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Corporate social responsibility (CSR) is conventionally defined as the so-

. cial involvement, responsiveness and accountability of companies in ad-
dition to their core profit activities and beyond the requirements of the law.
However, CSR has never been isolated from the political context wherein
the state deploys incentives and enforces policies to facilitate CSR. The
state has instrumental reasons to promote CSR policies, which could be
conducive to competing with other countries for foreign direct investment,
enhancing the domestic companies’ international competitiveness, as well
as maintaining social stability.

Doing good does has potential to serve the business interest. The po-
litical dimension of this process in China and Russia is particularly important.
States in China and Russia control crucial resources for the business, used
to intervene in the business operation and maintain a regulatory system
full of uncertainty. They are able to generate pressures

f.or compliance through fprmal regulations, administlra- The CSR*baSed State
tive requests and normative influence. How companies maﬂagemeﬂt SUaJ[egy

build, maintain and strengthen the relationship with

the state to respond to and manage these pressures F@f@rS J[O Th@ SU@T@@IC
concerns their survival and growth. CSR in this context acuon <ﬂ OJ[ SU bJ@CJ[ J[O

could be a useful tool for companies to access political

resources and reduce political risks. This articles moves Th @ ST&T@I S r@g U |aJ[| Oﬂ Or
on from this observation to examine the CSR’s role in the ad MmN Stra“\/e req U eSD

business-state interaction in China and Russia.

A political dimension of doing socially and environ- That a CO M paﬁy TaK@S
mentally good highlights a company’s strategic role of J[O |nﬂ uence J[he State’s

using corporate social responsibility (CSR) to deal with

the state. This article proposes an idea of a CSR-based ageﬂ da Or J[O S@@K \/aﬂo U S
state management strategy. The CSR-based state man- fo M S Of reSO U rCeS frO m

agement strategy refers to the strategic action (not sub-

ject to the state’s regulation or administrative request) The State Th rOUg h SOC|a| B
that a company takes to influence the state’s agenda eﬂ\” rOn menta‘ pracmces

or to seek various forms of resources from the state
through social-environmental practices.

This report provides a conceptual framework with empirical evidence
to help managers and scholars to understand the following points. First, it
explains how businesses use CSR in different ways to serve their need to
manage their relationships with the state. Second, it reveals how CSR-active
companies in China and Russia seek state resources through CSR. Finally,
this report explores the difference between Chinese companies, Russian
companies and multinational corporations (MNCs) from OECD countries in
terms of their adoption of CSR-based state management strategies.
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1.
DATA AND
METHODS
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We conducted a systematic content analysis of a majority of publicly avail-
able CSR-related reports (CSR reports, sustainability reports, social reports
and non-financial reports) from China and Russia. We collected these reports
from public databases and the companies’ official websites. According to the
estimated number of CSR reports in China and Russia', our database has
covered 64% of all Russian companies and 95% of all Chinese companies
that have released a CSR report as of the end of 20092. We also included
all Chinese and Russian reports issued by foreign MNCs in the 2010 For-
tune Global 500. Foreign MNCs in this report come from six OECD coun-
tries (France, Germany, Japan, South Korea, the UK and the US), which all
rank similarly high in their income and their human development indices in
contrast to China and Russia. These six countries are also similarly commit-
ted to the ideas of market economy and political democracy. We therefore
treat them as one reference group to examine whether there is a systematic
variance in the CSR-based state management strategies across companies
originating from China, Russia and the OECD countries. This data collection
process yielded 660 companies and 664 reports®, from which we analyzed
1,097 text segments* for evidence of how companies strategically interact
with the state in various CSR areas.

Through our content analysis, we identified a typology of CSR-based
state management strategies®. We then used a linear regression analysis to
study how Chinese companies, Russian companies and OECD MNCs differ
through their strategy adoption. All regressions in this report control for the
following variables: CSR report length, CSR report age, reporting standard,
firm size, firm age, firm ownership type, firm total operation revenue, firm
total asset, a dummy of manufacturing industry vs. service industry and
a dummy of extracting industry vs. non-extracting industry. We use these
controls because they may influence the company’s reported choice of
state management strategies.

' Russian Union of Industrialists and Entrepreneurs (RSPP) estimated that the number of non-financial reports in
Russia reached 193 by October 2009, among which 112 were comprehensive social reports, 48 sustainability reports,
and 33 environmental reports. The CSR Development Center at China WTO Tribune estimated that the number of
CSR reports in China reached 582 in 2009

2 The actual proportion of Russian reports should be higher because we focused on business enterprises while the
RSPP statistics includes nonprofit agencies such as labor unions, universities or charities

3 Some OECD MNCs issued CSR reports in both China and Russia

4 A“text segment” describes explicitly how a company claims to strategically (not under force) deal with the
government or Party agencies in certain way. As the unit of analysis, one text segment needs to meet three criteria:
1) it clearly describes the reporting company'’s relationship with the state; 2) it includes at least one full sentence or
an independent phrase; 3) it is about a unique case of business-state relationship that has never been mentioned
elsewhere in the report. For example, if a company simply mentions twice that it develops a conference together with
the state about the topic of alternative energy, we count the text segment as only once. It is important to note that a
text segment on the business-state interaction is not equal to an event or a program. This means a report may use
multiple text segments, with differences on interaction nuances, to describe the company’s work with the state in one
event or program. For example, a company may discuss how it negotiates with a government agency to initiate a
conference and how it invites government officials to attend the conference. In this case, we count them as two text
segments although they describe the same event

5 We took four steps to do the content analysis: confirming the analytical framework based on a pilot analysis,
identifying possible locations of interaction cases in CSR reports, identifying the text segment that indicate interaction
cases, and categorizing interaction cases using the analytical scheme. The Cohen’s kappa on all four strategies is
larger than .8 which shows a strong inter-rater reliability
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We used two frameworks to conduct a careful content analysis of 1,097

. cases of the business-state interactions described in the CSR reports. The
two frameworks respectively capture different aspects of the state system

that the company deals with as well as the different approaches the com-

pany uses to do this. We based our first framework on our observation

that when companies interact with the state through CSR, they either limit

themselves within or try to break through the boundary of the formal policy

arrangement and the public management capacity of the state. Indeed,

the state prioritizes setting the rules of the game through formal policies

— and solving social-economic problems through public management. The
business-state interaction covered in CSR reports actually describe how

companies’ CSR takes advantage of or influences the policy and the ca-

pacity aspects of the state. In addition to our focus on policy-capacity, the

exploration-exploitation framework of organizational strategies® is a useful

tool to categorize the interaction cases. This framework

suggests different ways a company can invest in social- CO m pan | eS Caﬂ e |J[h er

STRATEGIES et maarein " cONCentrate on currently
The exploration-exploitation framework helps us a\/a”ab‘e ODDOTTUWU@S

to distinguish two types of strategy choices. Compa- |ﬂ Th@ State Sygtem {0

nies can either concentrate on currently available op-

portunities in the state system to improve present re- |m DFO\/@ pr@S@m reTU mS
turns or they can invest in new opportunities to improve Or J[hey Can Iﬂ\/@ST N ﬂ@\/\/

future returns. Accordingly, two alternatives are pre-

sent for companies to handle CSR. First, companies ODDOHUHITIGS J[O ImprO\/@

can take CSR as an opportunity to change their state’s futu re retu rﬂ S
policy arrangement or to provide innovative solutions '

that enable their state to address social-environmental

issues in a more efficient or productive way. In return, companies could
benefit in multiple ways, such as occupying a favorable competitive posi-
tion under new regulations, exploring new market opportunities through
CSR programs or deepening their partnerships with the state. Second,
companies can also treat CSR as a socially desirable tool to appropriate
state resources available in the existing policy arrangement. Alternatively,
they can provide conventional solutions to strengthen the state’s existing
capacity to solve social-environmental problems. Investing money to build
physical public infrastructures such as schools, hospitals or museums is a
typical way that a company can facilitate the state’s existing public policy
efforts. Although this kind of solution does not address the substantive
cause of social problems, it can help companies to build and maintain

¢ See March, J. 1991. Exploration and exploitation in organizational learning. Organization Science, 2: 71-87.
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a relationship with states. The exploitation strategy allows companies to
deal with the state without challenging the incumbent rules of the game
or challenging the public sector’s capacity. Our analysis suggests that we

to the government’s call to support SMEs. CSR in this

case helps companies to legitimize and access new Th@ CapaCITy GXD\O@TIOH

can categorize companies’ state management strate-
gies according to how they explore or exploit state poli-
cies or capacities.

Through a content analysis, we identified four
types of CSR-based state management strategies.
They are state policy exploration, state policy exploi-
tation, state capacity exploration and state capacity
exploitation. When we analyzed each interaction case,
we decomposed the case into four aspects: 1, whether
the case relates to a state’s policy or capacity; 2, the
specific form of the policy or capacity; 3, whether the
case involves exploration (policy change or innovative
solution) or exploitation (policy appropriation or con-

The policy exploration
strategy aims to change
the existing policy
arrangement on social-
environmental issues,
which may directly or
indirectly serve the
business interest.

business deals or business-related project opportuni- SUaT@g\/ DTO\/U@S

ties with the state.

The capacity exploration strategy provides in-
novative solutions that create new capacities for the
state to address social-environmental issues. This may
directly or indirectly serve the companies’ interests.
Companies adopting this strategy are able to upgrade
the state’s operational or decision making capacity in
public policy domains such as education and public
health. They do this by drawing on their business or

innovative solutions that
create new capacities
for the state to address
soclal-environmental.
ISSUES,

ventional solution); and 4, the specific form of the ex-

ploration or exploitation. We categorize an interaction case into one of
the four strategies when the four aspects clearly fit into the theoretical
understanding of that strategy. Table 1 shows the analytical framework of

technological expertise to develop innovative CSR programs in targeted
social-environmental areas. This may improve the context in which the
company operates, boost the company’s know-how and credibility in spe-
cific policy areas and ultimately contribute to a lasting partnership with the
state. CSR is thus an agenda that extends core business expertise into
the social-environmental realm. Finally, the capacity exploitation strategy
seeks the state resources by utilizing conventional so-
lutions that cater to and strengthen the state’s exist-

these strategies.

Each strategy applies a distinct form of business-state interaction,
takes a specific approach to generate social-environmental values, ex-

pects specific business returns from the interaction
and applies a unique nature of CSR. The policy explo-
ration strategy aims to change the existing policy ar-
rangement on social-environmental issues, which may
directly or indirectly serve the business interest. Com-
panies exploring the state policy can potentially cul-
tivate a favorable socio-political environment for their
business. They therefore explore long-term returns
from the state beyond what are currently available. For
example, a company may enjoy a competitive market
position by lobbying for a strictly enforced greenhouse

The policy exploitation
strategy appropriates
the existing policy
arrangement in soclal-
environmental areas to
seek state resources.

ing capacity to manage social-environmental issues.
Companies could strengthen their personal relation-
ships with government officials or even win policy privi-
leges by engaging in conventionally used and officially
recognized social-environmental solutions. Commonly
used approaches include giving donations to the gov-
ernment and working with the government to develop
awareness-raising activities in the local community.
CSR in this situation is unrelated or loosely related to
the company’s core business. CSR becomes an agen-
da for companies to do philanthropy or conduct short-
term activities to take care of social-environmental wel-
fare in exchange of state resources. Table 2 describes
these strategies in detail. In the next part, we discuss

The capacity exploitation
strategy seeks the state
resources by utilizing
conventional solutions that
cater to and strengthen
the state’s existing
capacity to manage
soclal-environmental
ISsues.

gas emission regulation in the industry. CSR in this case acts as an agen-
da to influence policies that relate to the value chain of the business. The
policy exploitation strategy appropriates the existing policy arrangement
in social-environmental areas to seek state resources. Companies adopt-
ing this strategy provide products or services to meet the state’s need in
areas of policy priority. For instance, a bank can develop financial prod-
ucts to serve small and medium sized enterprises (SMESs) in response

how strategy adoption varies across Chinese companies, Russian com-
panies and OECD MNCs.
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TABLE 1: ANALYTICAL FRAMEWORK OF BUSINESS-STATE INTERACTION CASES Lenovo “Lenovo (China)  State State capacity Capacity in-  Adopting new  Employment,
. (China) partnered with the  capacity in facilitating novation via  organizing Rural devel-
Strategy Company Text quote Framework Form of policy Framework Form of Social-en- Communist Youth the employ- new solution  mechanisms: opment
type 1: policy vs. or social solu-  2: exploration exploration or vironmental League to launch ment and Large-soaled
capacity tion vs. exploita-  exploitation values/areas 2 “Rural Youth SCONOMIG technological
fon (self-claimed) Startup Promotion” development training in rural
Policy Mary Kay (US) “We assist the Industry Regulation on  Policy Providing Health project. It provides in rural areas areas based on
Explora- provincial health &  policy “Good Pro- change professional trainings based on the private busi-
tion hygiene superviso- duction and advices on Lenovo’s county- ness’ supplier
ry agency to draft Management policy change level suppliers...” network
? regulation on Practice Ca- Hitachi (Ja- “Hitachi (China) State State capac-  Capacity re-  Initiating short Environment
Good Production about hea”h pacity pan) works with the capacity ity of raising inforcement  term activities
and l\./lan’ag”ement and hygiene Exploi- Wuhan city the public’s via conven- to assist the
Pragtice’... tation government to environment tional solution  state to raise
TCL (China) “Our board chair-  Industry Regulation on  Policy Appealing for Environment launch the ‘Hitachi awareness the public’s
man proposed policy the energy change policy change Exhibition 2008’ to environment
to speed up the consumption promote the idea awareness
establishment standards of environment-
of a regulation of flat panel friendly society...”
on th.e.ﬂa:[ panel television. China Machin-  “We donated State State capacity Capacity re-  Making dona- Disaster relief
television S energy ery Industry 100,000 US dollars  capacity of recovering  inforcement tions to add
consum?tlon stan- Group Co., to assist the Burma from the dam-  via conven- financial re-
dards. . Ltd. (China) government to age caused tional solution  sources for the
Unified Energy “We have made Industry Policy on the Policy Providing Environment recover from the by natural state’s disaster
System (OAO  propositions to the  policy environmental change professional tropical storm disasters recovery
RAO UES) Ministry of Energy security in advices on disaster...”
(Russia) about E”V”OF“ ) the glec— policy change Eurochem “We support hock-  State State capacity Capacity re-  Conducting Sport
tmhgnéi(;stﬁgugg)\;v:r it;c&r:}lgt:aower (Russia) ey for children and  capacity in facilitating inforcement  philanthropy
. y youth through a the sport de- via conven- to assist and
Industry. public-private part- velopment tional solution add financial
Policy BASF (Ger- “BASF provides Public policy — The local Policy ap- Developing Environment nership model... resources for
Exploi- many) insulation technol- government’s  propriation business deals The program is run the state to
tation ogy for the Nanjing public policy with local gov- jointly with the Min- develop sport
city government’s on environ- ernments in the istry of Sport...”
‘Energy-Efficient ment protec- area of policy
Building’ project...” tion priority
National “We signed Public policy — State’s disas-  Policy ap- Developing Disaster relief
Development  disaster recovery ter recovery propriation business deals
Bank of China  agreements with policy with local gov-
(China) governments of ernments in the
the Chengdu city, area of policy
Mianyang city...” priority
Federal Grid “We are introduced Industry State’s indus-  Policy ap- Getting in- National En-
Company of in the Ministry of policy try policy on propriation volved in state-  ergy Security
Unified Energy Energy’s five- national en- sponsored
System (FGC  year investment ergy security projects in
UES) (Russia) program with total areas of policy
funding of ...” priority
Ca- Coca Cola “We are working State capac- State capacity Capacity in-  Adopting new Environment
pacity (US) with the Chinese ity in facilitating novation via  organizing
Explora- government to the recycling new solution  mechanisms:
tion develop a sustain- of post- Newly-devel-
able post-con- consumption oped post-
sumption recycling wastes. consumption
mechanism...” recycling

mechanism
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TABLE 2. A TYPOLOGY OF CSR-BASED STATE MANAGEMENT STRATEGIES

Strategy Definition How the company How the company How the business What is the nature of
type interacts with the state creates social-envi- might be rewarded CSR
ronmental values
Policy Creating new policy Policy change: Creating values by Rewarding the CSR is an agenda to
Explora- arrangements on 1. Appealing for policy improving regulations  business through a influence policies that
tion social-environmental change and policies on social- favorable competitive  relate to the value
issues, which may 2. Providing profes- environmental issues  position under new chain of the business
directly or indirectly sional advices on policy arrangements
serve the business policy change or through strength-
interest 3. Participating in the ened state relation-
legislation process ship that may enable
access to state
resources
Policy Appropriating the Policy appropriation:  Creating values by Rewarding the busi- CSR is byproduct of
Exploi- existing policy ar- 1. Developing busi- doing business with ness through access-  doing business with
tation rangement in social- ness deals with the the state or carrying ing state resources the state or carrying
environmental areas state in the social- on state-sponsored such as business on state-sponsored
to seek for business environmental areas projects that have opportunities, trading  projects in social-
interests supported by existing  social-environmental  income, subsidies, environmental areas
policies implications grants or tax benefits  that enjoy the policy
2. Getting involved in support.
social-environmental
projects sponsored
by existing policies
Ca- Providing innovative Capacity innovation: Creating values Rewarding the CSR is an agenda to
pacity solutions to create 1. CSR project based by providing new business through utilize core business
Explora- new capacities for on technological in- social-environmental a better-performed expertise to address
tion the state to address novation solutions such as public sector or social-environmental
social-environmental 2. CSR project us- technological innova-  through strengthened  issues, through part-
issues, which may ing new organizing tion or new interven- state relationship that  nership with the state
directly or indirectly mechanisms tion mechanisms may enable access to
serve the business state resources
interest.
Ca- Utilizing conventional ~ Capacity reinforce- Creating values by Rewarding the CSR is an agenda do-
pacity solutions to reinforce  ment: providing convention-  business through ing of philanthropy or
Exploi- the state’s existing 1. Making donations al social-environmen-  strengthened state short-term activities to
tation capacity of managing to the state tal solutions such as relationship that may  take care of social-en-

social-environmental
issues to seek state
resources.

2. Initiating short term
social-environmental
activities with the state
3. Participating in
government-run
social-environmental
activities

4. Conducting
philanthropy through
agreements with the
government

donation or building
schools

enable access to
state resources

vironmental interests
in exchange of state
resources. CSR is
only loosely related to
the core business.

SKOLKOVO
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V.

HOW POLITICAL
CONTEXTS
INFLUENCE
COMPANIES’ STATE
MANAGEMENT
STRATEGIES
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POLICY EXPLORATION

We compared CSR-active companies in China and Russia with OECD MNCs
that operate in China and/or Russia with regard to their adoption of the four
strategies. We found that OECD MNCs are significantly more likely to explore
policy boundaries of social-environmental issues than are Chinese compa-
nies, whereas Russian companies explore policy boundaries about as much
as OECD MNCs do. The policy exploration strategy has the potential to
change the rules of the game in certain social-environmental areas. The mul-
tinational energy giant Shell urges host countries to establish or improve their
policy frameworks on CO, reduction. Shell makes it clear that their purpose
is to become the leading CO, reducer as soon as the new policy is adopted.
Celanese, the global chemical product producer, endeavors to lead the civic
voice calling for changes in public and business policies that have the poten-
tial to impact the social-environmental issues in the industry.

Large MNCs have been practicing the policy exploration strategy for
decades with the aim to get ahead of government regulation. This behavior
reflects the business-government relationships in developed countries that
feature an active role of the business in the transformation of public poli-
cies. An instrumental motivation for companies to take on this strategy is
that it is more costly for them to take on responsible actions under force
than to have a public policy that requires all firms to take similar action. An
early example is DuPont aggressively pushing for new environmental poli-
cies in early 1990s under the pressure of environmental activists.

Russian companies actively exercise this strategy as well. RAO UES
of Russia, SUEK, Rosatom and several other energy companies are in-
volved in the environmental legislation of the industry. State-owned banks
such as Vnesheconombank and Bank VTB make efforts to influence poli-
cies that could expand investment opportunities of the State Management
Company, strengthen the bank’s support for small and medium enterprises
or expand investments into economic sectors with national priority. Unlike
OECD MNCs, which utilize political activities to address the social-environ-
mental impact of their core business, Russian companies’ policy explora-
tion focuses on national energy security and on the macro social-economic
development of the country.

Policy exploration is an unfamiliar strategy for most CSR-active Chi-
nese companies regardless of their ownership type. For Chinese compa-
nies who do engage in the legislation process, the ambition is different from
OECD MNCs. While Chinese companies advance restrictive rules to reduce
the negative social-environmental impact generated by all companies in the
industry, they also explicitly use policy efforts to serve the macro-economic
progress, such as industry upgrades and market competition. For example,
Sinopec and COSCO proactively promote anti-trust legislation. TCL is ap-
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pealing for the draft of a new regulation on the energy consumption stand-
ard of flat panel televisions. Tencent has been pushing forward the issue of
regulations to protect intellectual property on the internet.Taking care of the
macro market and industry development issues indicates a locally-defined
scope of CSR for Chinese companies. The point is that Chinese compa-
nies, Russian companies and OECD MNCs differ in terms of the intensity of
the strategy adoption and the policy area they explore.

POLICY EXPLOITATION
Unlike policy exploration, which potentially generates business returns
through changes in the regulatory system, a company using the policy ex-
ploitation strategy looks for direct material resources. Companies adopting
this strategy sell products or services to the state or get involved in state-
sponsored projects in areas of policy priority. When the company secures
business with the state or access to a state project, it will be rewarded with
trading income, subsidies, grants or policy support. Correspondingly, there
are two basic forms of this strategy: building business deals and carrying on
government projects. This strategy does not try to change the rules of the
game or create new state capacities to solve social-environmental problems.
Since companies focus on policy areas concerning public interest, social-
environmental values are inherent in their business deals or in project agree-
ments with the state. For example, BASF provides insulation technology
products to serve the Nanjing city government’s policy of developing energy-
efficient buildings. FGC UES Russia accesses the Ministry of Energy’s five-
year investment program, which aims to secure the national energy supply.

We found that Russian companies and Chinese SOEs are far more
actively appropriating existing policy domains that contain social-environ-
mental implications than are OECD MNCs. Russian companies and Chi-
nese SOEs hold more extensive discussions about their businesses or pro-
ject relationships with the state. Fifty-five percent of all Chinese SOEs and
83% of all Russian companies that have revealed their interactions with the
state have described the activities they employed to obtain trading income
or government sponsorship. Contrastingly, the percentage of all OECD
MNCs involved in the state that have also revealed such activities is a mere
17%. Policy exploitation seems to be a much more popular state interac-
tion strategy for Russian companies than for OECD MNCs, regardless of
their ownership type. One reason for this could be that CSR-active private
companies in Russia are often former SOEs that still have strong business
connections with the state.

The particular form of policy exploitation varies by context as well.
OECD MNCs’ business trade with the state, as presented in their global CSR
practices, characterizes technology-based products or services that explicit-

SKOLKOVO
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ly address the social-environmental needs of local contexts. DuPont provides
training and consulting services to multiple governments to build more envi-
ronmentally friendly and safer working spaces. OKI, the Japanese electronics
manufacturer, sells a specially designed automatic ticket selling system that
helps local transportation departments to more efficiently control transporta-
tion flow. In contrast, Chinese companies expect CSR in business relation-
ships to contribute to national interests. For example, pharmacy companies
seek contracted services for national medicine reservation. Banks make
loans to national major construction projects and disaster recovery projects.
Transportation companies take business from events of national importance
such as the Olympic game. Additionally, Chinese companies seek the state’s
fiscal support by either carrying on established government projects or by
turning their own projects into a national policy framework. For instance, steel
companies apply for subsidies for their state-supported

emission reduction programs. Banks receive exclusive ACCO rd | ﬂ g J[O R U SS|aﬂ
business deals from the state by integrating financial SQ ES J[ak| ﬂg CaTG Of

services into the social welfare system. CSR-active

companies in Russia are often SOEs or former SOEs ﬂaUOﬂa‘ H/T[erests aﬂd J[he
that have traditionally strong business relationships with g @ N e ra‘ S OC | a‘ _ @C O N O M| C

the state. Their products and services to the state have

direct impacts on the local social-economic welfare, d@V@\ODm@ﬂT S@@mS J[O b@
such as energy security, financial security or physi- @XChaﬂg@ab\@ \/\/Wh SOC|a‘

cal infrastructure construction. According to Russian

SOEs, taking care of national interests and the general p@ ﬁO [Mmance

social-economic development seems to be exchange-

able with social performance. For example, VTB bank argues that loaning to
local governments is a social project, because the money will go to public
services.

CAPACITY EXPLORATION

We found that OECD MNCs are far more active than Chinese and Russian
companies in utilizing their business or technological expertise to develop in-
novative CSR projects. These projects are able to create new capacities for
the state to address social, economic and environmental issues of policy pri-
ority. This is consistent with the existing observation that MNCs often need to
build up local governmental capacity in order for their CSR efforts to take ef-
fect”. Companies adopting this strategy offer new solutions through techno-
logical or mechanism innovation for important public policy territories, such
as education or public health. For example, IBM’s Kidsmart program provides

H. 2004. Public sector roles in strengthening corporate social responsibility: Taking stock. Report for
e Social Responsibility Practice of the World Bank Group
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comprehensive and innovative education services ranging O EC D M N C S a’re far m O re

from physical infrastructure to pedagogy to parent training

for public schools in developing countries. The education aCU\/e Thaﬂ C h | HGSG aﬁ d
authorities of multiple countries have incorporated this pro- R U S S | am C O m paﬂ | e S | m

gram into their national education reform policies. Unilever

cooperates with local governments in China to develop a UJH ‘ |Z| ﬁ g J[he | r b U S | ﬂ GSS Or
technological base for the manufacturing, processing and J[e C h ale | 0 g | Ca‘ exp e FTI se J[O

distribution of organic agricultural products. The project

provides a model for governments to upgrade the work d@\/@\@p Iﬁ ﬂOvaTl\/@ C SR

in two public policy spheres—environment and rural de- DVOJ@CTS

velopment. DSM, the global giant in bio-based products,

has brought its nutrition facilitation project to China. DSM

cooperates with the National Center for Disease Control and Prevention to pro-
vide comprehensive intervention activities in schools for children of migrant
workers.

This strategy expands existing ways that the state has organized so-
cial-environmental activities. In addition, some projects also aim to build
up the state’s basic operational and decision-making capacities. For ex-
ample, BP trains local government officials in Indonesia how to manage
assets, how to conduct accurate accounting and how to plan their budg-
ets. The capacity exploration strategy resembles the concept of corporate
shared value®. This concept describes social or environmental programs
that can enhance the business performance along the company’s value
chain and simultaneously create value for stakeholders. The difference is
that companies exploring state capacity have a particular interest in obtain-
ing state-related resources to sustain their growth, often in countries with
less-developed regulatory and public management systems.

Although most Chinese companies active in CSR have not explicitly
started a capacity exploration strategy, there have been a few recent cases
of Chinese companies utilizing technological advantages to develop new
approaches that facilitate the macro social-economic progress. For exam-
ple, Alibaba launched multiple projects with local governments to assist
hundreds of thousands of small and medium enterprises to use e-com-
merce. Lenovo works with the Ministry of Education to develop computer
products specific to the needs of rural businesses. Their training programs
have reached more than 20 millions farmers. In contrast, Russian compa-
nies almost uniformly skip this strategy in the report of their social-environ-
mental efforts. MNC’s high level of involvement in the policy and capacity
exploration strategies helps them to lead the global emergence of CSR

8  See Porter M., Kramer M. 2011. Cre shared value: How to reinvent capitalism--and unleash a wave of
innovation and growth. Harvard Business Review
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institutions® in both policy and technology domains. Chinese and Russian
companies are new to developing systematic CSR programs that closely
align with the core business. In a global sense, they are lagging behind in
contributing to the global and regional standard setting and the state ca-
pacity building on social-environmental issues.

CAPACITY EXPLOITATION

Companies are able to mobilize the state’s resources through philanthropy
or by investing in activities loosely related to their core business. Compared
to capacity exploration, capacity exploitation does not provide new ap-
proaches or create new capacities for the state to solve social-environ-
mental problems. These companies seek the state’s resources or protect
against political risk by assisting the state to use existing methods to ad-
dress social-environmental problems.

Compared to OECD MNCs, Chinese and Russian companies operate
in a context where the state has extensive control over domestic economic
life and the level of uncertainty in the implementation and enforcement of
laws is comparatively high. These companies often need to secure busi-
ness survival or reduce regulatory uncertainty by accessing tangible or in-
tangible state resources. Skillfully doing social good may open a door for
companies to enter a deeper level of value-based or affection-based rela-
tionships with government officials. The state expects the business sector
to invest more in social-environmental welfare. Some states promote CSR
through guidance, while some more aggressively push it through regula-
tory or non-regulatory devices such as administrative requests or social-
economic partnerships. The pressure often leads to symbolic compliance.
Meanwhile, for government officials, philanthropy or nonprofit causes may
be conducive to their political careers or may provide an attractive place
for retirement. All this provides companies the option to adopt conventional
and short-term social solutions that can provide extra resources for the
state to handle social-environmental problems and meet the state’s expec-
tations regarding CSR. Building physical infrastructures, making donations
or developing short-term advocacy activities are popular approaches. In
return, the strengthened state relationship may grant a company prestig-
ious policy status or protect it against the impact of an uncertain regulatory
environment or even against direct political harassment.

Since OECD MNCs feel pressures to overcome the “liability of foreign-
ness” in developing countries, we assume that their CSR marks a similar
level of capacity exploitation compared to the levels of Chinese and Russian

¢ See Waddock, S. 2008. Building a New Institutional Infrastructure for Corporate Responsibility. Academy of
Management Perspective. 87-108
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companies. We actually found that Chinese companies and OECD MNCs are ized by a relatively informal connection between social activities for relationship
similarly active in adopting the capacity exploitation strategy, while Russian building and business engagement with the state.

companies are significantly more aggressive. Again, the particular form of
practice varies. We found four basic ways that companies currently exercise
this strategy. First, companies donate money, products or other materials to
the state, especially for natural disasters, poverty reduction or national events.
They are basically one-off activities that companies conduct in exchange for
enhanced visibility and official recognition. Second, companies work with the
state to initiate short-term activities such as conferences, tree planting ac-
tivities or scholarship programs. Third, companies support or participate in

short-term social activities run by the government. Chinese companies and FIGURE 1/ How different groups of companies adopt explorative
OECD MNCs often get involved in government projects for environmental and exploitative strategies

protection, health promotion or community services. The above activities are
mainly undertaken by Chinese companies and OECD MNCs.

Russian companies use a unique form of capacity exploitation. Rus- .
sian companies develop long-term social projects through formal agree- 3
ments with the government that follow the government’s social partnership
policy framework. Under such an agreement, the company may provide a
social insurance scheme for employees or conduct environment protection
activities in the local community. The company’s social investment is often
long-term, because it wants to sustain its operation in the local area by gain-

4 No..of Average Explorative, Case:

No.. of Average Exploitative Case

ing continuous support from the state. Several Russian companies have
claimed that investing in social programs helps them to avoid political risks. 0 ‘ .
The large Russian companies in our dataset tend to integrate business re- o - ~ ® - © ©
lationships and continuous social programs in the same plan of cooperation with
the state. A Russian company may promise to pay more taxes and invest in local CN Firm @® CN SOE @ CN Private RU Firm
social programs. In exchange, the government is likely to support the company RU SOE RU Private ® VNG

through sharing local development plans and setting up favorable policies to ex- - - — -
, . Source: SIEMS calculation Note: 1. The circle size in the figure refers to the no. of
pand the local demand for the company’s products. Therefore, there are direct companies in the group. 2. The dotted lines refer to the average no. of explorative

economic benefits of investing in social programs seemingly unrelated to the and exploitative case for all companies.

business. For instance, a coal mining company in Russia may set up an agree-
TABLE 3. PAIR-WISE COMPARISON OF COMPANY GROUPS’ STRATEGY ADOPTION

ment with the government to resettle slums and shelters and to develop social
housing programs. Like many other companies, Vyksunsky Metal Plant stresses

Strategy type OECD MNCs vs. Chinese OECD MNCs vs. Russian Russian companies vs. Chi-

a need to assist the government to build social infrastructures of the city. This companies companies nese companies
work neither draws on their business expertise nor is directly related to their core Policy exploration MNC more active* Similarly active Russian companies more
business. This type of public-private partnership is rarely seen among Chinese active

. . . . L . Policy exploitation Chinese SOEs more active* Russian companies more Russian companies more
companies or OECD MNCs. This public-private partnership is institutionalized ¥y exp active* P active* P
in Russia through regulations associated with the state’s support of investment Capacity exploration MNC more active* MNC more active* Similarly inactive
activities in local regions. What many Russian companies expose in CSR reports Capacity exploitation Similarly active Russian companies even more  Russian companies even more
is that how well a company can operate in the local region is to a large degree active” active”

determined by how well it addresses the social and economic needs of local Source: EMIS database, Orbis database, companies’ annual reports and CSR reports
governments. In contrast, Chinese companies and OECD MNCs are character-

* The difference between the two groups of companies is significant at 10% level.
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This report examines an under-studied aspect of the business-CSR-state
. relationship, which is the interconnection of the political context, the CSR
and the business enterprise’s state management strategy. We propose a
concept of CSR-based state management strategy and provide evidence
to show that the political context is able to influence what counts as socially
and environmentally responsible for companies and shapes the particular
form of business-state interaction. We found that: 1) CSR-based state man-
agement strategies take on four forms with regard to how they explore or
exploit the state’s policy or capacity; and 2) the adoption of these strategies
varies systematically between Chinese companies, Russian companies
and the OECD MNCs operating in these two countries.
CSR in the each strategy plays a distinctive role

in the company’s agenda to influence the state and to CSR |ﬂ The eaCh SU&T@gy
obtain state resources. A company can lobby for or par- p‘ayg a d |SJ[| DCU\/G TO|€ |ﬂ

ticipate in the change of the policy environment on so-

cial-environmental issues; appropriate the established Th@ COmpaﬂy/S ﬁg@ﬂda J[Q
policy support in certain social-environmental areas; IHHUGHCG J[he STaJ[@ and J[O

create new capacities for the state to address social- .

environmental problems; or simply seek the state’s rec- Obta| ﬂ ST&T@ TGSOU rC@S .
ognition and trust by doing good to facilitate the state’s

public services. We argue that while the political contexts provide incen-

tives and constraints for companies to behave in certain ways, companies

retain the power to make choices. This report reveals the pattern of what

companies are currently doing and the pattern of alternatives.

We also point out how Chinese and Russian companies are different
from OECD MNCs in terms of their state relationship management through
CSR. OECD MNCs are significantly more active than Chinese companies
in lobbying for or participating in the draft of new policies regarding so-
cial-environmental issues. They are also far more active than Chinese and
Russian companies in extending their business or technological expertise
to develop lasting and innovative CSR projects. These projects provide a
new set of approaches for the state to manage social-environmental issues.
Russian companies and Chinese SOEs are significantly more active in ar-
eas locally defined as of social importance, such as rural development or
national energy security. They are hence more active than OECD MNCs to
seek tangible state resources such as trading income, subsidies, grants or
tax benefits in these areas through doing business with the state or access-
ing state-sponsored projects. The regulatory restriction on foreign MNCs’
industry entrance may account for this situation to some extent. Finally,
both Chinese companies and OECD MNCs actively gain trust from and
strengthen relationships with the state by making donations and initiating or
participating in short-term social-environmental activities. Russian compa-
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nies are even more aggressive in dealing with the state
through conventional social solutions, but in a unique
way. They develop long-term social projects under for-
mal agreements with the government. They tend to re-
ceive direct state support by investing in social activities
seemingly unrelated to their core business.

The CSR-based state management strategy sug-
gests that CSR is not simply a spectrum ranging from a
philanthropic end to a strategic end. The first take-away
from this report is that the approach through which com-
panies use CSR to serve the business agenda varies
in different political contexts. In China and Russia, the
utility of CSR practice and the value of CSR’s alignment

Philanthropic activities
seemingly unrelated to
the business value chain
could actually play a
crucial role in mobilizing
state resources 10
facilitate the business
development.

with business activities will only be partially understood if we do not take
into account the political context and the company’s political strategy. Phil-
anthropic activities seemingly unrelated to the business value chain could
actually play a crucial role in mobilizing state resources to facilitate the
business development. Another implication of our analysis is that neither
a response to regulatory pressures nor voluntary philanthropy is able to
capture the full picture of CSR in China and Russia. Chinese and Russian
companies treat CSR as an extension of their conventional efforts to seek
legitimacy with the state. The CSR-based state management in China and

Russia is more “implicit” in the background of the politi-
cal context, which is composed of a network of regula-
tory and non-regulatory forces'™. In contrast, the CSR
of OECD MNCs is more “explicit,” considering their vol-
untary incorporation of the state relationship into their
own CSR agendas to simultaneously address selected
social and environmental issues and access the political
capital.

Finally, this report shows that Chinese and Russian
companies have not been proactively using state interac-
tion as an opportunity to explore new institutional capaci-
ties for the social-environmental progress of the country.
CSR-active companies in China and Russia are rela-
tively inexperienced in developing a CSR agenda closely
aligned with their core business. Even more rarely done
for these companies is using CSR to deal with the state in
a way that may reward the business with improved public

While OECD MNCs tend
to act as rule changers
and capacity builders to
oursue long-term returns
through CSR, the role

of Chinese and Russian
companies resembles the
roles of business partners
and resource traders who
use CSR 1o seek a license
of growth.

10 See Matten, D., & J. Moon. 2008. Implicit and explicit CSR: A conceptual framework for a comparative
understanding of corporate social responsibility. Academy of Management Review. 33(2): 404-424
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management and policy environment. While OECD MNCs tend to act as rule
changers and capacity builders to pursue long-term returns through CSR,
the role of Chinese and Russian companies resembles the roles of business
partners and resource traders who use CSR to seek a license of growth.
In other words, their CSR-based state management is characteristic of le-
gitimacy building rather than of environment manipulation. In a global sense,
Chinese and Russian companies are lagging behind in contributing to the
global and regional standard setting and state capacity building on social-
environmental issues.
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