements of a company’s economic, social
and environmental performance will loop back
to sustainable development. The theoretical
linkages can be amalgamated into the theoretical
framework in Figure 1.

The theoretical model in Figure 1 needs to be
compared with empirical evidence to explain the
linkages between CSR programs, social capital,
corporate sustainability and poverty eradication
(sustainable development) in the palm oil com-
pany. As discussed in previous section, the four
research questions based on the research gaps
four research questions have been developed to
investigate the linkages and achieve research
objectives.

Using Patton’s (1990) criteria of theoretical
or purposive sampling, an ‘extreme or deviant
case’ can be chosen as a single case study as long
as it has the ‘intensity’ of the phenomena under
study (Patton, 1990, 171), that is, the linkages
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Figure 1. Theoretical Framework: The Interrelationships between Sustainable Development, CSR Programs, Social

Capital and Corporate Sustainability

between sustainable development, CSR, social
capital and corporate sustainability. Accordingly,
this research is designed as a single qualitative
case study (Yin, 2009; Eisenhardt, 1989), with
an exemplary company as the case study. The
adoption of a case study approach is consistent
with other empirical studies of CSR in other
developing economies conducted by other re-
searchers like Bradly (2015), Idemudia (2011),
Jamali (2007), Prieto-Carron (2006), and Yu
(2008). Based on Patton’s (1990) criteria, a large
palm oil company (deidentified as PALMOIL) is
chosen as a case study for several reasons. Firstly,
on the contrary to the findings of many case stud-
ies on the impact of palm oil plantations (e.g.
Gillespie, 2012), PALMOIL has been selected
as one of 25 responsible and sustainable public-
listed companies in 5 consecutive years (2009
to 2014) (Kehati, 2015). Secondly, PALMOIL
manages large palm oil plantations, employing
more than 60,000 employees with a total of more
than 200,000 hectares of palm oil plantations
in Indonesia, consisting of company-owned
‘nucleus’ estates, and smallholder estates through
various cooperation programs with the company
(PALMOIL, 2012). In other words, around 20%
of the company’s plantations are conducted in
partnership with local communities which pro-
vide fertile data to answer the research questions.

Finally, PALMOIL has conducted CSR program
to develop the smallholder farmers of palm oil
plantations (the smallholders program) since 1992
which provides longitudinal data to analyse why
and how the concepts of sustainable develop-
ment, CSR programs, social capital and corporate
sustainability evolve over time. Secondary data
were gathered by conducting desk research of
company documents and archival records to trace
the development of the company’s smallholders
program for over 20 years. The primary data were
derived from in-depth interviews with corporate
players and CSR program beneficiaries about
the company’s motivation and the process under
which the CSR program built social capital that
contributed to poverty eradication. A total of 31
informants were interviewed individually or as
a group with duration between 15 minutes to 2
hours per interview. Respondents consisted of 16
palm oil farmers; management of parent company
(7 respondents); management and field officers
of the company (8 respondents).

The steps of data analysis being implemented
in this study include: analytical chronology,
within-case analysis; pattern matching, and ex-
planation building (Eisenhardt, 1989, 540). After
within-case analysis was done, the empirical
findings were compared with the theoretical
framework through “pattern matching’ (Yin, 2009,
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Figure 2. Historical Summary of the Linkages between Driving Forces, CSR Programs, Social Capital, and Cor-
porate Sustainability of the Smallholders Program
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136). This is known as analytical generalisation
(Meyer, 2001, 347) where a previously developed
theoretical framework is used as a template with
which to compare the empirical results of the case
study (Yin, 2009).

By providing an understanding of the pro-
cesses under which CSR programs lead to social
capital development that contributes to poverty
eradication over time, this research provides
new connections among the concepts (Corley &
Gioia, 2011) of sustainable development, CSR
programs, social capital and corporate sustain-
ability which are lacking in the extant literature,
thereby filling the research need regarding the
roles of large companies in alleviating poverty
in developing countries (Ansari, et al., 2012;
Scherer & Palazzo, 2011).

FINDINGS

From the start of the program in 1992, the his-
tory PALMOIL’s CSR program can be divided
into four episodes: 1) Regulatory compliance to
develop plasma farmers (1992-2002); 2) CSR
program without a link to the company’s supply
chain (2002-2004); 3) CSR program linked with
supply chain (2004-2008); and 4) comprehensive
local economic development (2008 onwards).
The results of data analysis from the smallhold-
ers program of PALMOIL from 1992 to 2011
(which is forecasted to 2020, the year when
PALMOIL’s parent company aspires to be an
integrated sustainable company in Indonesia) can
be summarised as Figure 2.

Figure 2 explains how the concepts of
sustainable development, CSR programs, social
capital and corporate sustainability evolve over
time in the case study.

a. Sustainable development and CSR
program

As shown in Figure 2, desk research and inter-
views with the management of PALMOIL and its
parent company confirmed that the smallholders
program was inspired by the corporate aim to be
sustainable with Indonesia. The research finds
that the corporate aim drove PALMOIL leaders
to sustainably solve the sustainable development

issues such as poverty and income disparity sur-
rounding palm oil plantations. PALMOIL leaders
realise that the plantations cannot survive in the
long term if its operations do not bring prosper-
ity to local communities and do not preserve the
earth for palm oil to grow, as stated by Director
of the company:

What you should understand ... the nuance of CSR
in PALMOIL is a bit different with the nuance
of CSR in other subsidiary companies ... Why,
first, because PALMOIL exists in the middle of
communities which are directly impacted by our
business operations ... We and the communities
are impacting each other. And secondly, our
plantations are there for a very long period of
time, forever. So, this is what differentiates us. We
touch people’s lives directly. And the third, this
is also important: PALMOIL’s plantations do not
only employ the people, but also provide places,
facilities, etc. The facilities include housing,
electricity, water ... all kinds of infrastructure...
(PALMOIL, 2011, line 63-83)

As such, when PALMOIL decided to run
a palm oil plantation business, the leaders have
decided that PALMOIL should care for the en-
vironment as well as to provide social goods and
infrastructure in the absence of public facilities
from government, such as housing, schools and
health facilities for employees and communities.

PALMOIL was the first to implement parent
company’s guidelines to make sure that its op-
erations are conducted in a sustainable way. The
triple bottom line visions of parent company are
translated into PALMOIL’s vision and mission
to be the world’s most productive and innovative
agro-based industry and to contribute signifi-
cantly to Indonesia’s development and prosperity.
Because of the clear alignment between corpo-
rate aim, philosophy, vision, and mission, it is
then possible for the company to invest in the
smallholders programs as a strategic, long-term
investment to solve common challenges facing
the palm oil companies in Indonesia.

b. CSR program formulation and
implementation

Figure 2 reveals that the smallholders program has
evolved from an adherence to regulatory compli-
ance in 1992 into a comprehensive local economic
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development program for smallholder farmers in
2008 and beyond. Undertaking the smallholders
program is the embodiment of PALMOIL’s ac-
tions and policies to achieve a sustainable supply
chain, while facilitating social change in improv-
ing prosperity and preserving the environment
in remote areas of Indonesia. For the company,
community development is defined as

All efforts to improve communities’ living
conditions by mobilizing their own initiatives
insofar as possible ... Community development
is conducted with communities participating as
the subject and the focus of all activities. The
company provides counselling and technical ser-
vices to encourage communities to be self-reliant
by making full use of all available local potential.
(PALMOIL, 2010b, 21)

For PALMOIL, the CSR program is a long-
term investment to find win-win benefits for the
company and its stakeholders, with the principles
of participation, partnerships and an attitude of
self-reliance. Such principles are important to
ensure the sense of belonging and sustainability
of the program as they become capable and reli-
able partners for the company. When PALMOIL
decided to develop local palm oil farmers, it did
so with a long-term vision to grow together with
society and to contribute to the country.

Data analysis shows that he CSR programs
of PALMOIL are coordinated by the Community
Development Program (CD) Division, which is
in charge of integrating the smallholders program
into the corporate planning cycle; connecting
the program with corporate operations and
procedures; and applying indicators and measure-
ments for CSR programs called the ‘community
development index (CD Index). In designing its
community development programs, PALMOIL
gathers inputs through regular community devel-
opment surveys. The surveys capture people’s
perceptions on four areas: company image in
the eyes of community; whether contributions
of the company are well accepted by commu-
nity; whether social relationships between the
company employees and the community have
been established; and whether the community is
committed if the company has problems. Accord-
ingly, PALMOIL makes yearly and three-yearly
plans based on community inputs.
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Furthermore, PALMOIL ensures that the
smallholders program is aligned with its busi-
ness needs, competence, and supply chain. CSR
as part of the supply chain comes in the form
of partnerships with local farmers, contractors,
local suppliers and local workers. PALMOIL has
learned from its experience that CSR programs
can be sustainable if they are designed around
the plantation; the plantation is the centre of its
CSR. Otherwise, it would be difficult for CSR
to be sustainable. As of 2011, the smallholders
program has been implemented in 67 villages,
covering 7,297 families of farmers which are
organised into 378 farmers groups (PALMOIL,
2010a; 2011).

In sum, in formulating and implementing
CSR programs, PALMOIL institutionalised the
smallholder program into its company policy,
structure, and way of working to reach win-
win solutions with stakeholders. By doing so,
PALMOIL has been able to overcome various
challenges within its CSR implementation.

c. CSR and social capital development

Figure 2 shows the linkages between the small-
holders program and social capital. Firstly, the
implementation of the smallholders program
have strengthened the social relationships in the
form of bonding (strong ties) and bridging (weak
ties) among and between PALMOIL, palm oil
farmers and other stakeholders involved in the
smallholders programs. Secondly, PALMOIL
has made its resources available for internal and
external stakeholders involved in the program.
Finally, the enhanced social relationships and
resources dedicated by PALMOIL into the CSR
program have made it possible for the company
to build collective actions in achieving the com-
mon objectives of both PALMOIL and farmers
such as in meeting factory schedules, building
infrastructure, and in running Micro Finance
Institutions (MFIs).

d. Development of Social Relations

Figure 2 reveals that the development of social
relationships in terms of bonding and bridging
have evolved over time, and influenced farmers’



capabilities in managing group dynamics and
problem solving. The bonding among farmers
within the same farmers’ group is facilitated
through the groupings of farmers into farmers’
groups. In each group, around 20 members
are assigned to one group based on geographi-
cal locations so they can share and retain the
knowledge transferred from the company. Mem-
bers meet every month in an arisan (revolving
savings fund session), where a representative
from PALMOIL comes to share good plantation
practices the bonding has also been enhanced by
group coaching and group dynamics exercises by
consensus building training and by field problem
solving. The farmers confirmed that the farm-
ers group meetings have been very effective in
strengthening their bonding. For instance, they
have monthly dues and regular monthly meet-
ings to share ideas. They also have mechanisms
for penalties for members who break the rules.
Due to the bonding among the farmers through
solving problems together, there have been a lot
of improvements in their plantations. The small-
holders program also bridges farmers of different
farmers’ groups by organising monthly meetings
among the heads of farmers groups called WKAK
(Communication forum among farmers groups).
By being a member of WKAK, heads of farmers’
groups can learn from the successes and failures
of other groups. PALMOIL also organises a
competition for the best performing plantation,
where the winners are given a prize and are rec-
ognised as the role model for other plantations.
As a result, the farmers’ groups of the company
have been recognised as effective, well organised,
and well developed.

In sum, the smallholders program has built
social relationship and capabilities of farmers,
but it requires patience, professionalism, perse-
verance and passions from managers and field
officers of PALMOIL.

e. Resources Dedicated to Smallholders

One of important components of social capital
is the ‘embedded resources in the network’ or
‘valued resources (such as economic, political,
cultural, or social, as in social connections)’ that
are ‘expected to be beneficial to both the collective

and the individuals in the collectives’ (Lin, 1999a,
33). Figure 2 shows that the company makes its
resources available to the farmers, which include
management and technical competence in palm oil
plantation; plantation materials and infrastructure
development; market for palm oil farmers, and
financing for smallholders program beneficiaries
and local communities through MFIs.

Along the way, access to PALMOIL’s man-
agement and technical competence in palm oil
plantation is provided through informal training,
through dialogue and field coaching as farmers
are not used to classroom teaching methods. In
doing so the company needs to really understand
the statistics, the locations, and the dynamics of
farmers’ groups to ensure that the transfer of
knowledge will facilitate productivity and respon-
sibility of farmers. In addition, PALMOIL teaches
and coaches farmers about group dynamics and
motivation, besides regularly teaching them about
planting and harvesting technology. Because of
this good transfer of knowledge in management
and plantation technology, farmers understand
PALMOIL’s standards of quality, and the kind of
fruits that can be accepted by PALMOIL’s fac-
tories, so there will be no argument if their fruit
is not accepted for quality reasons. The transfers
of management and technical competence have
also improved farmers’ professional standards or
norms. Farmers confirmed that they have received
consistent coaching and training from PALMOIL
that they could meet the assessment criteria for
palm oil plantations stipulated by the company
as shown in Table 3.

In terms of access to finance, at the beginning
of the smallholders program, PALMOIL needed
to provide loans without interest for high-quality
palm oil seeds. The loans were designed in such
a way that the repayment mechanisms are not
burdensome for farmers. The company trained
the farmers on how to plant, nurture and harvest
their plantations, so that their plantations could
be productive and generate income to repay their
loans. Farmers need to set aside 30% for loan
repayments and 70% for their net income; with
such an arrangement the farmers can settle the
loan within five years at the latest, and after that
keep 100% of their income.
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PALMOIL sets up a mechanism that makes
it possible for farmers to repay their debt without
having difficulties in managing their cash flow
for their family and for financing their planta-
tions. As members of a Micro Finance Institution
(MFI), farmers are given the opportunities for
farmers to work together in planning and getting
plantation materials. The farmers are requested
by the MFI manager to prepare definitive plan for
group’s needs, containing the group’s forecast of
herbicides, fertiliser, and all materials that will
be needed by the farmers group. The MFI then

prepares the materials based on schedule, to
fertilise every six months, and to spread herbicide
every three months; with the materials directly
distributed to the farmers’ plantations through
their farmers groups. The payment mechanisms
are agreed in loans and payments that are afford-
able for farmers. Similarly, if farmers need to
improve infrastructure, such as roads and gutters
in their plantation, they have their infrastructure
savings in the MFI. Farmers’ groups can also
propose to the MFI to rent heavy equipment with
the expertise from PALMOIL.

Table 3. Smallholder Farmers Development Program—Assessment Aspect, Component, and Criteria

Aspect Assessment Component Assessment Criteria
Qutput 1 Effectiveness a. Percentage of growing plants |(number of plants growing well per hectare divided
by number of seelings planted per hectare) x 100%
b. |SPH number of plants growing well per hectare
C. vegetative growth of plants number of fronds growing in one year
2 Productivity Fertilizing productivity Fertilizer applied in one year
Process 1 Plantation a. Land preparation a.1l. Good land for palm oil plants
development a.2. Roads and bridges
a.3. Plant terraces
a.4. Drainage
b. [Plantinsertion Appropriate, orderly distance between plants, right
for optimum plant growth (adequate nutrition, water
and sunlight
C. Ground cover plants Ground cover plants growing uniformly, no weeds
Planting Proper planting technique employed
2 Maintenance Weed control Correct type, location, timing and method of weed
control applied
b. |Ablation Ablation technigue employed corretly, minimum
frond damage and done at the right time
c. Ferlizitation Follows the 5 correct principles (type, dosage, time,
frequency and application/method) and combines
the used of mineral fertilizers with plant residues
Pest monitoring Low level of pest attacks
Pre-harvest preparation Good plant and field conditions to enable a smooth
harvest
f. Pre-harvest preparation Produces FFB (fresh fruit bunches) suitable for
processing (for plots not yet producing, thisis an
estimate)
Management |1 Fertilization Fertilization bases Fertilizing done in line with recommendation from
the nucleus plantation
2 Humanware Human resources development Training of IGA farmers are done in a programmed
way
3 Infoware a. Information flow Properly functioning flow of information (farmer -
farmers' groups - the company)
b. Documentation of activities  |All activities are properly documented (noted,
recorded)
C. Standards, Norms, Guidelines |Each stage of activities has clear standards/norms/
guidelines
4 Orgaware a. Evaluation forum Evaluation forums held routinely and functioning
properly
b. [Organizational structure Farmers group organizational structure is functioning
properly

Source: PALMOIL (2010b, 32)
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In terms of market access, PALMOIL opens
and guarantees the market access for the farmers’
harvest, as long as the quality of farmers’ palm oil
fruit quality can match the company standards.
This gives more certainty to local farmers, as they
do not have to worry about the market for their
harvest.

f. Collective actions for common goals

Figure 2 shows there have been synergies among
farmers and between farmers and the company
in meeting the factory schedules, building in-
frastructures, and running the MFIs. Collective
actions among farmers within the same farmers’
group occur when they manage their group’s
plantation. Each farmers group has its own office
bearers who are in charge of producing reports to
the company, recording the harvest to be sold to
the company, and getting the payment from the
company to be distributed among farmers.

The collective actions between PALMOIL
and farmers have also improved in matching the
harvest schedules and factory schedules. This
happens because of regular communications
between the company and farmers through its
dedicated CDO and foreman, to ensure that
the schedules for planting and harvesting are
mutually agreed upon between the company and
the farmers groups. With continuous assistance,
farmers feel secure and motivated to improve
the performance of their plantations and meet
the factory demand of the company.

Moreover, the collective action between
PALMOIL and the farmers is shown in improve-
ments in infrastructure. The infrastructure savings
mechanisms organised by MFIs have made it
possible for farmers to be self-reliant in improv-
ing the roads and infrastructure surrounding
their plantations. Even in building a mosque, the
farmers can do it independently with the income
from palm oil.

The above discussion shows the evolution of
linkages between CSR program and social capital
development. According to Lin (1999a, 37), the
volume of social capital of an organisation or
individual is equal to the amount of network
status such as wealth, power and status of others
which can be accessed by individuals in the net-

work; contact status like positions and authority;
as well as bridging and bonding. It can then be
concluded that the smallholders program has
improved the total social capital for PALMOIL
and its stakeholders.

g. Social capital, corporate sustainability
performance and sustainable
development goals

Figure 2 shows that the enhanced social capital
of smallholder program has contributed to social,
environmental, and economic performances of
the company.

h. Social performance

In terms of social performance, the smallholder
program contributes to poverty eradication in sev-
eral ways. Firstly, all farmers confirmed that the
partnership with PALMOIL has improved their
lives. They earn approximately IDR 3 to 5 million
(USD 306 to USD 510) per plot (2 hectares of
plantation) per month if their plantations are in
full production. Most importantly, as long as they
work hard according to PALMOIL’s guidance,
their incomes are steady because of their indi-
vidual and collective work as a farmers’ group,
financing from MFIs, guaranteed market from
the company, and continuous management and
technical coaching from the company.

Secondly, in terms of access to credit, MFIs
become solutions for farmers as the financing
mechanisms through MFIs are designed to match
the affordability, informality and small scale of
farmers. MFIs provide assistance for farmers
to get the necessary materials for nurturing and
harvesting their plantations so they can yield
maximum benefits. Prior to the establishment
of MFIs, farmers had experienced difficulties
in getting working capital for their plantations.
Since their establishment, the two MFIs have
grown and flourished with their communities.
For example, the number of members has grown
from 490 people in 2008 to 1,758 members in
2001. Accordingly, the total financing from the
MFTs to the members have also increased from
IDR 144.1 million (USD14,704) in 2008 to IDR
6,356.8 million (USD 684,571) in 2011 (MFI
Manager 1, 2013; MFI Manager 2, 2013).
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Thirdly, overall smallholders program has
improved local economic conditions. For ex-
ample, the total transactions of the company’s
partnerships with local suppliers and farmers
have been increasing. In 2011, it reached IDR
4.6 trillion (USD 520 million), an increase of
52% compared with 2010 (PALMOIL, 2011, p.
99). Such economic transaction with the local
community has distributed prosperity to remote
regions of Indonesia. Moreover, the spill over of
prosperous plantations has also improved other
industries, such as blacksmiths, in the area. The
blacksmith who was assisted by PALMOIL could
earn up to IDR 9 million (USD 918) from previ-
ously less than IDR 500 thousand (USD 51) per
month. Moreover, the smallholders program has
also generated better infrastructure, such as better
roads, as the community become self- reliant in
improving the roads surrounding their plantations.

Finally, the program has also created local
jobs, as the company prioritises local people to
fill local vacancies. Farmers’ plantations also need
more labourers to help with harvesting. Even the
blacksmith could employ more people to produce
harvesting knives. There is full employment
in the communities surrounding the company
plantations, as only very old people remain un-
employed. Because of improvements in the local
economy, there have also been improvements on
the level of education of farmers’ elementary and
primary education.

i. Environmental performance

Wirth regards to environmental performance, the
farmers are now capable of implementing envi-
ronmentally friendly plantation principles such as
using organic fertilisers by using empty bunches
and midribs of palm oil trees. Overall, farmers feel
secure that PALMOIL can guide them towards
sustainable plantation practices, as they are always
trained to follow environmental regulations.

j- Economic performance

Figure 2 also shows that there has been economic
performance for PALMOIL through social capital
development of the smallholders program. The
poverty reduction surrounding palm oil planta-
tion has granted the ‘licence to operate’ for
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the company because farmers’ livelihoods are
intertwined with the company. Prior to the small-
holders program, the plantations had experienced
riots in the surrounding areas, including stoning
of factories and thieves attacking the plantations.
Gradually, after the smallholders program became
successful, the vandalism towards the factories
and plantations diminished, because more of the
community had good plantations. Furthermore,
more capable farmers have also contributed to
the company’s performance through good quality
harvest and increase in factory efficiency. Finally,
the smallholders program has also improved
employee satisfaction, as they have a fulfilling
job with a responsible company.

The above discussion has shown that social
capital generated from the smallholders program
has contributed to the eradication of poverty as
the company’s social performance, its environ-
mental performance, as well as its economic
performance. Overall, the sustainability perfor-
mance of the company contributes to sustainable
development goals of Indonesia.

CONCLUSION

This research shows that in the context of a de-
veloping country, a company plays both public
and private roles in contributing to poverty
eradication in the absence of government services
and oversight. This study supports Sen’s (1992,
1999) assertion that poverty can be alleviated by
building the capability of the poor.

The case study confirms the theoretical frame-
work about the interlinkages between sustainable
development, CSR program, social capital, and
poverty eradication as one of corporate sustain-
ability performances. Such interlinkages are not
clear under current literature. This study finds
that sustainable development issues become the
driving force and the destination of the company
in conducting CSR programs. PALMOIL decides
to play a role in contributing to sustainable de-
velopment because it sees poverty, inequality and
social jealousy are risky for business. The CSR
program is being formulated and implemented to
address social issues through the integration of
the program into corporate policy, organisation
structure, resource allocation, management cycle,



relationships with internal and external stakehold-
ers, company competence, and supply chain.

The interactions between the company
and its internal and external stakeholders dur-
ing the implementation of CSR program have
strengthened social relationships in the form of
bonding (strong ties) and bridging (weak ties)
among stakeholders involved in the program.
The company has also made its resources avail-
able to CSR program beneficiaries in terms of
transfer of technical and management knowledge,
access to finance, and guarantee of markets for
farmers’ harvest. As a result, farmers’ capabili-
ties are improved to participate in the company’s
value chain that brings economic benefits to the
company and the farmers.

In this case, the prosperity of smallholders
or eradication of poverty surrounding palm oil
plantations becomes one of the most important
social performances of the company. In devel-
oping countries, companies can contribute to
sustainable development through their corporate
sustainability performance (Hart, et al., 2003,
56). The more sustainable the company, the more
contributions the company can give to sustainable
development through CSR programs.

The case study of the smallholders program
of PALMOIL has filled in the research gaps in
Indonesia and other developing countries. It is
expected that this research can contribute to the
theory and practice in management and well as
public policies. The findings from the case study
of the smallholders program of the company has
confirmed the theoretical model discussed in the
research approach.

This research contributes to existing theory
by providing evidence on the linkages between
the concepts of sustainable development, CSR,
social capital, and corporate which is still lacking
in current literature. This research illuminates the
process under which CSR as an input generates
corporate sustainability performance as an ex-
pected outcome which has been unclear (Aguinis
& Glavas, 2012). In the area of social capital,
this research contributes to existing knowledge
in two ways. Firstly, the research findings ex-
plain complementarities between bonding and
bridging social ties in improving the livelihood
of poor communities (Ansari, et al., 2012, 836).

Secondly, the findings explain how social capital
is developed and evolved over time in improving
social structure and the welfare of poor people
which is still debatable lacking in the literature
(Granovetter, 2005, p. 47; Lin, 1999b, 483).

For the practice of management in develop-
ing countries, this research address the gap in s
justifications for companies playing their ‘politi-
cal roles’ in mitigating social issues while achiev-
ing their sustainability objectives in developing
countries, particularly in relation to the roles of
companies in building the capabilities of low-
income people along their supply chain (Ansari,
etal., 2012; Fukukawa, 2014; Scherer & Palazzo,
2011; Visser, 2009) so that the company and the
community can co-create value to achieve the
company’s triple bottom line while improving the
livelihood of the community. This is especially
the case in environments where governments have
a lack of accountability and social responsibility
(Ansari, et al., 2012; Kirchgeorg & Winn, 20006).
The findings show that a palm oil company can
contribute directly to the United Nations’ sustain-
able development goal on poverty reduction.

In terms of contributions to policy, Indonesia
has made CSR mandatory for companies operat-
ing in the country, but there are no mechanisms
for government oversights to evaluate and moni-
tor how the companies implement CSR programs
(Waagstein, 2011). Taking the lessons from a
sustainable palm oil company which has under-
taken CSR program for more than 20 years, this
research is expected to help the government as
well as companies in Indonesia to develop poli-
cies for social inclusions through CSR programs,
thereby benefiting the country, the business, and
the society in the long run.

This research has identified strong linkages
between CSR programs, social capital, corporate
sustainability and sustainable development goals.
This research is not without limitations. The
model is constructed based on empirical findings
from a large palm oil company in Indonesia.
Therefore, the lessons can be applied to other
corporations in developing countries, but further
research is needed to test its application to other
contexts.
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