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This article is a literature study on CSR in conventional and Islamic banks, which is the
result of research in the field of strategic management. CSR is not a foreign subject
for the organization, it is not only related to the law but more than that it is part of the
company’s ethics in operation. Islamic banking and conventional banking is inseparable
from morals and ethics whose activities relate to the public. CSR has become important
for Islamic and conventional banking, but in reality, these two banks differ both in
philosophy and in operation. Islamic banking is more emphasis on social orientation
without neglecting profit, a banking system that is run based on sharia law to prosper
society and reach Falah. While conventional banks are more profit-oriented, CSR in
conventional banking emphasizes improving financial performance. Theoretically, CSR
in Western concepts can be applied in Islamic organizations, but the content remains
different.

CSR, Islamic Banking, Conventional banking, Syariah

Corporate social responsibility or better known as CSR is synonymous with the ethics
and morale of the organization, there is currently no company unrelated to CSR and the
whole world recognizes it [1]. There have been many studies on CSR activities related
to CSR activities that impact on company performance [2]. CSR has become the most
important part of the banking program to get solutions in social issues and community
welfare [3]. For the Bank, CSR is a long-term investment, one of its objectives is to
improve the banking reputation in the eyes of the public [4, 5] and improve the welfare
of society [6].

CSR is a multidimensional construct and research has proven CSR with a more appro-
priate stakeholder theory approach for the banking industry [7]. CSR is a strategy for
banks to achieve long-term financial performance but also for stakeholders [5]. Stake-

holder theory has become the basis for the concept of CSR West and has become a
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major theme in current discussions on CSR, although some studies have sought to build
CSR in Islamic concepts [8]. The phenomenon of CSR in the West’s view is often studied
both empirically and theoretically [9]. There are still limited studies that are investigating
CSR in Islamic banking with the context of Islamic view. This study seeks to fill the gap
and will be a reference for researchers to investigate the differences in CSR in both

banks.

CSRis arelatively new conceptin management science [10] and there is no standard def-
inition of corporate social responsibility Dahlsruld 2008; [11, 12], each researcher defines
corporate social responsibility according to their needs, the definition of corporate social
responsibility is an ongoing agenda today [13—-15]. Although we all know that [16, 17] has
introduced corporate social responsibility in four categories: economic, ethical, legal and
discretionary, and currently, there have been many studies examining corporate social
responsibility by using that theory [18].

Various definitions have been put forward to describe corporate social responsibility,
such as the Commission of the European Communities / CEC [19] in its green paper
defines CSR as a corporate concept integrated with social and environmental concerns
in the operation as well as corporate interaction with stakeholders based on volunteer.
For companies considering CSR based on the definition of the CEC, which means that
company success is measured by a triple bottom line approach that is a combination of

economic, social and environmental aspects [20].

CSR is a sustainable economic and business activity and more than a legal require-
ment to protect the well-being of employees, communities and the environment [21, 22].
CSR includes an environment sustainability and human sustainability component that
creates workplace justice, development and workplace health, and adds value to other

stakeholders including suppliers, customers and other community members [20].

2. Islamic perspective on CSR

In Islam, CSR is a must (mandatory) and has been embedded in fundamental Islamic
teachings [2, 9] and sharia is fundamental to understanding CSR in Islam [9, 23]. Islam
has made various rules in human life, which are the foundations in Islam that can not
change, such as agidah (beliefs and beliefs), worship and morals (morality and ethics)

[9, 24]. Islam provides complete guidance for every stage of human life that is religion,
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business and social justice. Every Muslim must play an active role in his environment
in order to develop and improve spirituality and social justice [6]. In Islam the economic
activities of the organization are not only to achieve internal profits but also the common
welfare or in other words social and economic justice [25]. In the Islamic perspective
socio-economic activities should be based on the principle of justice [26, 27].

CSR in Islam has been linked with the maslahah namely the common welfare to
achieve falah [23]. CSR is a concept rooted in ethical values [8], which is very inherent
with Islamic culture [9]. CSR in the view of Islam is a holistic concept and integrated with
sharia law based on Al-quran and sunnah [6, 9, 28], which contains strong ethics and
morals, and become guidelines for the company to carry out its business activities that
can not be separated from corporate social responsibility [9].

In the Islamic perspective, CSR has a broad meaning that under any circumstances
must lead to the value of truth (tagwa). One’s ability to develop and manage the world
according to the principles and values of sharia is a person of truth and every employee
in the company must play its role and responsibility as a servant of God [24]. Furthermore
[24] points out that there are four principles that become the main foundation of Islamic

CSR namely:

211, Unity

Allah is One and truly the One who created the earth and the universe, this is the main
principle in Islam. The Quran (57: 5) states that Allah is the last owner of everything on
earth and in the universe and ultimately man is accountable to Allah (Qur’an, 2:28). That
is, all economic activities (trade / commerce) must be in accordance with the principles

and values of sharia, because all will be accountable to Allah Subhanahuwataala.

21.2. Vigerency and trusteeship

Humans are khalifah or representative of Allah on the earth, As a caliph or aleader in the
organization, they have a greater responsibility to utilize the things that belong to Allah
to utilize all the facilities provided by Allah for their best ability in creating maximum

added value for the organization itself and for the entire community as well.
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21.3. Justice and equalibrium

In Islam, humans are caliphs (leaders). To fulfill their role as representatives, they must
cooperate and support each other, be honest, sincere, keep promises and honest in
their business affairs. The Balance must be done by treating people fairly that is fair in
the distribution of wages without discrimination. By means of the principles of justice

and balance, organizations can create a harmonious life in all societies

21.4. Rights and responsibilities

Every action taken must be accounted for by each individual. Allah has given humans
the intellectual ability to be able to distinguish between what is right and what is wrong
so that they can direct their own lives (having freedom or free rights). Of course, this right

must be in accordance with sharia law and protect common interests and welfare.

2.2. CSR in conventional banking

Banking is a profit-oriented institution, and public trust has underpinned their banking
activities. The high expectation of society to the banks influenced him to contribute
in the prosperity of society [29]. Therefore, banking is urgently needed to engage in
CSR [30], and based on research conducted by [31] revealed that financial institutions
are committed to CSR activities. There are three reasons why the importance of CSR in
banking is 1) public view and regulators related to banking CSR activities, 2) the views of
bank managers that CSR is one of the approaches used to improve banking reputation
in obtaining trust from consumers, 3) loans banks are critical to the growth of industries
including the unethical industries [30].

Implementation of CSR in conventional banking is inseparable from the triple bottom
line concept of economic, social and environmental [5, 29]. There have been many
studies conducted on conventional banking related to CSR, which express the interest
of banks in solving social and welfare problems and become proactive investors in
CSR activities [3]. A number of studies conducted on conventional banking, such as
Fatma dan Rahman (2016), use the CSR concept of Carrol [16, 17]. Krodomska, Studied
CSR in conventional Poland banking by using the CSR index [29]. Research Wu and
Shen on CSR in the banking industry with reference to covering multidimensional of
social performance consisting of labor, environment, community, human rights, supply

chain management and others [5]. A number of CSR studies on conventional banking
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emphasizes the increasing profit received by firms that are in financial performance such
s [4], [32],[29], [5] and [33].

2.3. CSR in islamic banking

Islamic banking is a bank that operates based on Islamic law, which must comprehen-
sively understand the objectives of Islamic economics. Islam emphasizes social justice,
therefore, Islamic banks are expected to be more socially responsible than conventional
banks [34]. In Islamic financial institutions social responsibility is interpreted as ethics and
philanthropy [35]. Associated with sharia law, organizations and individuals around the
world approve of Islamic financial institutions that are considered more fulfilling ethical
and moral aspects [23, 36]. The principle of Ethics and morality comes from the divine
revelation that is eternal and absolute [37]. Therefore, ethics and morals are principles
that serve as a better guide for companies to apply simultaneously their business and
social responsibility responsibilities [6].

Islamic ethics has various linkages to sharia banking, such as those relating to the
welfare of individuals and communities or CSR [38]. CSR in Islamic banking emphasizes
ethical values and social responsibility, and is based on the principles of sharia law [28,
39] Sharia law prohibits usury, gharar, destroys the environment and puts more emphasis
on moral and ethical behavior [8, 25]. Zakat, gard al hasan (loan without interest), waqaf,
sadaqa (charity) [26], and employees [2, 25, 34] forms or activities of CSR in Islamic
banking [25].

2.31. Zakah

Zakat is the fourth pillar of Islam, which is literally meaningful purification and has been
mentioned in many verses in Al Quran and Hadith [27]. Ibn Faris as quoted by [40]
defines Zakat as growth, increase, purity and cleaness. The word zakah has been men-
tioned 30 times in the Qur’an [40] such as in Surat At-Tawbah Verse 103, Allah says "Take
zakat from some of their property, by charity you cleanse and purify them and pray for
them. Verily, your prayer is a serenity for them. and Allah is All-Knowing All-Knowing .
Then the letter of Al-Maidah verse

55, Allah says "Verily your helper is Allah, His Messenger, and those who believe,
who establish prayers and pay zakat, while they submit to Allah”. The Qur’an is very

clear about the obligatory obligations of God’s servants to clean up their property and
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over-love of property. With zakat will be able to cultivate all the good in human beings
and increase their property. Qard al hasan

Commitment to provide loans or qard al hasan, is part of CSR activities in sharia
banking [25]. Qard al hasan is a loan with no interest and no deductions to the money [41].
Qard al hasan is a type of unpaid loan granted to people in need during certain periods
without interest or profit payments. The borrower qard al hasan is only required to pay off
the principal amount of the loan [25]. Al quran and sunnah be the legal basis in running
qgard al hasan. This can be seen in the hadith of Prophet Rasulullah Sallallahualaihi
wassalam which reads: "Whoever reduces the difficulties of a Muslim in this life, Allah will
lighten one of his troubles on the Day of Judgment, and whoever hinders the financial
difficulties of a Muslim, Allah will alleviate his difficulties in this life and the hereafter,

and God always helps the faithful as long as he helps his brother” [42].

2.3.2. Waqaf

Wagqaf is a donation of charity that cannot be revoked under Islamic law, waqgaf types of
which are buildings, land or other assets whose purpose is for religion or charity without
the intention to reclaim the asset. Donated assets are held by charity trust, known as
wagqif, donor. The meaning of wagaf in terminology or the terms conveyed by Hassan
1984 as cited by [43] is aconfinement and a prohibition or cause something to stop
or stand still. Further, Hasan interpreted waqaf ie "stand still, silently do not let go”
Referring to [43] literationally waqgaf is an asset-ownership aimed at a particular charity
determined by the wagqif by giving asset use to the designated beneficiaries. Wagafis a
voluntary donation to provide assets to a designated party without the will to take back
the asset. Waqgfis not only in the form of land and buildings but also can be a liquit assets
like money [43]. Waqaf is given for the benefit and welfare of the community or social

services [40].

2.3.3. Sadagah

Sadaqgah/Alms based on literacy is the giving of a Muslim to others voluntarily and sin-
cerely without being limited by time and quantity. The basic concept of Sadaqga (vol-
untary almsgiving / charity) is to give and help without expecting reward, sincerity for
Allah [44]. Islam advocates his people to give charity, as in the words of Allah SWT
below: "Allah destroys usury and fosters alms. And Allah dislikes everyone who abides

in unbelief and always sins (Al-Bagarah: 276) ”. Sadagah is a charity that will keep flowing
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reward, even though the charity is gone. Rasulullah SAW, said: "When the son of Adam
dies then is cut off from him all good except the three things that is alms jariyah, useful

knowledge and pious son who pray for him” [42].

2.3.4. Employee

Employees are a very important human resource in the banking industry, which is
an intangible asset of banking in addition to financial assets [29]. The organization
is responsible for ensuring that its employees are paid for a fair wage, working in
accordance with their obligations and responsibilities. Have the opportunity to fulfill
their spiritual obligations and Islam is giving priority to equal opportunity between
fellow human beings. Banking sector is a service sector with a very competitive level
of competition, the bank must have value that is able to attract the public to become
a customer, business partner or partner with the bank. To that end, banks must have
competent human resources that have knowledge, expertize and understanding of
sharia banking which is one of the key to the success of sharia banking. therefore the
need for corporate social responsibilities for employees is the training and development
of employees, promotions and rewards [34]. It is important for banks to be able to

manage their human resources in accordance with sharia banking policy.

2.3.5. Environment

Islam forbids to destroy or damage the physical environment that is considered harmful
to individuals or society. Therefore, sharia banks are not expected to finance activities
that cause harm to the environment. Sharia banks must provide funds in environmental
conservation projects. While sharia banking is unlikely to cause direct damage to the
environment, such as the nuclear industry, under the CSR policy, sharia bank users
will need to ensure that the activities of these banks have affected the welfare of the
community [34].

In its activities Islamic banks cannot be separated from its responsibility to the exter-
nal environment. Through its financing program, Islamic banks must be able to assess
projects to be funded, by not financing projects that cause environmental damage.
Improve environmental protection and promote energy-efficient projects and be active

in donating and active in activities aimed at protecting the environment [34].
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2.4. CSR: Islamic and conventional world view

CSR is a long-known concept that deals with corporate responsibility for the internal
environment and the external environment. There have been many western concepts
explaining about CSR in various industries, such as services, manufacturing, and bank-
ing. Islamic and conventional banking is an institution that is synonymous with ethics
(known as cooperative bank, charity bank) has unequal values and aspirations. They
have operate by building different philosophies and environments. Based on Western
literature CSR emphasizes on four dimensions of environment, human resources, phi-
lanthropy and human rights [25]. Below is a figure of CSR practice that refers to some

Western theories that have conceptualization by Dusuki [25].
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Figure 1: CSR practice in West concepts.

The dimensions of corporate social responsibility as long as in accordance with the
spirit and teachings of Islam, can be applied to Islamic banking. The following table
below refers to [25] presenting some verses of the Al-Quran and Hadith based on the

CSR dimension in the picture above.
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2. Human Resource

Dimension

3. Environmental
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4. Philanthropic

Dimension
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TABLE 1: Islamic perspective on CSR practice.

The Selected Corresponding Verses Quran and Hadith

a. Allah said, “| have made oppression unlawful for my self and for you, so
do not commit oppression against one another” Sahih Muslim, vol.3,
hadith no. 6254

b. Help your brother whether he is the oppressor or the oppressed..If he is
an oppressor, prevent him from doing it, for that will be helping him, and if
he is oppressed he should be helped (against the oppressor)” Sahih
Muslim, vol.3, hadith no.6246

a. “Your employees are your brethren over whom Allah has given you
authority.

So if one of you has his brother under his control, you should feed him
with the like of what you eat and clothe him with the like of what you wear.
You should not overburden him with the like of what you aet and clothe
him with the like what you wear. You should not overburden him with what
he cannnot bear, and if you do so, helphim in his job”. Sahih Muslim vol.3,
hadith no. 4093

b. Allah Subhanau Wata’ala says, “ | will be an opponent to three person
on the Day of judgment: one who make a covenant in My name but
proves treacherous;one who sells a free person (as a slave) and
consumes the price; and one who employs a labourer and receives his full
labour but does not pay his wages”. Sahih Bukhari, vol.3, hadith no. 2.

a. And when he turns away, he strives throughout the land to cause
destruction therein and destroy crops and animals. And Allah does not
like mischievous acts” (Al-Qur’an 2:205).

b. And do no mischief on the earth after it has been set in order, but call
on Him with fear and aspiration. Indeed the mercy of Allah is near to the
doers of good” (Al-Qur’an 7:56).

a. “And fear Allah as much as you can, listen and obey; and spend in
charity for the benefit of your own souls. And those saved from the
covetousness of their own souls, they are the ones who achieve
prosperity” (Al-Quran 64:16).

b. “Every Muslim must pay sadaqgah (charity).” A companion asked, “What
about someone who has nothing to give?” The Prophet replied, “Then let
him do something with his two hands and benefit himself. That will be
charity.”

A companion asked, “But what if he cannot do that?” The Prophet replied,
“Then he can help someone who is needy.” They asked, “What if he
cannot do even that?” The Prophet replied, “Then he should enjoin the
doing of good.” Still again they asked, “But what if he cannot do that?”
The Prophet replied, “Then he should refrain from evil, for that is a form of
charity.” Al-Bukhari’s al-Adab al-Mufrad, hadith no. 225

Fundamentally Islamic banking and conventional banking are different, not only from

its business practices but also all the values that serve as guidelines for the opera-

tionalization of Islamic banking[23]. Religious values are more emphasized in Islamic

banking than conventional banking, Islamic teachings underlie the activities of CSR and

even the whole of Islamic banking activities. In conventional banking CSR is based only

on theories developed by Western scholars, profit oriented becomes the main focus in
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conventional banking. Contrast with Islamic banking, there is a balance between profit
and social welfare for society. CSR activities in Islamic banking are expected in accor-
dance with ethics based on Islamic principles, by conducting legitimate transactions,

prohibiting usury and speculation in business transactions [42].
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