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ABSTRACT

Corporations are continually looking for new sources
of innovation. Innovation is a new way of doing things
that is commercialized. The process of innovation can-
not be separated from a firm’s strategic and competi-
tive context. Today several leading companies are be-
ginning to find inspiration in an unexpected place: the
social sector. That includes natural disaster recovery
programs, welfare-to-work programs, and public edu-
cation development program. Indeed, a new paradigm
for innovation is emerging: a partnership between pri-
vate enterprise and public interest that produces prof-
itable and sustainable change for both sides—success-
ful private-public partnerships or corporate social in-
novation.

The development of strategic innovation
through corporate social innovation has grown in im-
portance in recent years. This study examines the criti-
cal factors which facilitate the corporate social innova-
tion for developing strategic innovation in banking or-
ganizations. The factor analysis of data emphasizes
the importance of external innovation aspects, internal

innovation aspects, accountability innovation, and citi-
zenship innovation in strategic innovation initiatives;
and offers support to the growing literature arguing
for a greater consideration of the human dimension in
corporate social innovation implementation program.
Itis proposed that further research needs to be carried
out to examine managerial attitudes towards the imple-
mentation process of corporate social innovation and
to assess some of the practical issues involved in de-
veloping strategic innovation in banking organizations.

Keywords: corporate social innovation, corporate so-
cial responsibility, strategic innovation.

INTRODUCTION

On Saturday, 27 May 2006 at 05.53.58, an earthquake
rated 6.2 on the Richter scale struck in the Jogjakarta
Special District and nearby areas of Central Java. The
quake claimed over six thousand lives and devastated
many areas of the two provinces. Heavy damage was
sustained by public facilities and infrastructure, caus-
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ing severe impact on the local economy and tourism
industry. Residents on the slopes of Merapi Moun-
tain, who also felt the quake, believed that the earth-
quake was connected with the activity of the volcano,
which was in “alert” status at the time. This, however,
was not the case; this was not a volcanic earthquake,
but a tectonic one, centered in the Oya River. The mas-
sive quake created panic among residents, who feared
that a tsunami might follow, as occurred last year in
Aceh. Luckily, no tsunami ensued (The Magazine of
Garuda Indonesia, 2006).

This tectonic earthquake in Jogjakarta was the
second recent major natural disaster to strike the coun-
try, after the major earthquake and enormous tsunami
that struck at the end of 2004. Trauma and misery con-
tinue to haunt Jogjakarta’s residents. Repeated after-
shocks have added to their panic and depression.
Merapi Mountain’s volcanic activity also resumed on
8 June 2006, with continuous and increasing large-scale
emissions of scalding steam and toxic gases.

Natural disasters in Indonesia (including tsu-
nami in Pangandaran Beach, West Java Province) at-
tract much sympathetic attention, both domestically
and internationally. As part of their Corporate Social
Responsibility (CSR) programs, many state-owned and
private companies in Indonesia (including Bank Rakyat
Indonesia or Bank BRI as a retail banking institution)
delivered donations from their companies in the form
of cash, medicines, foodstuffs, milk, tents, blankets,
and clothing, which were given directly to the victims.
In connection with the earthquake, Bank BRI also
opened a “Bank BRI Cares” command post at its Branch
Offices in Jogjakarta Special Province to assist its cus-
tomers and employees whose homes were damaged
by the quake. These facts determine what are argu-
ably the most distinctive feature of the current focus
on and attitudes towards CSR—the demonstration by
businesses of a responsiveness to societal and envi-
ronmental concerns. Now more than ever before, CSR
is developing along practical lines with crucial implica-
tions for the strategies and performance of firms as
well as for industry structure (Decker, 2004).

Decker (2004) stated that businesses see CSR,
somewhat paradoxically, as a source of business risk
as well as a source of business opportunity. If not prop-
erly managed, CSR could have a direct negative impact
on a business. Alternatively, CSR could yield benefits

when appropriate mechanisms are put in place for CSR
management. There is broad consensus among finan-
cial and non-financial firms that CSR is of strategic
importance to ensure long-term business success.
Kanter (1995) found a number of companies that are
breaking the mold—they are moving beyond corpo-
rate social responsibility (CSR) to corporate social in-
novation (CSI). These companies are viewing commu-
nity needs as opportunities to develop ideas and dem-
onstrate business technologies, find and serve new
markets; and solve long-standing business problems.
They focus on inventing sophisticated solutions
through a hands-on approach. This is not charity; it is
R&D, a business investment for strategic innovation.
Indeed, CSI is emerging—a partnership between pri-
vate enterprise and public interest that produces prof-
itable and sustainable change for both sides.

This paper examines the developing strategic
innovation through corporate social innovation (CSI)
program of retail banking institution (Bank BRI
Jogjakarta) in the marketplace, which is where the in-
dustry perceives CSI issues present the most signifi-
cant and unique challenges. The Bank BRI specializes
in providing services to individuals and small-medium
businesses. These services include money transmis-
sion, payments, savings, lending, and investments. The
structure of the paper is as follows: The next section
examines how the concept of CSI relates to the Bank
BRI, considering how the defining characteristics of
the Bank BRI gives rise to areas of societal concern.
This is followed by an outline of a conceptual frame-
work. The penultimate section considers the cause and
approaches of the operating environment and busi-
ness practice that development of strategic innova-
tion through CSI in Bank BRI is likely to affect. It is
also outlines the implications of these for evolutionary
trends in the Banking industry. The final section con-
cludes.

THE CSI OF BANK BRIAND BANKING SERVICES

Investment in CSR promotes product differentiation at
the product and firm levels (McWilliams and Siegel,
2000). Some firms (e.g. Bank BRI as a state-owned bank)
produce goods or services with attributes or charac-
teristics that signal to the consumer that the company
is concerned about certain social and environmental
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issues. Bank BRI has tried to establish a socially re-
sponsible corporate image. Both of these strategies
will encourage consumers to believe that, by consum-
ing the product, they are directly or indirectly support-
ing a cause. These strategies (strategic innovation)
are effective with those consumers who wish to cham-
pion firms that devote resources to CSR (consumer-
oriented CSR). Consumer-oriented CSR may also in-
volve intangible attributes such as a reputation for
service quality or reliability. The service process oc-
curs simultaneously as the consumption of the service
and cannot be separated from the consumption of the
service itself. As a result of the degree of simultaneity
or inseparability between the production and consump-
tion of services, services tend to be place dependent—
proximity to the society (Decker, 2004).

As banking services are intangible and cannot
be sampled before purchase, Decker (2004) argues that
image and trustworthiness of the suppliers are impor-
tant for demand. In addition the banks have an inher-
ent social responsibility to “know the customer”
(Decker, 2004). The characteristics of banking services
highlight the important of trust, customer knowledge,
and prudent management of funds, proximity and ac-
cessibility as responsibilities that banks have in the
marketplace. The banking industry provides society
with tools for managing, saving, and investing money
(Decker, 2004).

THE CONCEPTUAL FRAMEWORKOF CSI

The last twenty years (1986-2006) have seen a radical
change in the private sector’s relationship both with
the government and civil society. Globalization,
regionalization, reformation, privatization, and a redraw-
ing of the lines between government and business have
changed the basis on which private enterprises are
expected to contribute to the public good. Meanwhile,
the relationship between companies and civil society
has moved on from paternalistic philanthropy to a re-
examination of the roles, rights, and responsibilities of
business society (UNIDO, 2002).

The dynamics combined with the macro
changes have led to the emergence of a new approach
to Corporate Social Responsibility (CSR), with compa-
nies recognizing that improving their own impacts and
addressing wider social and environmental problems

will be crucial in securing their long-term success. In-
creasingly, high profile companies are implementing
CSR processes such as public commitment to stan-
dards, community investment, continuous improve-
ment and innovation, stakeholder engagement and
corporate reporting on social and environmental per-
formance.

As CSR has developed and become more main-
stream, leadership companies have become more am-
bitious in their approach to each of these dimensions;
the focus of external aspects, internal aspects, account-
ability, and citizenship. At each dimension the restric-
tions and contradictions imposed by a limited approach
to CSR has led them to become more ambitious in tack-
ling issues in a more strategic and integrated way (i.e.
strategic innovation through corporate social innova-
tion). In addition, CSR is needed in order to make a
significant contribution to addressing poverty, exclu-
sion and environmental degradation. This will go be-
yond CSR to corporate social innovation (CSI). CSl is
emerging a partnership between private (business)
companies and public interest that produces profit-
able and sustainability—what companies must do to
create a sustainable society (achieving sustainability
through profitable and sustainable change for both
sides? Figure 1 shows the conceptual research frame-
work. There are four causes should be considered by
the policy makers in order to develop four approaches
of CSR/CSI—corporate scandals, transforming the
company-centered, limits of global capacity, and fear,
conflict and pressure.

Table 1 identified four elements of CSR/CSI and
20 items of CSR/CSI which were used in this study.
These elements were developed by Welford (2003) in
his study of corporate social responsibility in Europe
and Asia: critical elements and best practice.
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Figure 1
Four Approaches of Corporate Social Innovation
Source: Kawamura, 2005, p. 8 and Kanter, 1999.
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METHODOLOGY

According to Yin (2003), there are three conditions that
determine the applicability of certain research strate-
gies. The three conditions consist of (1) the type of
research question posed, (2) the extent of control an
investigator has over actual behavioral events, and (3)
the degree of focus on contemporary as apposed to
historical events. Yin suggests that various strategies
are not mutually exclusive, but that certain situations
exist in which a specific strategy has a distinct advan-
tage. For the case study approach (i.e. a single indus-
try and/or multiple case study) to have a distinct ad-
vantage, a “how” and “why” questions (an explana-
tory research approach) should be asked about a con-
temporary set of events over which the investigator
has little or no control. Smith and Reece (1999) used
this criterion in their article of the relationship of strat-
egy, fit, productivity, and business performance in a
service setting.

The particulars of this study, in terms of the
condition suggested by Yin (2003) and implemented

by Smith and Reece (1999), strongly suggest the case
study (a single industry and/or multiple case studies)
as the most appropriate research methodology. Asingle
industry was chosen for the study because the restric-
tion permitted the control of several potential confound-
ing variables that often differ between industries, in-
cluding the scope and complexity of innovation (CSR)
issues (Curkovic et al., 2000). The most important con-
tribution of the present investigation (factor analysis)
is in the analysis of a sample of banking institution
(Bank BRI) at the management level from the banking
industry (a single industry). The advantage of con-
centrating on a single industry is that the factor analy-
sis of the twenty dimensions of CSR-CSI can be more
complete because unique characteristics of the indus-
try can be included (Simpson and Kohers, 2002).
Empirical data for the cross-sectional study was
collected from Bank BRI’s branch offices in Jogjakarta.
Yin (2003) lists six sources of evidence that can be the
focus of data collection for case studies. These sources
are documentation, archival records, interviews, direct
observations, participant observation, and physical
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artifacts. Three of these sources are used in this study.
Structured interviews of a majority of the managers at
each Bank BRI’s branch office are used for the twenty
dimensions of CSR-CSI. Archival records in the form
of operating reports are used for all twenty dimensions.
Finally, direct observation is used for the practices of
the CSR-CSI dimensions, primarily to corroborate and
validate the findings from the structured interviews.
The use of multiple informants (the three level of man-
agement—top, middle, and low) helps with both the
validity and reliability of the study. In addition, a data-
base containing the various field notes, documents,
and narratives collected over the course of the study
was maintained to improve reliability (Smith & Reece,
1999).

The structured interviews (the questionnaire de-
velopment) were based on a previous assessing study
(Welford, 2003). The questionnaire asked the manag-
ers at the Bank BRI’s branch office to respond to a set
of twenty dimensions of CSR-CSI, synthesized from
Welford’s study of the establishments on a five-point
interval scale (1 = not at all true; 2 = slightly true; 3 =
somewhat true; 4 = mostly true; and 5 = completely
true). The researcher borrowed the original version of
the questionnaires (in English) from the previous stud-
ies and then translated it into Indonesian language
using the back-translation method, so nothing any dis-
crepancies (Brislin, 1986). During the translation pro-
cess, the wording of some items adapted to achieve a
meaning in Indonesian language closer to the original
meaning in English. All negatively worded items were
reworded into a positive form. Participants answered
using a five-point Likert-type scale ranging from not at
all true to completely true. The second version of the
questionnaire in Indonesian language was used in the
survey. Reliability and convergent validity assessment
were performed after the survey has been accomplished
by examining item-to-total correlation and employing
confirmatory factor analysis, where several items were
dropped for further analysis.

A total of 90 individual usable questionnaires
were returned thus qualified for analysis, representing
an effective response rate of 45 percent. Of these, 12
were from high level managers, 36 from middle level
managers, and 42 from low level managers.

RESULTSAND DISCUSSION

The results of the survey on CSR-CSI elements are
summarized in Table 2. This Table outlines the means
and standard deviations for the individual element of
CSR-CSI in the scale and for the overall scale. The
average scores of 20 elements of CSR-CSI range from
3.32 for element 20 (Q20) to 4.44 for element 1 (Q1).
Element 5 (Q5) has the largest standard deviation, at
0.906. Issue on which the score is relatively low is item
5. It would be seem that many of the respondents do
not recommend that element 5 does not important to
develop strategic innovation through corporate social
innovation (CSI) program.

Table2
Descriptive Statistic

N Mean Std. Deviation

Q1 0 4.44 0.583
Q2 ) 414 0.855
Q3 ) 438 0.646
™4 0 4.20 0.706
Q5 0 3.86 0.906
Q6 ) 423 0.637
Q7 0 4.06 0.606
Q8 0 384 0.886
Q9 ) 3.99 0571
Q10 0 397 0.741
Q11 0 408 0.622
Q12 0 3.99 0.711
Q13 0 391 0.856
Q14 0 3.78 0614
Q15 0 398 0.653
Q16 0 3.99 0.742
QL7 0 391 0.697
Q18 0 3.96 0.702
Q19 0 347 0.810
Q20 0 3.32 0.832
Valid N

(Listwise) 0

Source: Ningsih, 2006.
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Instrument Reliability

In determining the reliability of the multi-item scale,
item to total correlations and coefficient alpha
(Cronbach, 1951) were calculated. The results of the
reliability analysis for the importance and performance
of 20 CSR-CSI dimensions (20 elements) are outlined in
Table 3. The scale purification was carried out because
elements number 2,5,14, and 18 with item-total correla-
tions of lower than 0.50. These elements were elimi-
nated. The eliminations were improving the standard-
ize item alpha from 0.8992 (Table 3) to 0.9047 (Table 4),
reliabilities of 0.70 or higher will suffice. These confirm
the reliability of the 16 elements of CSR-CSI for Bank
BRI Jogjakarta.

Table 3
Reliability Analysis —Scale (Alpha)—20 Elements of CSR-CSI

seale Mean if Beale Varianee if | Corvected Idem- Alpha if Item

[tem Deleied [texn Deleted Total Correlation Deleted
1 FL0444 GE.0868 05384 0.5047
Q2 7534949 aE.LE34 0.2442 (d eleted) 0.0034
Q3 AL AE.2THT 05387 02042
24 FHARER AS RIS 052470 05944
= CER R 22910 U AZ6H (d eleted ) ERES
4 FEILNA AF.3T 22 05324 02942
Q7 754333 557538 .6345 05921
(L Frhaddd 26929 05520 029357
Q3 F5.5000 A5 5337 07041 0.:903
2110 755222 AERE: 04706 0.3903
111 74111 ag.LTrd 0.5730 B35
12 ¥5.5000 540281 04583 0.2900
213 TEATTE AZHE40 05213 05920
214 Til11 a5 3REE 02531 (d eleted) 09003
215 755111 G4 Ta D5 0.4%20 0.2904
Q214 F5.5000 623704 05356 02941
Q17 TEETTR 452107 0.5354 05042
Q18 F55333 70831 04267 (d eleted) 05973
213 Y0222 544245 055010 05835
Q20 Felaa’ A4.5674 05312 02044

Reliability Coefficients
N of Cases =90 N of Items =20
Alpha =0.8992
Source: Ningsih, 2006.
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Table 4
Reliability Analysis —Scale (Alpha)—16 Elements of CSR-CSI
Scale Mean if Scale Variance if | Corrected [tem- Alpha if Item
Item Deleted Item Deleved Total Correlation Deleted

21 J93111 420707 0052 05014
() F03TlE AR 5523 0070 neil1z
04 Jaisia 472901 02264 0.o00e
6 30 52332 48 3804 n:113 09012
7 397000 47 a955 0a533 0E97]
[ 290111 4574438 [ 2z4] 0.z804
5 AR7a0dT A7 5517 05183 n&z27a
210 IRJEE0 AS0212 003l 0.z046
211 JRETIE 4z0411 5571 0EIEE
1z J9 78T da 4955 0e7F34 0E8sg
213 JnEa44 45TT53 0 £ 4 0E384
213 JeTEE 4a 91 64 el 0E256
i 1t AR TadT 47 T5L5 051l ns013
Q17 S08444 Az0205 0203 0.Q0on
g Al J=58 4A G038 N 5687 0994
el G0.4=33 A7 0348 0087 09021

Reliability Coefficients

N of Cases =90 N of Items =16

Alpha =0.9047

Source: Ningsih, 2006.

Factor Analysis
In order to apply the factor analysis approach a num-

Factor Loadings

ber of issues had to be addressed. Firstly, the appro-
priateness of data for factor analysis was examining
using Barlett’s test of Sphericity. The test result for
sphericity was large at 772.311 with a corresponding
small level of associated significance 0.000. Second,
the Kaiser-Meyer Olkin (KMO) measures of sampling
adequacy were also employed to measure the strength
of the relationship among 20 elements of CSR-CSI The
test result at 0.819 can be classed as meritorious and
provides further justification for using factor analysis.

Table 5 presents the total variance explained. It shows
the factors and their associated eigenvalues, the per-
centage of variance explained and the cumulative per-
centages. The study found that there are four factors.
These four factors accounted for 68.105 per cent of the
total variance.
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Table5
Total Variance Explained
Fitial Figan dhues Extraction $mns of Squarel Loadings | Rotation Suny of § quared Leadings
cwm Trtal ume "mg."}hje Total h.:igme Cimnbtre % Trtal H,f:!;_;fme Crmmlatare 4

1 G0 42523 42623 G20 4263 42623 4457 | 2rase 27859

4 L9l 10.56% 23191 15691 L0 SGow 23191 4583 16141 44 000

3 1363 8520 61711 1363 3500 61711 ann7 | 12546 56546

4 102 6304 62,105 1023 530 62,105 1240 [ 11559 62,105

5 ng66 5410 73513

i 0A%9 4306 77822

T 0664 4149 G1.%70

& 0539 3360 85340

k) LK &1/ 4550 og. 1oy

10 0415 2595 o075

11 0395 2470 93253
12 0337 2106 9531
1z 0262 1636 96,997
14 0.12% 1.141 28 158
15 0173 1034 99 222
16 10 T Y B 100 00

Extraction Method: Principal Component Analysis
Source: Ningsih, 2006.

Table 6 shows four groups of CSR-CSI elements.
The first group has eight significant loadings, the sec-
ond group has four, the third group has two, and the
fourth group has two. To ensure that only very signifi-
cant loadings are considered, the variables for a factor
selected only when the absolute size of their factor
loading is above 0.60. For the first group, the research-
ers identified one group of eight elements of CSR-CSI
as External Aspects of Innovation. For the second
group, which have four elements can be assigned as
Internal Aspects of Innovation. For the third group,
which have two elements can be assigned as Account-
ability. For the fourth group, which have two elements
can be assigned as Citizenships.
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Table 6
Rotated Component Matrix?
Component
1 2 3 4

Q1 0331 D459 0.2 0272
0z 013g 04563 0262 0122
4 1143 0.742 0.00 0.350
] 0.244 0.768 0.0 0053
o7 0.740 0141 0.258 0.015
g 0828 1023 0027 0.150
Q9 0.750 0313 013 0.0
010 0.716 o1y 0174 025
11 0510 0378 0.059% 0.221
Q12 D595 0.301 0338 0117
013 0737 0.240 0090 0147
Q15 D.765 1150 0248 0.053
Q16 0123 02l 0347 0199
Q17 019g 0o.ner D326 0275
Q1n 0283 1140 0.24 0.7
020 0169 o.1sg 0.26d 0326
Critical External Aspecis | Intermal Aspecis Accountahility Citizenships
Facter=of C5I

Extraction Method: Principal Component Analysis
Rotation Method: Varimax with Kaiser Normalization
a. Rotation Converged in 6 lterations

Source: Ningsih, 2006.

CONCLUSION

The empirical analysis found that there are four critical
factors of corporate social innovation— External As-
pects, Internal Aspects, Accountability, and
Citizenships. Empirical data for this study (a cross-
sectional study) were collected from 90 respondent’s
managers in the Bank BRI Jogjakarta. The survey indi-
cates that these four factors accounted for 68.105 per
cent of the total variance. This investigation is believed
to make a contribution to the strategic innovation by
providing empirical evidence from a single Bank that
has a set of unique characteristics that offer additional
insights.

The Bank BRI Jogjakarta must continue to
evolve and learn with perseverance four elements CSI,
especially related to the real-time strategic innovation.
Presentation of these results on the four elements of

CSl facilitates management interpretation of the infor-
mation and increases their usefulness in making stra-
tegic innovation decisions. Its results show that deci-
sion makers of Bank BRI in Jogjakarta can gain consid-
erably from articulating and adapting a comprehensive
(corporate) strategy for their innovation activities. The
gains that materialize from such a strategy can enhance
a company’s growth and value—economic value-added
(EVA) and market value-added (MVA).

Corporate social innovation is a comprehensive
management system (an integrative approach) for
achieving continuous society improvement in stake-
holder satisfaction. Corporate social innovation is not
one-short deal, but rather a commitment for the life of
the organization. For it to be successful there must be
strong visionary leadership which earnestly believes
in the company’s development program, and more im-
portant, its society involvement and empowerment.
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A bank service must translate customer (client) require-
ments into objectives for operations of corporate so-
cial innovation known as competitive priorities. Com-
mon competitive priorities include low cost, quality,
delivery, and flexibility (Ward et al., 1998). It has been
widely accepted that competitive priorities in service-
manufacturing can be expressed by at least four basic
factors: cost, quality, delivery, and flexibility (Fine and
Hax, 1985; Hayes and Wheelwright, 1984 in Zhao et
al., 2002: p. 287). With the severe competition in the
global marketplace, product (goods and services) life
cycle is becoming increasingly shorter; so a fifth fac-
tor, innovativeness, is now a critical factor in determin-
ing the success of acompany (Leong et al., 1990). Itis
commonly known that the first innovative product
available in the marketplace can usually be sold at a
higher profit margin (Zhao et al., 2002).

It is important to note that the first potential
limitation of this study stems from the use of a cross
sectional analysis. Cross sectional analysis only give
us portrayed at a particular point of time. The researcher
can not examine the dynamic nature of trade-off which
is changing over time (Silveiraand Slack, 2001). In ad-
dition the researcher encourages thinking about
whether the link between quality factors and customer
satisfaction vary over time, either because other time
the sustainable community developments are theoreti-
cally important or because this link is unstable for some
reason. Next research should be conducted longitudi-
nally to observe the progress of the development of
strategic innovation through corporate social innova-
tion program.
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