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Abstract. The purpose of this study is to analyze the validity of arbitration agreements in the settlement of business disputes 
in a social environment, as well as to assess the extent of the public's understanding of the law, particularly small and 
medium-sized enterprises (SMEs), regarding arbitration mechanisms. The background of this research stems from the fact 
that arbitration is an efficient and confidential alternative dispute resolution method, but its effectiveness is highly 
dependent on the validity of the arbitration agreement made by the parties. In practice, many business actors in the social 
environment include arbitration clauses without understanding the legal consequences, thus giving rise to various legal and 

social problems. The research method used was a normative juridical approach supported by a sociological approach to 
law. The normative juridical approach was used to examine legislation, such as Law No. 30 of 1999 and Article 1320 of 
the Civil Code, which form the basis for the validity of arbitration agreements. Meanwhile, the sociological approach was 
used to understand the perceptions and practices of communities in social environments, including MSMEs and 
cooperatives, regarding the application of arbitration clauses. Data was obtained through literature studies and qualitative 
analysis of social phenomena that indicate low legal literacy and bargaining power imbalances in business relationships. 
The results of the study show that the level of legal understanding among business actors in the social environment is still 
low, resulting in many arbitration agreements that do not meet the elements of a valid agreement, such as free agreement 

and legal competence. This condition gives rise to defects of consent and imbalances in the agreement, thereby potentially 
rendering the arbitration clause null and void. Furthermore, the culture of deliberation and kinship in Indonesian society is 
often incompatible with the formal and costly nature of arbitration, making arbitration less desirable at the local level. The 
conclusion of this study confirms that the validity of arbitration agreements in the social sphere is not yet fully guaranteed 
due to low legal awareness and economic inequality between parties. Therefore, it is necessary to improve legal literacy, 
socialization, and procedural reform of arbitration institutions to make them simpler, more transparent, and more affordable 
for small businesses. Thus, arbitration can function effectively as a fair, efficient, and appropriate mechanism for resolving 
business disputes in Indonesian society. 

 Keywords: Arbitration, Business Disputes, Social Environment. 

1 Introduction 

The development of the business world in the era of globalization has brought significant changes to the pattern 

of legal relationships between business actors. Increasingly complex business relationships often give rise to conflicts 

of interest or disputes that require quick, efficient and fair resolution. In this context, arbitration has emerged as an 

alternative to court-based dispute resolution (non-litigation) that is considered more flexible and confidential than 

general court proceedings [4][1]. However, the effectiveness of arbitration is highly dependent on the validity of the 

arbitration agreement entered into by the parties [6][15]. 

An arbitration agreement is a legal basis that gives arbitration institutions the authority to settle disputes. Without 

a valid agreement, arbitration institutions do not have jurisdiction to handle disputes that arise[3]. Therefore, the 
validity of arbitration agreements is very important to examine, especially in the context of societies that do not fully 

understand the mechanisms and legal consequences of arbitration clauses. 

In Indonesia, regulations concerning arbitration are stipulated in Law No. 30 of 1999 concerning Arbitration and 

Alternative Dispute Resolution. This law provides a clear legal basis regarding the requirements, procedures, and legal 

consequences of arbitration agreements. However, in practice, many business agreements still include arbitration 

clauses without regard to the principles of validity of agreements as stipulated in Article 1320 of the Civil Code 

(KUHPerdata) [10]. 

Problems arise when one party refuses to participate in arbitration on the grounds that the agreement is invalid or 

was made without a clear understanding. This often occurs in business relationships within social circles, such as 
between small and medium-sized enterprises (SMEs), cooperatives, or local communities, which often enter into  
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agreements without professional legal assistance [1]. As a result, the arbitration clause contained therein is often 

deemed null and void because it does not meet the elements of agreement or the legal capacity of the parties. 

Furthermore, in the social context of Indonesian society, which still upholds deliberation and kinship, arbitration 

is often considered an "alien" and formal mechanism. Many local businesses do not understand the implications of 

arbitration agreements, such as the fact that by signing an arbitration clause, they waive their right to sue in a court of 

law [14]. This situation raises legal questions about the extent to which arbitration agreements can be considered valid 

if they are made without the full understanding of the parties involved. 

The validity of an arbitration agreement depends not only on legal formalities, but also on good faith, free 

agreement, and fulfillment of the conditions for a valid agreement. In many cases, arbitration clauses are inserted by 

the economically stronger party without adequate explanation to the other party. This phenomenon indicates the 

potential for inequality of bargaining power, which may have implications for the validity of the arbitration clause [7]. 

From a business law perspective, the existence of a valid and effective arbitration agreement can provide legal 

certainty for the parties in resolving disputes. Arbitration offers time and cost efficiency, as well as maintaining the 

confidentiality of business relationships [5]. However, if the validity of the arbitration agreement is questioned, the 

arbitration decision may be overturned by the court, thereby defeating the primary purpose of rapid dispute resolution 

[8][12]. 

Research on the validity of arbitration agreements in business dispute resolution is also important to assess the 

extent to which public legal awareness has developed. In a social environment where legal literacy is still low, 

understanding of the concept of arbitration and its resolution mechanisms is still limited. As a result, many business 

agreements are made without regard to fundamental legal aspects, including the validity of arbitration agreements that 

form the basis for dispute resolution.. 

In this context, the analysis of the validity of arbitration agreements is not only normative but also sociological. 

This means that this study not only assesses agreements from a legal perspective but also considers the social reality 

in the field. This approach is necessary to understand how society views and applies arbitration mechanisms in 

everyday business practices. Based on this background, research on the theme of "Analysis of the Validity of 

Arbitration Agreements in Business Dispute Resolution in a Social Environment" is relevant and significant. This 

study is expected to contribute theoretically to the development of arbitration law in Indonesia, while also providing 

a practical understanding for the community to be more careful in making fair and legally certain business agreements. 

Thus, arbitration can truly become an effective, fair, and appropriate alternative for dispute resolution in line with the 

character of Indonesian society. 

2 Research Method 

This research method uses a normative juridical approach supported by a sociological approach to law. The 

normative legal approach is used to examine the provisions of positive law relating to the validity of arbitration 

agreements as stipulated in Law No. 30 of 1999 and Article 1320 of the Civil Code, with a focus on analyzing the 

validity requirements of agreements, the agreement of the parties, and the legal consequences of invalidity. 

Meanwhile, the sociological approach is used to understand how business actors in social environments, such as 

MSMEs and cooperatives, interpret and apply arbitration clauses in their daily business practices. Data was obtained 

through literature studies and qualitative analysis of social phenomena that indicate low legal literacy and bargaining 

power imbalances between parties. The results of the study are expected to provide a comprehensive picture of the 

validity of arbitration agreements in the Indonesian social context and offer solutions to strengthen legal awareness 

and protection for business actors. 

3 Research Results 

This study reveals that the existence of arbitration agreements in business practices in Indonesia is widely known, 

but understanding of their validity remains low, particularly among small and medium-sized enterprises. Many 

agreements in business relationships are made with arbitration clauses included merely as an administrative formality, 

without understanding their legal implications for dispute resolution [14]. 

Based on a review of Law No. 30 of 1999 concerning Arbitration and Alternative Dispute Resolution, it can be 

concluded that the validity of arbitration agreements in the social sphere is highly dependent on the fulfilment of the 

elements of a valid agreement as stipulated in Article 1320 of the Civil Code, namely the existence of agreement, 

competence, a specific object, and a lawful cause [10].  
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In terms of the agreement between the parties, this study shows that in many social environments, arbitration 

agreements are made without a comprehensive understanding or free consent. Generally, these agreements follow a 

format prepared by the economically stronger party, resulting in inequality in the contract drafting process [7]. The 

element of legal competence in arbitration agreements is also a crucial issue, especially in the social environment of 

small businesses, cooperatives, or local business communities. Many parties sign agreements without legal assistance, 

resulting in arbitration clauses being drafted without due consideration of legal competence. This study found that, in 

general, the object of arbitration agreements in the social environment is valid because it is related to business 

activities. However, problems arise when arbitration clauses are included without clear limitations on the types of 

disputes that can be submitted, which then creates legal uncertainty for the parties [3]. 

From the perspective of lawful causes, no violations of positive law or social norms were found. However, in 

certain social environments, arbitration clauses are often used unfairly by the more dominant party to avoid lawsuits 

in civil courts, thereby giving rise to contractual injustice. Based on an analysis of various court decisions, it was 

found that many arbitration awards were set aside because the basis of the agreement was deemed not to meet the 

requirements of a valid agreement [8]. This phenomenon shows that in the business social environment, the formalities 

involved in the drafting of arbitration agreements are still often overlooked. 

In the context of the social environment, this study found that many local businesses do not fully understand the 

difference between arbitration and court proceedings. Arbitration is often considered to be the same as ordinary 

deliberation or even considered too formal and complicated to implement [4]. This low level of understanding in the 

social environment has an impact on weak legal awareness of arbitration clauses. As a result, many agreements are 

made without sufficient explanation of the rights and obligations of the parties, so that their validity can be questioned 

both morally and legally. Sociological studies show that the culture of deliberation and kinship in social circles often 

conflicts with the formal and costly principles of arbitration. Therefore, many parties prefer amicable settlements to 

implementing arbitration awards [11]. 

Based on field observations, small business owners in various social environments trust mediation and negotiation 

more than arbitration, because they believe that arbitration is only suitable for large-scale business disputes. This 

shows that there's a gap in the application of arbitration at the lower socio-economic level. Research also shows that 

arbitration institutions in Indonesia, such as BANI, are still relatively unknown among small and medium-sized 

businesses. The lack of awareness means that many parties are unaware of the official mechanisms for submitting 

disputes to arbitration institutions. 

In normative analysis, it was found that arbitration agreements entered into without full understanding by one of 

the parties in a social environment can be categorized as defective agreements. This means that such agreements do 

not fulfil the element of free agreement and are therefore null and void [6]. 

From the perspective of contractual justice theory, the imbalance in bargaining power between strong and weak 

parties in a business social environment raises issues regarding the principle of good faith. This condition often results 

in arbitration clauses that favour one party and disregard substantive justice. 

Research confirms the importance of improving legal literacy among business actors in the social environment. A 

lack of understanding of the legal consequences of arbitration agreements can make such clauses a tool that harms 

weaker parties in business transactions [9]. On the other hand, arbitration institutions are expected to carry out 

procedural reforms to be more adaptive to the social environment, for example, by creating simple, fast, and low-cost 

settlement mechanisms that are accessible to small and medium-sized businesses [16]. Other findings indicate that the 

application of valid arbitration in the social business environment can increase legal certainty, as arbitration awards 

are final and binding [5]. However, this certainty can only be achieved if the validity of the agreement is maintained 

from the initial stage of the contract. 

From observations of recent practices in the digital socio-economic environment, it was found that online contracts 

(online templates) automatically include arbitration clauses without adjustment to the national legal context. This 

raises new issues in assessing the validity of arbitration agreements in the digital age [16]. Overall, this study concludes 

that the validity of arbitration agreements in the social environment is not yet fully guaranteed due to low legal 

awareness, economic inequality, and a lack of supervision of the contract drafting process at the community level. 

Thus, this study emphasizes that increasing legal awareness in the social environment and providing guidance to small 

businesses are strategic steps to ensure that arbitration agreements are made legally and fairly. If this is achieved, 

arbitration can become an effective, efficient, and appropriate instrument for resolving business disputes in the 

Indonesian social context. 
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4 Conclusion 

This study concludes that the validity of arbitration agreements in the settlement of business disputes in a social 

environment is highly dependent on the fulfillment of the elements of a valid agreement as stipulated in Article 1320 

of the Civil Code and Law Number 30 of 1999 [3][10]. The elements of free agreement, legal competence of the 

parties, and clarity of the object and lawful cause are the main bases that determine the validity of arbitration clauses. 

However, in practice, many arbitration agreements among MSMEs, cooperatives, and local businesses are made 

without adequate legal understanding, resulting in frequent defects of consent and an imbalance of bargaining power 

between strong and weak parties [7]. As a result, arbitration clauses are often exploited disproportionately and have 

the potential to cause contractual injustice. Furthermore, this study highlights that the strong culture of deliberation 

and kinship in Indonesian society often conflicts with the formal and costly nature of arbitration, leading business 

actors in social environments to prefer dispute resolution through mediation or negotiation [11]. Therefore, improving 

legal literacy and regulatory guidance are strategic steps to strengthen public legal awareness. With the dissemination 

of information and reform of arbitration mechanisms to make them simpler, more transparent, and more affordable, 

arbitration has the potential to become a fair, efficient, and socially appropriate instrument for resolving business 

disputes in Indonesian society. 
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