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ABSTRACT

Corporate social responsibility (CSR) could be an essential driver for innovation and high economic
performance in a long-run perspective. First movers can exploit the business opportunities and gain a
comparative advantage. But at the same time implementation of strategies and practices based on CSR
requires additional costs and distraction from core activities. To what extent can efforts in building up of
a social responsible company pay off these costs and benefit? What role does staff’s perception of CSR
significance play in firms and corporations for innovation and economic performance improvement? In
developed markets the business case for CSR has been found to be relevant both from a theoretical and
practical perspective. Emerging economies have many additional economic challenges and where so far
many executives perceive CSR requirements to be a burden and extra costs. Based on survey and
structural equation modelling methods the relationships between the dimensions of CSR and innovation
and economic performances in Belarus as an emerging economy was examined. A total of 310 CEO and
managers of industrial companies in Belarus were served as respondents in this study. Main results show
a strong link between CSR dimensions and innovation and economic performances. In accordance with
that based on survey results and empirical analysis the main obstacles that hinder CRS orientation in
Belarus were identified: weak awareness among key stakeholders regarding the potential benefits of and
incentives for responsible business; the absence or failure of social and governance factors in strategic
and operative plans; and uncertainty over how future economic policy can contribute to CRS. Experience
from developed countries shows that a possible way to achieve high innovative activities for Belarus and
other emerging countries is to promote social responsibility combined with regulatory measures. The
essential benefits and measures of this transformation are also considered in the paper.
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INTRODUCTION

In conditions of growing competition in the global economy a competitive business strives to
recognize potential benefits as early as possible, in other words to be a first mover. Opportunities to
improve competitiveness lie not only in short term financial profit-maximization, but also in long term
non-financial drivers of value creation. The concept of sustainable development that emerged as a
politic and economic concept during the 1980s [1, 2] to preserve the natural environment for future
generations and is based on a long-term focus. The concept of sustainability has initiated emergence of
other related theories and practices including corporate social responsibility (CSR), which is aimed to
substantiate and promote responsible business from entrepreneurs, is well known worldwide,
including developing, transition and so called fragile countries, as confirmed by scientific publications
and special training courses as well as by introduction of environmental and social management
standards among industrial enterprises. The use of CSR mechanism on strategic and operative level
can give companies significant benefits potentially [e.g. 3, 4]. However, the practical implementation
of the CSR principles in transition economies is a priori rare and considered not to be successful
because of the regulatory and control nature. In many ways, this is due to misunderstanding by
executives on the potential opportunities of social performance for value creation, a lack of awareness
about internal and external incentives to move towards CSR by stakeholder initiatives. Transition
countries are more exposed to high economic uncertainty what increases risks of any long-term
activity and CSR oriented practice. At the same time higher risks also provide higher potential for



CSR driven private initiatives by companies. In spite of the challenges and potential barriers, business
models driven by CSR are considered by researchers and practitioners of developed countries as one
of key drivers for innovation in conditions of constantly growing social problems.

The purpose of this paper is to estimate the relationships between the dimensions of CSR and
innovation and economic performances in Belarus as an emerging economy, to identify the main
incentives and obstacles for innovation and economic performance improvement based on CSR for a
transition economy like Belarus and to provide policy recommendations not only for regulation but
also for an opportunity driven CSR. The reminder of this paper proceeds as follows: the next section
provides the conceptual framework for CSR and its distinguishing features. The next one presents the
empirical findings indicating a weak prevalence of CSR orientation and at the same time a strong link
between the dimensions of CSR and innovation and economic performances in Belarus and main
reasons behind the conclusions. Section 3 outlines potential benefits of an opportunity driven CSR
business model for Belarus and policy recommendations that should be taken. The conclusion is
devoted to a summary of the main conclusions and the need for further studies.

1 CORPORATE SOCIAL RESPONSIBILITY: CONCEPTUAL FRAMEWORK AND
DISTINGUISHING FEATURES

Theoretical basics of CSR have been developed for over some recent decades [5, 6] but only in the last
decade practitioners have begun consider CSR as an essential part of their strategies and tactics [7].
The CSR concept can be defined as voluntary corporate actions to improve social performance taken
beyond the minimum requirements of the law [8]. Specific CSR activities can be presented special
events, programs and projects which are oriented to resolving of numerous social problems. Many
scholars devoted their works to CSR issues [e.g. 5-12]. Most of them argue that CSR-based practice
can gain vast economic benefits for entrepreneurs for instance via:

- Reducing risk;

- Reduced waste;

- Improving relations with regulators;

- Generating brand equity;

- Improved human relations and employee productivity;

- Lower cost of capital [13].

The CSR-based businesses allow a company to innovate through emerging opportunities
(technologies, practices). In order to understand what changes non-CSR companies need to make to be
CSR-based one we have to identify how large and what exactly its difference in comparison with so
called traditional business activity. In this regard we use the concept of a business model which can
help more thoroughly and systemically to detect differences between two types of business activities:
traditional and CSR-based ones.

The concept of a business model was introduced in the economic and management literature in the 1990s
owing to its implementation in e-commerce [14]. Initially the business model approach was a method to
describe different components that together created value for customers and for a company [14]. Now
there is a wide range of views regarding the definition, composition and structure of business models.
Demil and Lecocq [15] introduce both a static and a dynamic business model. The first (a static
approach) determines the business model as a preliminary plan or even a recipe that aims to provide
coherence between core business model components such as resources and competences, its
organizational structure and its propositions for value delivery. It helps to realize how added value is
created. The second (a transformational approach) reveals the business model as a tool to address change
and to focus on innovation. It is devoted to a clearer understanding of how to change the business model
[16].

Tecce [17] finds that the essence of a business model is in defining the manner by which the enterprise
delivers value to customers, entices customers to pay for value and converts those payments to profit.
Thus a business model assists in building implicit assumptions about customers, the behaviour of
revenues and costs, the changing nature of user needs and likely competitor responses.

Johnson et al. [18] describe the business model as combining four elements: Customer Value
Proposition, which can help identify customer needs and propose a service that fulfills those needs
better than any alternatives; Profit Formula, which is the economic blueprint for value creation; and
Key Resources and Key Processes, which enable managers to identify the strengths and weaknesses of
a company.



Osterwalder and Pigneur [19] define a business model as ‘the rationale of how an organization creates,
delivers, and captures value’ [19, p.14]. They identify the basic pillars of a business model as follows:
Value Proposition as the bundle of products and services that creates value; Customer Interface as the
overall interaction with the customer; Infrastructure as the architecture of the company's value
creation; and Revenue Model, which describes the relationship between costs and revenues. Business
model generation can be fulfilled by applying The Business Model Canvas, which is a visual template
with nine building blocks. By combining and giving specific understanding to each of the blocks, a
user can outline and develop new or existing business models.

Different approaches to business models are described in the extant literature. Wirtz [20] distinguishes
three streams of business model studies depending on the focus of research. The first group draws
attention to technology, thus the business model uses the latter for creating and capturing value. The
second group examines mainly organizational factors. In this case a business model is perceived as a
special tool of improvement for representing, planning and structuring business with an emphasis on
organizational efficiency [21]. Finally, the third group considers the business model itself as
innovation. Innovative business models are an additional advantage in a market.

However, despite the wide variety of existing definitions there is no universal business model. The
business model needs to be studied from a set of building blocks to understand the created added
value.

Based on the approaches outlined above and our perception of CSR attributes, in this paper we attempt
to identify the distinguishing features of the CSR-based business model and how they differ from that
of the traditional business model (Table 1). By ‘traditional business model’” we mean a model in
which, in accordance with neoclassical theory, a company’s only obligation is to maximize profits for
shareholders, and ecological and social development are subordinate and not taken into account
(except as a result of legislative pressure). So in a traditional business model, a company is only an
economic entity. This fact restricts development in those economies where the traditional business

model is dominant and therefore hinders further development and improvement.

Table 1. Comparative characteristics of traditional and CSR business models in transition countries

Comparing direction

Business model characteristics (features)

Traditional

CSR

1. Central strategic
principal

Defence of shareholders’
(owners) interests

Defence of stakeholders’ interests

2. Priority aims (time
span)

Short- or middle-term aims

Long-term aims

3. Organizational
performance targets,
dimensions and
priorities

Mainly financial dimension

Financial and environment,
governance and social (ESG)
dimensions. Multi-criteria indicators.
Triple bottom line

4. Decision-making
processes (decision

Mostly only by a company’s
management (involvement of

High level of engagement from all
responsible stakeholders (in

(reporting system and
its verification)

verification or compulsory
external verification due to
government pressure (e.g. tax
revisions)

makers and other stakeholders only under particular employees)
engagement) legislation pressure)

5. Activity ‘Closed’ reporting with low-level | Widespread practice of voluntary
transparency information disclosure. Internal reports in particular regarding

corporate responsibility and ESG
performance. High level of
transparency. External verification
via standardized reporting

6. Remuneration
system

Mostly for financial results (no or
weak compliance with ESG
performance)

Existence of a portion of executive
remuneration for the achievement of
sustainability goals

7. Role of personnel,
trade unions in
company policy

Mainly formal, low level of
engagement in drawing up,
correcting and changing policy

High employee representation among
decision makers, active role of trade
unions




The characteristics presented in Table 1 refer to ‘idealistic’ variants of the model types. Nevertheless
the patterns described above can help executives of traditional model companies identify existing
weaknesses and develop specific measures for the movement towards CSR practice.

2 CSR IN BELARUS

The present study explores the use of CSR-based businesses in a transition economy, Belarus, and the
new ways in which policy makers and economic agents seek transition to a more resource-efficient
economy. A key proposition for the paper is that CSR-based businesses can become a major driver of
economic improvement in transition countries. To explore this we study the extent to which CSR-
based businesses are used in Belarus. In the paper we consider the Republic of Belarus to be typically
representative of a transition economy.

In Table 2 some socio-economic characteristics of the Republic of Belarus are provided based on data
gathered from the Belarusian National Statistical Committee [22]. From an examination of the
information presented in Table 2 we can assert that the Belarusian economy has slowed down in recent
years, which might be the result of the depletion of traditional national resources. This slow
development is accompanied by high uncertainty on the macro level due to a high inflation rate.
Moreover, data in Table 2 indicate high dependence on the international economy because more than
80% of GDP was exported, and roughly the same value was imported in 2012.

Table 2. Economic, innovation and environmental indicators for Belarus

Indicator 2009 | 2010 | 2011 | 2012

Index of GDP, percentage of previous year 100,2 | 107,7 | 1055 | 1015
Consumer price indices, percentage of previous year 113 107,8 | 153,2 159,2
Exports, percentage of GDP 43,6 54,6 76,1 83,4
Imports, percentage of GDP 57,8 68,2 80,4 78,6
Share of the EU in exports of goods, percent 43,7 30,1 37,9 38,2
Share of Russia in exports of goods, percent 31,5 38,9 35 35,4
Domestic R&D expenditure, percentage of GDP 0,64 0,69 0,7 0,67
the same inthe EU | 2,01 2 2,04 2,06

Share of exports in total volume of innovative products
shipped by industrial organizations, percent 51,7 50,7 62,3 64,3
Number of Belarusian companies with Global Reporting
Initiative (GRI) reports:

in Russian/Belarusian 1 1 8 9
in English 1 1 —
UN Global Compact Participants (at the end of 2012) 34 42 46 47

*— statistical data not available.

In sum, Belarus can be categorized as an export-oriented economy where sustainability-driven
business models have potential due to the need to penetrate new foreign export markets, especially
developed countries. The threshold for access to these markets is generally high for foreign
companies, among others, due to ecological and social requirements. When considering developed
markets as a major target for a company in a transition economy, consumers’ awareness regarding
sustainability and CSR is a strong driver of demand. Companies from transition countries should
justify and draw up their strategies and penetration plans taking social factors into account in their
product portfolios. A logical implication is that an expansion into new and developed markets should
be based on innovations, especially when more than 60% of products in innovative industries in
Belarus are exported (Table 2). However, a decrease in economic growth and relatively low funding of
R&D (e.g. 0.67% of GDP in Belarus against 2.06% in the EU in 2012) substantially restrict the growth
of Belarusian companies.

Regarding a transition economy like Belarus we have tried to estimate the prevalence of the CSR-
based business model among economic agents by using policy and reporting as a proxy for



sustainability. To do this we first used indirect evidence. One of the characteristics of a CSR company
is its transparency as an economy maker in general and its corporate responsibility and ESG
performance in particular (Table 2). This implies the presence of a standardized, publicly available and
recognized reporting system. One such system in terms of sustainability is the Global Reporting
Initiative (GRI), which has pioneered and developed a comprehensive Sustainability Reporting
Framework. Now it is widely used around the world [23]. The aim of the GRI is to develop a reporting
framework with a strong emphasis on a company’s ESG performance for providing stakeholders with
relevant and comparable information. More than 80% of the world’s largest 250 companies now report
an ESG performance, with 4% of them reporting on an integrated basis [23]. In the case of Belarus,
analysis shows (Table 2) that the number of companies that issued the reports based on the GRI is
negligible (only nine in Russian in 2012). Only one company issued the GRI reports in English in
2009-2012, which indicates that Belarusian companies are a ‘dark spot’ in terms of CSR for current
and potential responsible stakeholders from foreign markets (this is especially unfortunate considering
Belarus’s export-oriented perspectives). Potentially, the number of companies issuing sustainability
reports can be increased by participation in the UN Global Compact (UNGC). The UNGC is an
initiative designed to encourage businesses worldwide to adopt sustainable and socially responsible
policies, and to report on their implementation [24]. As Table 2 shows, the number of Belarusian
UNGGC participants is small.

In addition to indirect evidence we also conducted a survey and used structural equation modelling
methods to assess the CSR-based business activities embeddedness in practice among Belarusian
companies and to examine the relationships between the dimensions of CSR and innovation and
economic performances in Belarus as an emerging economy. In order to do this we constructed
following structural model (Figure 1) and worked out scale items (Table 3).

H1 Employees H4
policies
Economic and

Perceived
importance of CSR Innovative
External performance

stakeholders
engagement

Sustainability
Disclosure

Response rate=65% (n=310)

CSR performance

Figure 1. Structural equation model for examination the relationships between the dimensions of CSR
and innovation and economic performances

Table 3. Constructs and scale items for examination the relationships between the dimensions of CSR
and innovation and economic performances

Construct Scale item
Perceived PmS1. A employee policy in place that applies to the employees responsible for this entity (1
importance of | — very low level of importance ...5 — very high level of importance)
CSR PmS2. A stakeholder engagement policy in place that applies to the entity (1 — very low level

of importance ...5 — very high level of importance)
PmS3. A disclosure process regarding social and sustainability performance (1 — very low
level of importance ...5 — very high level of importance)

Employees EmP1. Does the organization have an employee policy in place that applies to the employees
policies responsible for this entity? (1 — strongly disagree...5 — strongly agree)

EmP2. Does the organization have a remuneration policy in place applicable at the entity
level? (1 — strongly disagree...5 — strongly agree)

EmP3. Do the employees responsible for the entity receive regular training? (1 — strongly
disagree...5 — strongly agree)

EmP4. Does the organization undertake an employee satisfaction survey? (1 — strongly
disagree...5 — strongly agree)

EmP5. Does the organization have a program in place to improve its employee satisfaction
based on the outcomes of the survey? (1 — strongly disagree...5 — strongly agree)

EmP6. Does the organization report on employee occupational health and safety indicators?
(1 — strongly disagree...5 — strongly agree)




Construct

Scale item

Sustainability
Disclosure

SD1. Does the organization disclose its sustainability performance? (1 — strongly
disagree...5 — strongly agree)

SD2. Is the organization’s sustainability disclosure reviewed by an independent third party?
(1 — strongly disagree...5 — strongly agree)

SD3. Does the entity have a formal process to inform the most senior decision-maker about
its sustainability performance? (1 — strongly disagree...5 — strongly agree)

Economic and
Innovative
performance

P1. Profitability (Return on Sales) (1 — (-0,0); 2 — (0-2%), 3 — (3-10%), 4 — (11-15%), 5 —
(15—+0%)

P2. Rate of new products in the production line (1 — (0-1)%), 2 — [1-2)%), 3 — [2-4)%), 4 —

[4-7)%), 5 — [7-100]%))

Constructs and scale items were performed based on our perception of this issue and Global Real
Estate Sustainability Benchmark (GRESB) 2013 survey [25], which aims to estimate (via a survey) the
sustainability performance of real estate companies. This is an increasingly popular reporting
framework in the real estate sector. In 2013, a total of 543 property companies and funds participated
in the GRESB survey, a 23% increase on the response rate in 2012 (443 participants) and a 60%
increase on that in 2011 (340 participants) [25].

CEO and managers of 53 industrial companies in Belarus were served as respondents in this study
according to presented questionnaire. Response rate= 65%, n=310 without non-response biases. As a
result every item was estimated as valuable in terms of standardized loadings and every our hypothesis
(except one) were supported (Tables 4-5).

Table 4. Measurement model: results and standardized loadings

Construct Scale item Standardized
loadings*
Perceived importance of CSR (4=0.84; VE=0.59; CR=0.82) PmS1 0.71
PmS2 0.64
PmS3 0.82
Employees policies (6=0.78; VE=0.58; CR=0.87) EmP1 0.70
EmP2 0.73
EmP3 0.74
EmP4 0.82
EmP5 0.81
EmP6 0.79
External stakeholders engagement (6=0.74; VE=0.56; CR=0.82) EsEl 0.88
EsE2 0.86
EsE3 0.74
EsE4 0.76
ESES 0.79
EsE6 0.80
Sustainability Disclosure(6=0.84; VE=0.60; CR=0.86) SD1 0.76
SD2 0.70
SD3 0.69
Economic and Innovative performance (6=0.86; VE=0.47; CR=0.84) P1 0.87
P2 0.86
* - p<0.01. & — Cronbach’s Alpha; VE — variance extracted; CR — construct reliability.
Table 5. Structural model estimates
Hypothesized effects Standardized Conclusion*
estimates
H1. Perceived importance of CSR — Employees policies 0.54 (p<0.01) Supported
H2. Perceived importance of CSR — External stakeholders engagement 0.48 (p<0.01) Supported
H3. Perceived importance of CSR — Sustainability Disclosure 0.03 (p=0.59) Not supported
H4. Employees policies — Economic performance 0.34 (p<0.01) Supported
H5. External stakeholders engagement — Economic performance 0.26 (p<0.01) Supported
H6. Sustainability Disclosure— Economic and innovative performance 0.24 (p<0.01) Supported




* Fit indices: y°= 282.34; df=81; 4*/df=3.49; RMSEA=0.05; GFI=0.95; AGF1=0.93; NFI=0.94;

CFI1=0.96; IFI=0.96.

Results indicate that there are strong positive relationships between the dimensions of CSR and

innovation and economic performances in Belarus as an emerging economy. But at the same time

indirect results the extent of CSR business model implementation in practice, at least in terms of

Belarusian industrial companies, is low and unlikely to reach that of their European rivals.

Based on our analysis of the data, the main obstacles to CSR orientation in Belarus are:

- additional economic challenges and uncertainty over the future economic state (e.g. high inflation
hinders the development of plans and building long-term perspectives for investors, who prefer to
invest in projects with a short- or at least mid-term payback);

- a lack of initial investment for R&D with regard to sustainability in general and CSR in
particular;

- weak awareness among key stakeholders regarding the benefits and incentives of CSR-based
businesses (e.g. most executives acknowledged during our interviews that CSR requirements
were a burden and too expensive);

- the absence or failure of ESG factors in strategic and operative plans;

- a lack of applied methodology on the part of Belarusian executives in areas of CSR activities
assessment, support and improvement;

- passivity on the part of businesses in seeking additional opportunities in CSR-based businesses
and other areas.

3 THE ESSENTIAL BENEFITS OF THE CSR-BASED BUSINESSES FOR BELARUS AS A

TRANSITION ECONOMY

The business case for CSR and sustainability has been recognized as an economic opportunity and has

been made in a large number of publications [e.g. 26, 27, 28, 29]. Nevertheless in transition countries

the success of such businesses is not so obvious for policy and business makers. Based on rich

theoretical and practical evidence from developed countries, and taking current economic challenges

into account, we have tried to identify the main advantages and opportunities for implementation of

the CSR-based business model for transition countries in general and for Belarus in particular. The

arguments are conditionally grouped into two parts: internal (which mainly refer to organizational

capabilities inside a corporation and interactions with internal stakeholders) and external (which imply

the use of advantages gained from interactions with external stakeholders).
1. Regarding internal opportunities, the CSR-based business model allows a company to:

- identify internal reserves for growth of efficiency by rethinking business processes at all stages in
the supply chain;

- cut costs through a permanent focus on resource-efficient decisions and via strong engagement of
stakeholders (especially in the long term);

- increase income due to reputation benefits and customer retention;

- have an advantage in the recruiting process because of high attractiveness as an employer;

- build corporate culture and ‘staff dedication’ via high social standards;

- raise innovation activity through personnel and other stakeholder involvement in ‘ideas
generation’ and development processes;

- adopt new business directions based on social responsibility and, consequently, gain additional
income.

2. Regarding external opportunities, the CSR-based business model allows a company to:

- build rapport with government and, consequently, benefit from it;

- interact with local communities in the promotion and distribution of goods and services in
parallel with corporate social responsibility events (PR and marketing);

- reduce external risks due to the strong involvement of stakeholders (e.g. drop in probability for
lawsuits by local communities and labour unions);

- enhance investment attractiveness through stainable relations with stakeholders.

Thus the CSR-based businesses can be a strong driver for innovation activity and economic growth.

Using the presented benefits implies devising and taking practical measures to change the existing

non-CSR state.

We argue that for Belarus and other transition countries a complex set of measures for the transition to

CSR practice should include two strategies:



1. Promotion of measures. Based on the presented framework and the advantages of the
sustainability business model, executives should draw up strategy, tactics and operative plans,
including supporting elements: assessments of ESG performance and reporting standards,
remuneration systems, engagement programs, innovation networks, etc. This would contribute to
internal benefits. Other stakeholders, including government and communities, can also support
this via:

- educational activities;

- promotion of social responsibility through tax perks and other benefits;

- promotion of public non-profit organizations and labour unions which, as independent
stakeholders, are capable of protecting sustainability interests.

2. Regulatory measures for the stabilization of the overall economic situation and creation of a
favourable business and investment climate. It is essential to realize that, for transition
economies, a failure of regulatory policy can destroy all efforts in the promotion of CSR.

CONCLUSION

In a transition economy like Belarus, different companies react to social challenges in different ways.
Some try to postpone decision-making, others declare a strong interest in the issues but do not take
material action. Only a small number strive to operate decisively and systematically. At the same time
a sizeable number of publications and practical cases from developed countries show that CSR
practice can be an important driver for innovation activity and competitive advantage. Moreover,
decisions surrounding social issues are key opportunities in the fight for consumers in global markets.
This means that the export-oriented Belarusian economy is unlikely to expand its competitive position
without making changes towards CSR practice. Analysis based on survey and empirical data
concludes that the low level of CSR-based business model use in Belarus can be explained by a
number of factors, including: the weak awareness of key stakeholders regarding the benefits and
incentives of the CSR-based businesses; the failure of ESG factors in planning, activities and reports;
and unstable macroeconomic conditions. At the same time designed and fulfilled structural equation
modelling methods indicate strong positive relationships between the dimensions of CSR and innovation
and economic performances in Belarus as an emerging economy what implies great opportunities of
CSR practices implantations.

We consider and systemize the essential benefits of the CSR-based business model for use in Belarus,
and on this basis we suggest major measures that should be taken by the CEO (on a micro level) and
government (on a macro level). These include such practical recommendations for executives as the
implementation of ESG performance assessment and reporting standards, development of a motivation
system to involve stakeholders and the creation of innovation networks. The CSR-based business
concept also needs support from macro policy makers, who should encourage companies and
simultaneously provide a clear and stable macroeconomic background.

Future research could investigate evaluate the association between ESG performance and the
operational results of companies in transition countries. It could also draw up concrete strategies and
operative plans for the transition towards CSR in business. An export-oriented economy needs to
realize the opportunities available in CSR-based businesses, and policy makers need to understand the
dynamic effects that will emerge when regulations are introduced.
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