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Abstract

Purpose — By way of the present study an
attempt has been made to know the involvement
of MNCs in different kinds of social activities in
India which have been considered as social
responsibilities in the literature related to CSR.

The research is based on Survey Questionnaire,
administered to 50 MNCs working in India. Data,
thus generated was analyzed with the help of
factor analyses.
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CSR Practices by MNCs in India:
An Empirical Study

INTRODUCTION

No doubt, MNCs are growing in numbers and size as well, but
at the same time their growing expansion into developing
countries is also arising some questions regarding their
corporate behavior in these countries. Most of the developing
countries suffer from poverty, unequal distribution of resources,
insufficient political system, and inadequate regulative
institutions. MNCs, being bigger in size and financially strong,
can take undue advantages of these weaknesses of developing
countries. MNCs are often blamed for exploitation of natural,
financial and human resources adversely affecting the natural
and social environment of host countries. All this bring the
question of CSR of MNCs in light. As Tan (2009) observed that
with the expansion of MNCs, the alarming upsurge in widely
publicized and notable corporate scandals involving MNCs in
emerging markets has begun to draw both academic and
managerial attention to look beyond home market practices to
the pressing concern of CSR in emerging markets. On the other
hand, foreign direct investment flowing to developing countries
has the potential to make important contribution to the
development of local economies including creating jobs, capacity
building, and the transfer of technology. Multinational
corporations can therefore have a positive impact in developing
countries, especially through corporate social responsibility
initiatives focusing on sustainable development and co-
operation with civil society (Ite, 2004). So MNCs operating in
developing countries face a new set of ethical dilemmas. Should
they concentrate on their business or on improving social
conditions in the economies which they operate in? Do MNCs
need developing countries or vice-versa? Are they harmful or
beneficial for host countries? A wide range of literature is
available on this aspect of MNCs. But before discussing the
review of literature on corporate social responsibility of MNCs,
we need to know what CSR is.
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CORPORATE SOCIAL RESPONSIBILITY

CSR refers to new pattern of conducting business,
whereby, the business organizations seek to achieve
their economic and financial objectives in the light
of social and environmental consequences of their
actions. The concept of corporate social responsibility
has been emerged with the concept of modern
enterprise. It is the duty of the business enterprise
to be responsible to the society for what it does, and
to be responsive to the needs of the society. It is not
responsible to its shareholders only but also is
accountable to all its other stakeholders including
the society at large.

A famous definition of CSR given by The World
Business Council for Sustainable Development’ is
“Corporate Social Responsibility is 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™.

The Prince of Wales Business Leaders Forum
defines CSR as “open and transparent business
practices that are based upon ethical values and
respect for employees, communities and the
environment (and) designed to deliver sustainable
value to society at large, as well as to shareholders.”

According to The European Commission, “CSR
is a concept whereby the companies integrate social
and environmental concerns in their business
operation and in their interaction with their
stakeholders on a voluntary basis”

Slaughter (1997) has described the socially
responsible behaviour as “actions that goes beyond
the legal or regulatory minimum standards with the
end of some perceived social good rather than the
maximization of profit.”

MNCs

The increasing need for foreign capital by developing
countries on one hand and drastic political changes
at the international level and the economic
liberalization across the globe on the other, has given
rise to the wave of multinational corporations. A
multinational corporation means a company which
owns and controls production and service facilities
in more than one country. Some other names like
international corporation, global corporation,
transnational corporation, etc. are also used for it.
Its area of operations is not limited to one country
but is spread outside the country of its origin. Thus,
an MNC carries on business operations in two or
more countries. Its headquarters are located in
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country of its origin (home country) by its o .

are spread over in some other Countries' oy Witje,
countries). MNC may invest funds direct) Uso ( o5t
countries in the form of FDJ or it may leng }i'tln f°"eign
licenses and managerial services to ﬁl‘mi Aeny
countries. So MNCs may operate in thcj f] Ost
subsidiaries, branches, joint ventures, fra r‘ of
etc. According to World Investment Reportnchnses'
there are some 82,000 TNCs Worldwmcmo,"h
810,000 foreign affiliates in the world ’Twnh
companies play a major and growing role jp U‘le ege
economy. Exports by foreign affiliates of T]\‘(J‘World
estimated to account for about one thirg ofstare
world exports of goods and services and the num‘;)fal
of people employed by them worldwide, which her
increased about fourfold since 1982, amounteg as
about 77 million in 2008 - more than dOublé t}:o
total labour force of a country like Germany, e

CSR AND MNCs

A general saying is that power must have
corresponding responsibility. As far ag Corporate
community is concerned their responsibility js ¢,
use their powers for the general good and not ¢,
misuse it for their individual good. From this point
of view MNCs must assume greater responsibility
because they are having greater powers as compared
to their national counterparts. A review of the
literature available on CSR and MNCs has been done
to have insight on the problem. Most of the studies
available are of conceptual in nature and very less
are empirical. Some of the reviews are given below.

Gulshan (1995) defined social responsibility of
MNCs as the awareness of MNCs’ management of
social, environmental, political and human as well
as financial consequences, its actions produce. A
socially responsible MNC acts in a way that not only
will advance the corporation but also will serve
society. Managers of MNCs must recognize that their
decisions have socially responsible implications, they
do not make them in a vacuum.

Zyglidopoulos (2002) argued that multinatioqal
corporations face levels of environmental and §oc1a1
responsibility higher than their natlfmﬁ‘1
counterparts. Two mechanisms - international
reputation side-effects and foreign stakefwld?f
salience — were identified and their contributions 12
creating an environment more restrictive in tefmc
of environmental and social responsibility wefo
elaborated. Two managerial implications of these t‘;e
mechanisms were identified. First, given ,:ert
potential salience that foreign stakeholders can f; i
on the operations of a particular multmat:3
subsidiary, answering the question, “who ar
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stakeholders of a multinational subsidiary?”
becomes a rather complicated matter. Second, given
the “higher” level of social and environmental
responsibility, under which multinationals operate,
the risk of reputation side-effects increases, if,
matters potentially impacting the firm’s reputation,
such as social and environmental issues, are left at
the discretion of national subsidiaries.

Macleod and Lewis (2004) concluded that TNCs
are unlikely to regulate themselves voluntarily to
generally accepted standards of behaviour. In a post-
Enron world, socially responsible behaviour can not
merely be assumed. It is time for, at least, skeletal
regulation. It was suggested that corporate social
responsibility rules should operate at global, regional
and national level in order to be effective, since global
and regional regimes are ineffective without the
support of national governments.

Ite (2004) observed that CSR has a powerful
potential to make positive contribution to addressing
the need of disadvantaged communities in
developing countries. On the other hand, there are
ways, in which CSR could, whether by mistake or
design, damage the same communities. politically.,
socially, and economically. It was concluded, with
the help of a case study, that lack of national macro-
economic planning and management, backed by
equitable resources allocation, and an enabling
environment, have significant imphication for the
overall performance of CSR initiatives by
multinational corporations in developing countries
If the macro economy is underperforming due to
government failure, there is likehihood that the
contributions of MNCs to poverty alleviation could
fail to achieve the desired outcomes. Good
governance in all its dimensions is, therefore, an
important component of the CSR agenda.

Husted and Allen (2006) examined the
relationship of global and local (country-specific)
corporate social responsibility to international
organizational strategy. The alternative approaches
were tested with a survey instrument sent to MNEs
operating in Mexico. The results of the study were
consistent with the proposition that the institutional
pressures, rather than strategic analysis of social
issues and stakeholders, are guiding decision
making with respect to CSR. One of the key finding
of the study was that all MNE types place similar
importance on Global CSR issues {e.g. environmental
conservation), but the multi-domestic and
transnational MNEs place greater importance on
country-specific CSR than do global MNEs.

Bendixen and Abratt (2007) examined the ethics
of a large MNC in its relationship with its suppliers.
The results indicated that the company had a good

Optimization, Vol. 3, No. 1, 2010

corporate reputation among both its suppliers {an
important stakeholder) and its own buying
department. The existence and implementation of
formal codes of ethics was found to be a necessary,
but not sufficient condition for good ethical practice.
Candid relationships with suppliers emerged as a
second and important factor. It was observed that
ethical perceptions of buyers by suppliers are driven
by the management of corporate identity, through
the elements of ethical standards and candid
relationships.

Amao (2008) examined the Nigerian legal
framework for the regulation of MNCs with a view to
underlining the weaknesses in the domestic forum,
and also examined the prospects for enhancing the
capacity of a domestic framework for the effective
control of MNCs. It was argued that, while corporate
social responsibility practice by MNCs is becoming
well entrenched, this development cannot replace
the need for effective host state regulation. There
cannot be effective control of multinational
corporations at international, regional or private
levels without the corresponding development of an
effective minimum institutional framework at the
domestic level.

Yang and Rivers (2009) investigated antecedents
of corporate social responsibility in multinational
corporations’ subsidiaries. Using stakeholder theory
and institutional theory that identify internal and
external pressures for legitimacy in MNCs’
subsidiaries, International business and CSR
literatures was integrated to create a model depicting
CSR practices in MNCs' subsidiaries. It was proposed
that MNCs’ subsidiaries will be likely to adapt to
local practices to legitimize themselves if they operate
in host countries with different institutional
environments and demanding stakeholders and they
will be likely to adapt to local practices to avoid
spiliover effects if their parent companies suffer
major legitimacy problems at home or abroad.
However, MNCs’ subsidiaries will be less likely to
adapt to local practices if they are strongly annexed
to their parent companies and the benefit to gain
internal legitimacy outweighs external legitimacy.

Amaeshi and Amao (2009) explored the home
country influences of multinational corporations
(MNCs) on their CSR practices when they operate
outside their national/regional institutional
contexts. The study focused on a particular
CSR practice (i.e. corporate expressions of code of
conductsj of seven MNCs from three varieties of
capitalism - coordinated, mixed and liberal market
economies — operating in the oil and gas sector of
the Nigerian economy. It was concluded that the
corporate codes of conduct of these MNCs operating




in Nigeria, to a large extent, reflect the charac'teri.stlcs
of their home countries’ model of capitalism,
respectively, albeit with certain degree of
modifications. The home countries’ model of
capitalism was also found to have implications for,
the degree of adaptability of these MNCs
CSR practices to the Nigerian institutional context
— with the mixed market economy model of
capitalism adapting more flexibly than the liberal
and coordinated market economies, respectively.

Kolk and Lenfant (2009) observed that
MNCs face large CSR dilemmas, related to the
contribution they can (or cannot) give in the different
setting compared to their home countries as well as
their attitude vis-a-vis ongoing conflicts. The study
explored how MNCs report on CSR and conflict in
three Central African countries (Angola, Democratic
Republic of the Congo, and Republic of the Congo).
The analysis of company information revealed that
opportunities are widely seen and that
most MNCs report on their economic and social
impacts. However, CSR reporting is fairly generic,
and the specific context seems to bear little influence
on the type of CSR activities. The conflict dimension
also receives limited attention, although some
companies show awareness and outline the
limitations of their power and the dilemmas inherent
to their presence in these countries.

Tan (2009) attempted to examine the explanatory
factors in leading MNCs, otherwise recognized for
accountability and integrity in their home markets,
to employ inconsistent or negligent practices
under CSR pressure in Chinese emerging economy.
Findings revealed that discrepancies exist in
how MNCs perform in CSR in home countries versus
in host countries. While MNCs do have much to
improve, the institutional environment in the
emerging market, including the legal framework and
the ethical culture, also needs to be improved by
the host country governments, the industry
associations, and local firms. Meanwhile, media
interest and journalists, NGOs, third party monitors,
industry stakeholders as well as consumer adv
groups can raise the visibility of MNC’s contrad
practices between their origin nations and cou
with emerging economies and offe
and incentives for MNCs to ame
shortcomings.
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MNCs RELATIONS WITH HOST
COUNTRIES

Bjorkman and Oslang

(1998) observed t
fundamental concern for M hat

NCs is how to handle the
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relationship with their host govern
analysed the response. of western MNCy ts ang
government pressu.res u? -the PeOple’s Re .
China. The study identified specific gove, lic f
pressures, describecrl the.response Strategieq o
by US and Scandinavian firms in six
industries, discussed the effectivenegg of difg
response strategies and concluded with Sesrent
suggestions to managers. Some of the Suggesferal
were to consider the whole range of Possl'ons
strategies, be patient, ensure politica] com ible
development and government relationshj €nce

: P buijlg;
and deal with different government organizy tlig:,ng'
s.
Bacchus and Chowdhury (2006) ex
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operating in sector of strategic import
developing economy and observed
engagement with the host country gene
and lead to economic, social and pol
within the host state. It was high
relations between MNCs and small ho
may be characterized as socio-economic and politicg
construction within the host economy. A Number of
stakeholders emerge as influencing the constructipp
of a localized and pragmatic relationship, including
government, MNC shipping executives, loca]
shipping operators, local officials and loca] press. It
was found that there is an apparent unequal
distribution of power relations between indigenous
shipping companies and their foreign counterparts.
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WHY MNCS PREFER DEVELOPING
COUNTRIES

Reddy and Narasimham (1980) observed that most
of the developing nations are mainly agricultural
based, require high level of technology and foreign
exchange resources which are in short supply for
the accelerated development of industrial sector. In
pursuit of the goal of rapid rise in the standard of
living of people, the developing nations are relying
more and more on MNCs. Consequently, these

countries compete with each other in attracting
MNCs.

Kumar (1995) stated that there exist SubStanuil
reasons for a MNC to invest in India. P_lowevee(i
reaching India’s vast market entails making mfo;zllly
decisions about product to sell, Car‘egthe
implementing market entry strategies, select;fi‘nd of
region on which to focus, considering what Kkaging
distribution channel to use, choosing the pa;Z relate
and finally, resolving all the standard lssu?“ances'
to market entry: partnerships and 2
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negotiations with government, supply chain
development, and so on. It was concluded that the
passage to India isn’t an easy one, but for those with
the will to preserve, the payoffs can be huge.

Akyldiz (2006) stated that the reasons why MNCs
leave the developed countries and go to the
developing countries have economic, political and
environmental qualities. Developing countries
provide cheap labour costs and cheap raw materials,
and besides they make political decisions which
provide facilities including attempting tax discounts
to draw foreign capital to the countries and other
important attraction reasons. Furthermore, it is very
attractive for the MNCs that there are not enough
environmental regulations about environment and
economic activities which damage human health in
developing countries and/or these legal regulations
contain flexible provisions for them who carry them
out.

BENEFITS OF MNCs

Sriram (1995) observed that MNCs in India have
contributed considerably to the development of a
creed of Indian managers. The work culture has
evolved from a colonial inward looking elitist culture
to one that is vibrating with dynamism and
transparency. The work ethics in MNCs is now
considered to be professional with a culture that is
informal, achievement directed but not casual. The
old frills have been discarded for modern business
practices directed towards satisfying the customer.
The culture is moving from one that is dominated
by power and role to an achievement and support
oriented culture.

Rondinelli and Berry (2000) concluded that if
MNCs are realistically and carefully forged, new
alliances promoting corporate citizenship for
sustainable development can reduce the adverse
environmental impact of business operations on local
communities, develop clean manufacturing and
pollution preventions processes and technologies,
explore environmentally natural or beneficial
products and services, and help converse natural
recourses and improve environmental conditions
around the world.

Thomas (2001) observed that TNCs can afford
to spend a much higher percentage of their revenues
on R&D over a period of time, which domestic
companies can not afford to do. That's why
Transnational constitute a reliable source of modern
technology which reduces cost and risk and improves
efficiencies. Another key advantage of large TNCs is
their ability to attract and develop large numbers of
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very able managers in the recipient country. Unlike
domestic companies, their selection of managerial
talent is not constrained by consideration of family
or linguistics, regional or political preference. Merit
is by and large the main or only criterion which
governs their selection and promotional processes.

Kumar and Khan (2004) sighted that being
economically and technologically developing country
it may not be adequate enough for India to depend
on her own industries for economic as well as
technological development. As the MNCs are
financially and technologically sound, they can also
play a crucial role in industrial and economic
development of India.

DEMERITS OF MNCs

Singh (1980) in his study “Multinationals’ role in
India” concluded that although multinational are
considered as a vehicle for the transfer of technology
and capital, they are not very useful to Indian
economy in view of their indifference to the national
priorities of development. These enterprises are more
inclined to manufacture such goods which cater to
the needs of elites and are indifferent to the
consumptions needs of masses. Foreign
collaborations have proved a great drain on the
limited foreign exchange reserves of the country as
outflows of foreign exchange exceeding the inflows.

Akyldiz (2006) studied the environmental
responsibilities of MNCs in developing countries
taking Turkey as a case country. It was found that
MNCs are unsuccessful in sharing environmental
responsibilities in especially developing/
underdeveloped countries. MNCs, as a holder of a
right, benefit from possibilities that the environment
offers; however, they do not fulfill their obligations
regarding their environmental right. The struggle of
MNCs makes progress towards the raising of
environmental standards. In this connection,
economic activity areas with sensitive ecologically,
not yet protected or assured with laws in the said
countries, such as in Turkey, remains exposed to a
great risk.

Sekhar and Praseeda (2006) concluded that the
gradual withdrawal of the government from key
sector like health, education and employment,
eventually paves the way for private control. Against
this background it would be very difficult for the
government to closely monitor and control the
activities of the companies at every level, unless their
operations prove to be too hazardous or inimical to
the interests of the society.
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