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Multinational Corporations and Corporate Social Responsibility in Transition
Economies

Rajeev Kamineni, Ka Chun Tsang, University of Western Sydney

Abstract

Many multinational enterprises have had tough experiences in learning the importance of
being socially responsible. Multinational enterprises are now finally, regarding high standards
of corporate behaviour as the key to success in the international market. For example, Oil
company Shell lost business and declined in value due to two high profile corporate incidents
in 1995. Since then, Shell has been dedicated to managing its social responsibilities as a
strategic priority, aiming to build up the company’s reputation, to protect its market share and
to operate in a way which satisfies all of its stakeholders (Mcintosh et al, 1998). There are
two major objectives of this paper: (1) to answer two critical questions in relation to corporate
social responsibility: (a) what is the external dimension of corporate social responsibility for
multi-national enterprises in transition economies? (b) What are the consequences for
multinational enterprises if they ignore the interests of their stakeholders in the transition
economies? And (2) to point out the marketing paradigms with a social responsibility focus
for transition economies.

Introduction

The business environment has undergone vast changes in recent years in terms of both the
nature of competition and the wave of globalisation that has been sweeping across markets.
Companies are expanding their boundaries from the country of their origin to the evolving
markets of the developing countries which have been referred to as transition economies. The
current trend of globalisation has brought a realisation among the firms that in order to
compete effectively in a competitive environment; they need clearly defined business
practices with a sound focus on the public interest in the market (Gray 2001). The increase in
competition among the multinational companies to gain first mover advantage in various
transition economies by establishing goodwill relationships with both the state and the civil
society is ample testimony to this transformation. The concept of globalisation has
encouraged multinational enterprises to invest in transition economies in order to increase
market size, spread out risk and enhance productivity. However, how these multinational
enterprises have behaved in transition economies in the past has attracted much concern from
social groups in the respective host countries. According to Akinori (2004), the society
perceived that self-interested multinational companies only exploit the resources of transition
economies such as cheap labour and natural resources. Demanding that businesses comply
with social responsibilities may be considered as orthodox from the businessmen and free
market economists’ points of view. Nevertheless, this is no longer the case as an increasing
number of economists, businessmen and politicians have now discovered how responsible
corporate behaviour assists their businesses (The Cambridge Ethical Investment Campaign,
2001).



Defining Corporate Social Responsibility (CSR) and Transition Economies

World Business Council for Sustainable development defines corporate social responsibility
(CSR) as the “continuing commitment by business to behave ethically and contribute to
economic development while improving the quality of life of the workforce and their families
as well as of the local community and society at large”. Thus CSR exhorts firms to diverge
from their sole aim of maximising profits and to lay more importance on improving the
economic and social standards of the community in their countries of operation. CSR can be
thus simply defined as the additional commitment by businesses to improve the social and
economic status of various stakeholders involved while complying with all legal and
economic requirements. As Warhust (2001) points out, the three major elements of CSR are
product use which focuses on contribution of industrial products which help in well being and
quality of life of the society, business practice which focuses on good corporate governance
and gives high impetus for the environmental well-being and equity, and finally distribution
of profits equitably across different societies, in particular the host community.

The term ‘transition economy’ was originally coined to describe a fairly narrow list of
middle-to-higher income economies among the developing countries, with stock markets in
which foreigners could buy securities. The term’s meaning has since been expanded to
include more or less all developing countries. World Bank (2002) says that developing
countries are those with a Gross National Income (GNI) per capita of $9,265 or less. The
evolution of CSR in transition economies shows widely varying results. Chambers, Chapple,
Moon and Sullivan (2003) evaluate the extent of CSR penetration in seven Asian countries
(India, Indonesia, Malaysia, the Philippines, Singapore, South Korea and Thailand) and show
that the mean value for the seven countries (even including the industrially advanced Japan) is
just 41% compared to, say, a score of 98% for a developed nation like the UK. However,
there are exceptions to the mean scores. India for example had an average CSR penetration of
72% compared to Indonesia’s 24%. The concept of CSR as visualised in the transition
economies and the developed countries has a very different meaning.

Shareholder vs. Stakeholder Approach

It is important to gain a basic understanding of the different approaches which multinational
enterprises may adopt in the different international markets. There are generally two
approaches, the Shareholder Approach (internal dimension) and the Stakeholder Approach
(external dimension). Carroll (1989) defined shareholders as the investors in the business,
which means shareholders own a portion or a share of one or more businesses. Multinational
enterprises that adopted the Shareholder Approach emphasise the principal interests of
shareholders, which range from security appreciation to dividends. In other words, the
profitability of the company would be the main concern. Accordingly, multinational
enterprises which adopted such an approach would place lesser attention on being socially
responsible in society; rather, they would attempt to focus on ways of maximising the
profitability of the firm.

On the other hand, the concept of the Stakeholder Approach refers to the idea of
understanding the relationships between business and society. Here, the interests of the
stakeholders will be the priority (Carroll, 1989). The stakeholders can be defined as any group
with direct interests in the corporation, ranging from individuals who operate inside the
enterprise, to those who operate outside the enterprise (Alkhafaji, 1989). So, who are the
stakeholders for multinational enterprises? Mclntosh et. al. (1998) indicate two stakeholder
levels, primary and secondary. There are two further stakeholder categories within these



categories, social and non-social. Primary social stakeholders are the stakeholders with whom
the company can communicate with directly. Primary non-social stakeholders on the other
hand cannot be reached directly. For instance, shareholders, employees and customers are
considered as primary social stakeholders. Future generations or the non-human species are
classified as primary non-social stakeholders, depending on the nature of the business
(Mclntosh, et. al., 1998). Alternatively, any other parties who do not have direct
communication with the multinational enterprise are categorised as secondary stakeholders,
such as government, social pressure groups, competitors or the media (Mcintosh, et. al.,
1998).

External Dimension of CSR in Transition Economies

This dimension relates to practices concerning external stakeholders. The significance of this
dimension of CSR has come to the forefront with the advent of globalisation, leading to the
development of international standards for business practices. There are three basic
foundations on which the external dimension of CSR subsists in transition economies, they
are: 1) Local communities; the development of positive relations with the local community
and thereby the accumulation of social capital is particularly relevant for non-local
companies. 2) Business partners; building long-term relationships of sound ethical foundation
with suppliers, customers and sometimes competitors will enable companies to meet customer
expectations better while reducing complexity and costs. 3) Human rights; in the context of
transition economies, operations of companies should not impinge on the land and the human
rights of the local community. In particular the multinational enterprise needs to make sure
that local people are not forcibly removed from their homes and their human rights are not
violated.

Table 1: Percentage of consumers who have punished companies for being socially
irresponsible, by region

Region %
North America 42
Europe 25
Latin America 23
Africa 18
Eurasia 10
Asia 8

(Source: International Institute for Sustainable Development, 2005)

Based on information from the International Institute for Sustainable Development (2005),
among all the OECD countries such as the USA, Canada and Japan, high proportions of
shareholders take an organisation’s CSR performance into account when making investment
decisions. This reflects that the conscious level of CSR in developing countries is much
lower. It can be seen from the table above that countries from transition regions like, Africa,
Eurasia and Asia have the lowest percentage of consumers that would punish companies
which cannot commit to CSR standards. While the International Institute for Sustainable
Development (2005) claimed that transition economies such as India, Russia and Nigeria can
be identified as the least demanding markets for CSR. Only minimal pressure is put on
corporations in Eurasia and Asia.



The reason for this phenomena in most developing countries such as India, Vietnam and
China lies in the notion that many developing countries are not able to enforce existing laws
and agreements due to lack of adequate legislation and experience in dealing with CSR
(EUROCHAMBRES, 2004). Furthermore, the fundamental needs of developing countries are
totally different from the developed nations. For example, wealthy nations are savvy enough
to reject foreign investment which may damage their environment or degrade their human
conditions. Unfortunately, most, if not all, of the transition economies simply cannot afford to
say no to different types of foreign investment. This is because boosting economic growth is
the only way out of the poverty trap. Consequently, these countries may often need to
sacrifice or lower their CSR standard to attract more foreign investment.

Consequences of Being Socially Irresponsible

In the business world, the concept of “no free lunch” is well known; therefore, multinational
enterprises would tend to expect a return for being socially responsible. In fact, the core
concept of being socially responsible is to build up brand image of product as well as the
reputation of the organisation. Mclintosh et. al. (1998) suggested that brand image and
reputation is regarded as a strategic priority in a global economy where one product can be
sold in more than one market. Miles and Covin (2000) defined reputation as the set of
perceptions held by people inside and outside a company, and stressed that superior corporate
reputation is vital for success and creating value in the long term. Among all the sources of
reputation, CSR plays an important role in building up an enterprise’s reputation and brand
image. Because of CSR, enterprises can enjoy better pricing concession, better morale,
reduced risk, increased strategic flexibility and enhanced financial performance by having
reputation advantage (Miles and Covin, 2000). For example, empirical data showed that 86
percent of consumers are more likely to buy environmentally friendly products and that 33 out
of 52 studies found a positive relationship between CSR and financial performance (Markets
Initiatives, 2004). Therefore, it can be seen that it is crucial for multinational enterprises to
engage in CSR practices in order to obtain such benefits.

So, what are the possible consequences when multinational enterprises adopt the shareholder
approach instead of stakeholder approach and act in a socially irresponsible manner in the
developing countries? As discussed, the emphasis of the shareholder approach is on a
company’s profitability, therefore, the tendency for these multinational enterprises to add
additional costs in order to improve the CSR of the company is lower, particularly when the
CSR standards are relatively lower in most transition economies. Accordingly, if
multinational enterprises only focus on shareholder benefits and ignore stakeholder values,
the reputation of the company may be damaged as the company would probably have behaved
in a relatively socially irresponsible fashion by adopting a pure shareholder approach (Merrill
Lynch Investment Managers Limited, 2003). Once the reputation is damaged, several
negative consequences may arise such as lower stock market valuation, lower consumer
loyalty, shrinking markets or even consumer boycotting (International Institute for
Sustainable Development, 2005).

CSR and Marketing Paradigms for Transition Economies

According to Dawar and Chattopadhyay (2000), local operations now realize that the three to
five percent of consumers in transition markets who have global preferences and purchasing
power no longer suffice as the only target market. Instead, they must delve deeper into the
local consumer base in order to deliver on the promise of tapping into markets with more than



a billion consumers. Batra (1999) argues that the usual business strategy of using products
that have been historically successful in developed nations will not work in transition markets.
Prahalad and Lieberthal (1998) point out that companies must make the transition in their
business strategy of ‘thinking globally’ to “‘thinking locally’ as each of the transition markets
represent an intriguing challenge for marketing with its vast diversities existing across nations
and even within nations in cultural and socio-economic conditions. It is in marketing across
such diverse cultures and varying conditions that the concept of corporate social responsibility
becomes critical to success. Two main paradigms of marketing in which CSR plays an
important part are presented here.

a) Customer segmentation and consumer behaviour--- There is an argument for
modifying currently existing customer segmentation techniques. While segmentation
based on finer product features may have been successful in the industrially advanced
nations, such fine distinctions may not strike a chord with consumers in the transition
economies. This is amply demonstrated in the case of consumer products like toilet
soaps where market segmentation techniques in the developed nations are based on
value provided by products, like fragrance, anti-aging etc. However, the mass market
in emerging economies with lesser sophisticated consumers may not be compliant to
such fine segmentation. Dawar and Chattopadhayay (2000) point out that consumers
in transition economies dislike products that evolve rapidly, making their recent
purchases obsolete. Instead, the need is for basic, functional, long lasting products.
Thus clearly, in depth analysis of consumer behaviour is necessary in transition
economies although the level of consumer sophistication may be less.

b) Distribution--- Transition economies, especially those in Asia have posed significant
distribution challenges to multinational companies. Often companies have had to
abandon distribution systems tried and tested in developed nations and start
developing a customised distribution mechanism specific to the country of operation.
CSR is instrumental in relationship building with retailers. Building relationships in a
fragmented retail environment requires an understanding of retailers’ interests.
Successful manufacturers creatively develop new revenue activities for the retailer
(Batra 1999).

Conclusion

After the colonial era, which tapped many transition economies’ natural resources, it’s now
the turn of these erstwhile colonies, somewhat better off economically, to draw the
descendants of the erstwhile colonial powers to the vast markets that await the benefits that
are on offer from the developed world. Therefore transition economies have attracted the
attention of large MNCs on account of the vast potential market growth. These markets are
relatively untapped and offer new domains for marketing operations. However, many MNCs
also take the markets for granted and exploit the laxity in the norms of operations to their
advantage. The lack of concern for the local community, the consumers and the environment
by these corporations has created large scale pubic debate and action. It is important in this
context to understand that the sustainable business growth is associated with care for the
community and the markets these corporations operate in. Negative publicity caused by the
actions of MNCs has lead to suspicion about their motives while operating, in the minds of
the general public in these markets. Irresponsible corporate behaviour by MNCs can have
severe repercussions throughout their global markets.
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