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Abstract

Russian multinational enterprises (MNE) expanded widely in the late 1990s through the summer of 2008 at the onset of the global financial crisis of 2008. The emerging market MNEs have now become a subject of intensive study with a particular focus on the actions and behaviors of firms from Brazil, Russia, India, China, and South Africa (BRICS). This paper attempts to flesh out the reputational and corporate social responsibility (CSR) aspects of this internationalization process. The paper finds that in select cases the reputation of a Russia MNE does play a role in their activities and that these emergent firms recognize host country stakeholders as an audience for concern when conducting OFDI. 
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1. Introduction

Internationalization of Russians companies, ranging from energy sector to mass media, unthinkable even a few years ago, has hit the headlines of leading newspapers. The names such as Lukoil, Rosneft and Gazprom became recognizable brands. While Russian itself is a lucrative growing market, Russian companies pursue an active policy of expansion abroad and seek to strengthen their market position on a global stage. Russia accounts for the largest FDI outflows relative to GDP among BRIC countries, yet Russian companies have been largely overshadowed by the emergence of Indian and Chinese multinationals and not sufficiently addressed, even neglected, in the literature. And there has been on a limited connection made between firm level investment and corporate social responsibility behavior of companies.

The paper reviews recent Russian OFDI activities in Eastern Europe, Africa, and developed economies and explains the pattern of investment based upon CSR factors. Russian companies have a comparative advantage investing in Near Abroad countries due to similar government and business expectations on CSR and social policy for corporations. When Russian companies invest abroad as RUSAL has in Australia, Norilsk Nickel in Finland and the US, and the attempted merger between Severstal and Acelor Russian companies have had deal with different expectations related to CSR practices. The research indicates that in part because of failures with regard to Severstal, problems for companies expanding abroad and through the OFDI learning process a group of Russian companies has upgraded their practices to meet international expectations. Russian companies have chosen to adopt CSR practice in proportion to their strategic needs and under the influence of Russian government signals.

In the field of study related to OFDI on MNC research has been conducted to determine the firm level attributes that drive investment decisions and the success of OFDI activities. This paper examines the CSR policy trade offs that Russian companies make while making outward foreign direct investment in developed and developing economies. There is substantial competition for international expansion and economic, environmental, and societal barriers exist when companies expand abroad. In the case of Russian companies there exists the perception that these companies posses low standards and practice of corporate governance and CSR. Governments, residents, environment and community groups, local business, and other stakeholders view Russian investment in their domestic economies with suspicion. The negative view of Russian companies has led to resistance from these domestic stakeholders, the erection of official and unofficial barriers to entry, and societal resistance to Russian investment.

The paper is organized as follows. The next section provides a general context by comparing Russian multinationals and those from other emerging economies. Moreover, it seeks to provide the theoretical foundations for the analysis of multinational companies from emerging economies. Section 3 examines CSR as a variable determining the cost of outward foreign direct investment and finally, section 4 concludes.

2. Outward Foreign Direct Investment

Research on Russian multinationals has a short history though now exist a body of analysis of the activities of these firms and the types of OFDI emanating from Russia (Bulatov, 2001; Crane et al., 2005; Heinrich, 2003; Kalotay, 2002, 2004, 2005, 2008; Kets de Vries et al., 2004; Vahtra and Liuhto, 2006). Russian outward OFDI has been explained by Kalotay (2008) as differing from the pattern that would be expected from the established conceptual models, such as Dunning’s eclectic paradigm, that have so far been used to characterize internationalization of developed market firm. Dunning’s model (1988) would predict that Russian firms, from a less developed home country base, would be more likely to reinvest in their own market until there develops country level comparative advantages. Russian MNEs have broken the mold, partially, and have expanded internationally.
The theory has provided tools for the analysis of internationalization of firms. The classical framework for the explanation of firm internationalization is the OLI paradigm developed by Dunning (1977, 1988). According to OLI paradigm, in order to invest in another country a firm has to satisfy three conditions. Firstly, a firm should possess Ownership advantages, i.e. should possess a technology or product that could compete on a domestic market. Secondly, there should be a reason to invest overseas rather than staying on the domestic market, meaning Location advantages. And lastly, investing overseas (and producing there) should be more profitable for a firm rather than exporting goods produced domestically, i.e. Internationalization advantages.

Overall, the internationalization theory has been the object of long and extensive treatment in the literature, e.g. Buckley and Casson (1976) and others. A significant contribution to this strand of literature was made by Johanson and Vahlne (1977), widely known as Uppsala Model. This is a model of incremental internationalization overcoming “psychic distance”. In other words, firms start their internationalization from neighboring markets with low market commitment, and precede from no regular export activities to the foreign production units, and later expand to more remote markets. 

While the theory of firm internationalization has been built to explain the motivations and strategies of firms from developed countries (expanding to developing markets), there have been several attempts to test the applicability of these theories to explain internationalization of BRIC companies. Outward FDI and multinationals from emerging economies were investigated in the early pioneering studies of Heenan and Keegan (1979), Lall (1983) and Wells (1983).

A series of publications has been devoted to the topic of emerging multinationals, including Globerman and Shapiro (2006), Goldstein and Shaw (2007), Benito and Narula (2007). Besides, international organizations have also paid considerable attention to the internationalization of firms from emerging economies. In 2006 both OECD and UNCTAD published reports dedicated to emerging multinationals (UNCTAD, 2006; OECD, 2006).

Russian capital movements are difficult to analysis since Russian firms are less likely to reveal this information due to the general closed business culture in Russia. The nature of opaque ownership structure of Russian firms and the practice of using transfer pricing as a tool to shift cash flow away from Russian tax jurisdiction or to divert flows from other owners has led to great difficulties in analyzing outward FDI of Russian companies. 
International investment theory may predict that Russian firms would first invest into their own market place, and, as these firms matured to international levels of development, they would use their firm-specific advantages to invest internationally. But as outward FDI of Russian firms indicates Russian firms are not following this path. In fact, due to the process of privatization and consolidation Russian firms have multinational economies of scale profiles. These large corporations have consolidated the Russian market and compete in industries that are truly international in scale and scope. While their technology, human capital and management skills may not match their international competitors, the profitability of the Russian market with its high barriers to entry by foreign firms has provided significant financial resources at the disposal of many Russian companies. The choice for these firms is either to reinvest in the Russian market or to expand abroad. Russian companies are increasingly investing abroad to diversify their asset base, acquire new technologies and human capital, and hedge against Russia-specific risk. 

3.  Corporate Social Responsibility as a Variable Determining OFDI

The development Corporate Social Responsibility (CSR), Corporate Social Policy, and Socially Responsible Investment (SRI) in Russia has taken its own path as Russian companies have integrated international practices into their long term corporate strategies. There have been great strides in activity related to public relations efforts of Russian companies with regard to CSR and social policy development. While SRI investment funds are rather limited in the Russian market place bi-lateral and multi-lateral agencies operating in Russia have advocated for the inclusion of socially and environmentally responsible requirements when financing or guaranteeing investments in Russia. The tangible results in Russia indicate that Russian business has been exposed to CSR concepts, government institutions are interested in social behavior of companies, and major corporations are reporting on their CSR activities.

In terms of internationalization CSR can be viewed as a key component of a program of a corporation creating legitimacy, reputation, and competitive advantage (Fombrun, 1996), in an effort to overcome their “liability of foreignness” (Hymer, 1976; Zaheer, 1995). The relationship between CSR or corporate citizenship and the creation of intangible asset creation is affected by the appropriateness of the activities in which globalizing firms engage (Gardberg and Fombrun 2006). As globalization increases the reach of corporations and reputationally constricts its degrees of freedom of action in host countries MNEs should be concerned about the development of CSR competitive advantages in the process of internationalization.

4. Conclusions

The international activities of Russian MNCs are a relatively new phenomenon as investors for the global economy. In the 1990s net capital outflows were primarily capital flight as insiders diverted the gains of recently privatized firms to outside investments. The post-August 1998 economic recovery and recent high commodity prices has placed additional capital resources in the hands of Russian firms. The increase in FDI outflows made by major Russian MNCs indicates that investment is being made for both traditional and novel reasons. The key drivers for FDI outflows include the strategic firm-specific motives such market-seeking, resource seeking, and technology seeking drivers. 

Market expansion has been a driver for Russian companies into the CIS, European, and North American markets for telecommunications (CIS), metals and mining (Europe and North America), and oil and gas (America) industries. The purchase of the Getty service stations by Lukoil opened the North American market place for the sale of Russian petroleum product to American consumers. Vimpelcom and MTS have used its advantages developed in the Russian telecommunications marketplace to Central Asian countries and develop plans for expansions into the African marketplace. The expansion into the metallurgical industry in Europe and the U.S. has increased the access to these regulated market places by Russian MNCs. 

Russian multinationals have increased their competition for the acquisition of resource supplies in the global market. Companies such as Lukoil, Norilsk Nickel, UC Rusal, and Alrosa have made significant investments in acquiring new resource supplies. The recent commodities boom coupled with significant improvements in the management and operations of Russian metals and mining, oil and gas, and other resource industries to invest new sources of resources. Russian companies are also facing an increase in domestic prices and high administrative barriers and long time horizons for the development of new Russian resources. The acquisition of developed or explored resources internationally has many advantages for the cash rich Russian natural resource MNC.

The case of Severstal is an excellent example of a MNC that has transformed its board of directors and management form to better meet the global challenge of effective investment abroad. In 2006 it attempted to merge with Accelor, a Luxembourg based publicly listed company. At the time the board of directors was all Russian with one non-dependent director and in principle a Russian management team reporting to the primary shareholder. The corporate governance practices at the time were one point in the rejection of the merger by Accelor shareholders. Since that time Severstal has listed on the LSE, changed its board and management team that now has the largest number of international professional directors of LSE listed Russian-based firms. And since 2006 Severstal has had a better record in its international acquisitions.

Russian firms are also influenced by the role of the Russian state in setting business priorities and limits to business activity and the general Russian business and investment climate. The Russian state has become, in general, supportive of utilizing the current surplus of capital in the Russian market for investments abroad to regain control of economic assets in the near abroad and to increase the profile of Russian companies internationally. Both President Medvedev and Prime Minister (then President) Putin have stated that the Russian government should act to protect and assist Russian business abroad and have both encouraged Russian companies to make investments abroad. The Russian business and investment environment has also influenced the pattern of Russian investment. The poor Russian investment climate based on high administrative barriers, a high level of corruption, and a lack of investment in infrastructure also hinders Russian company investment and leads to investment in foreign projects.
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