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Corporate Social Responsibility  
or Government Regulation
An Analysis of Institutional Choice

The article presents an economic theory of corporate social responsibility 
(CSR) and analyzes economic, social, political, and institutional factors that 
could affect the comparative advantages of CSR over government regula-
tions. A discussion of the Russian CSR model emphasizes the importance 
of property protection rights for the efficient implementation of CSR, and 
cautions against excessive government involvement in CSR processes.

Various institutions often perform similar functions in an economy and society. 
In that case, the choice of an institution is determined by its relative advan-
tages over others. The institutions’ relative advantages, in turn, depend on the 
level of development of the economy, the condition of the society, traditions, 
and culture, and on the institutional environment of which the given institu-
tion is to be a part. The factors affecting costs and benefits of the institutions 
change in terms of space and time, resulting in a diversity and evolution of 
the institutions.1

One example of a choice from the “institutional menu” is corporate social 
responsibility (CSR), which assumes that companies should be guided in their 
activities not only by conventional commercial and financial indicators but 
by broader societal interests and the demands of sustainable development, 
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environmental protection, adherence to business ethics, protection of social 
and economic rights, and so on. CSR has become firmly established in the 
practices of Russian and foreign companies, but despite the ubiquity of this 
institution, its purpose, foundations, forms of implementation, and achievable 
results remain a subject of lively debates. The idea of CSR is indeed full of 
contradictions—it does not fit into the canonical notions of a market economy, 
where private firms maximize profit, governments provide public goods and 
regulate the private sector, and philanthropy becomes the domain of altruistic 
individuals rather than “heartless” legal entities.

Institutional theory provides a clearer concept of the role and place of 
CSR in the economy and society. In this case, CSR may be viewed as an 
instrument for reaching a Coasean arrangement between companies and their 
stakeholders (excluding the owners and management), where the subject of 
such agreements consists of externalities that arise during the companies’ 
activities.2 In this interpretation CSR is a private (not requiring government 
intervention) institutional alternative to economic regulation—the traditional 
means of controlling externalities, and the “division of labor” between CSR 
and government regulation develops on the basis of the relative advantages 
and disadvantages of these institutions.

This article discusses the effect of a number of factors on which the 
advantages of CSR over government regulation may depend. This analysis 
makes it possible to explain and assess the CSR models that turn up in 
practice, and this opportunity is demonstrated in the case of the Russian 
model, which is characterized by the government’s active presence as a 
“client” and “appraiser” of the social responsibility of Russian companies, 
and in the precrisis version, by abnormally large social investments on the 
part of Russian companies.

A comparison of the social investments of Russian and Western companies 
over the past decade provided a basis for citing the social “hyperresponsi-
bility” of Russian business.3 For example, American corporations donate 
to charity an average of about 1 percent of before-tax profits, whereas in 
Russia social investments outside the company reached, according to vari-
ous estimates, 6–17 percent of profits.4 Corporate philanthropy in Russia in 
recent years has been many times greater than donations by private individu-
als, in contrast to the state of affairs in industrially developed countries.5 
As for the government, it may be viewed with good reason as “one of the 
chief and vigilant stakeholders” in the socially responsible activities of 
Russian firms.6

The above-mentioned specific features of CSR in Russia can be explained 
on the basis of the structure of the country’s economy, the way government 



DECEMBER  2009 75

authority and finance are organized, the state of society and the established 
institutional regime. The analysis leads to the conclusion that there is “in-
stitutional mutual complementarity”between CSR on the one hand and the 
protection of property rights in the private sector and the stock of social 
capital on the other: vulnerable property rights and a weak civil society have 
a pernicious effect on the social efficacy of CSR.7

What is corporate social responsibility?

The concept of CSR is very general, and its interpretations vary within a wide 
range—from corporate philanthropy to job creation and strict compliance with 
prescribed laws and regulations. The essence of CSR is perhaps best reflected 
by the following definition: a socially responsible company takes steps in 
the interests of its stakeholders that are not dictated by direct commercial 
needs and market requirements.8 The necessity of such steps stems from the 
company’s extra-market influence on stakeholders—in other words, CSR is 
a means of controlling the externalities created by the company.

The conventional solution for the problem of externalities is government 
regulation, but a socially responsible company not only obeys the govern-
ment’s compulsory demands but also takes account of stakeholder interests 
beyond these demands. In this interpretation a fuller definition of CSR 
emerges: actions by companies that are not motivated by the direct require-
ments of the market and the law.9

Therefore, socially responsible companies constrain themselves and 
sacrifice commercial objectives out of social, ethical, or environmental 
considerations.10 In the process they use two principal instruments of social 
responsibility: first, companies modify their production and commercial 
activities (the choice of strategies of development, employment policy, 
technologies, products, resources, trading partners, etc.) in the interests 
of stakeholders; second, they make social investments to support various 
public projects, regional and urban development, philanthropic initiatives, 
and so on.

The need for socially responsible behavior is often justified on the basis 
that a company has multiple stakeholders,among whom the company’s 
shareholders constitute only one of the groups.11 It is argued that a com-
pany must realize its responsibility to stakeholders and take their interests 
into account in its activities. This view, however, contradicts the classical 
concept of a private company as a tool for creating and multiplying profits 
for its shareholders. According to this concept, the company’s management 
is accountable only to the shareholders and must be guided in its activities 
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solely by their interests—with the understanding that the interests of other 
stakeholders are taken into account and protected by government-prescribed 
official requirements, with which the company, of course, must comply in 
full, but no more than that. Attempts to encumber corporations with additional 
tasks (beyond maximizing profit) within the framework of current regulations 
could have an adverse impact on the private sector’s efficiency and thereby 
cause significant damage to society. Hence Milton Friedman’s well-known 
thesis that the social responsibility of business is to increase its profits.12

The current interpretation of CSR seeks to combine these seemingly oppos-
ing views, based on the premise that socially responsible behavior is ultimately 
in the company’s own interests in their traditional interpretation, because it 
provides commercial success and sustainable development based on “doing 
well by doing good.” This agreement of interests is possible in several ver-
sions, and a certain type of CSR corresponds to each of them.

The first version involves a direct coincidence of wants by the company 
and society, where actions by the company dictated by production or business 
necessity (investments in personnel, creation of infrastructure facilities) cre-
ate a collateral social gain. Such situations, known in the CSR literature as a 
“free lunch,”may be portrayed by the company as a manifestation of social 
responsibility; but strictly speaking they are not, since society’s gain is nothing 
more than a positive externality resulting from actions taken by the company 
solely in its own interest.13

The second version, known as “cause-related marketing,” assumes that 
a company ties its move into the market for its product to a certain noble 
initiative—as a rule, by allocating a revenue portion for these purposes. As 
a result, philanthropy is “sold as a tie-in” with the company’s main product, 
which in a number of cases results in additional profits.14

Finally, in the third version, on which most of our attention will be focused, 
CSR is dictated by strategic considerations: to elicit a favorable response for 
the company from stakeholders or to prevent a threat from them to business, 
and ultimately socially responsible behavior produces a financial gain for the 
company. This motive is not always on the surface: without the anticipated 
reaction of stakeholders, the direct consequences of socially responsible ac-
tions may involve costs to the company—hence the appearance of a sacrifice 
for the sake of the public interest.

A favorable response for the company to “strategic CSR” may reward 
socially responsible behavior with increased sales and profits and promote 
market penetration, access to factors of production, and a strengthening of 
the brand and the loyalty of consumers, employees, business partners, and 
other stakeholders. The threats that the company seeks to avert may signify 
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various kinds of sanctions on the part of stakeholders who have suffered from 
“social irresponsibility”—boycotts, protest campaigns, lawsuits, or appeals 
to the government to intervene in a conflict.

Corporate social responsibility and government regulation 
from the perspective of the Coase theorem

Government regulation solves the problem of externalities either by limiting 
certain types of activities or by imposing taxes (or providing subsidies) in 
order to make companies factor in more thoroughly the social costs or ben-
efits of their actions. It is well known that such instruments in practice may 
be imperfect. First, they constitute “incomplete contracts” with significant 
lacunae; second, they are indiscriminate, ignoring essential details; third, they 
create opportunities for abuses and may be “taken over” by narrow group 
interests; fourth, there may be significant costs that exceed the benefit; and 
finally, fifth, government regulation often fails to keep pace with changes in 
economic and social needs. These shortcomings could become the basis for 
turning to alternative tools, including CSR.15

Ronald Coase’s famous work opened up a discussion of a private alternative 
to government regulation.16 The basis for these debates is the Coase theorem, 
according to which the involved parties—those who produce externalities 
and those who experience their effect—may privately negotiate a mutually 
acceptable (and Pareto-efficient) settlement of the problem. If the transaction 
costs of reaching and implementing such an arrangement are not too high, 
government intervention turns out to be superfluous. From this standpoint it is 
fair to view CSR as a possible implementation of Coase’s idea that works out 
conflicts between companies as represented by their owners and management, 
on the one hand, and various stakeholders, on the other.17

Negotiations with stakeholders regarding CSR may occur in the form 
of consultations, roundtable discussions, public hearings, and so on, which 
are intended to secure a “social license to operate” for the company. Such 
a license may be obtained on the basis of a tacit response to the company’s 
self-restraint and/or to appropriate social investments.18

According to Coase, the parties to agreements not only coordinate their 
actions but also arrange, if necessary, a redistribution of the gain obtained 
through “side payments.” In the case of CSR, such mutual settlements are 
made in the form of social investments, with which the company compensates 
stakeholders for infringing on their “natural rights”;19 it is important that 
the side payments are possible only in one direction—from the company to 
stakeholders, and not vice versa.
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CSR based on private agreements between the parties in terms of the 
Coase theorem may be less or more effective than government regulation. It 
is well known that over time methods of maintaining order in an economy 
have undergone changes.20

In traditional systems, private settlement of conflicts based on mutual con-
sent, concern about one’s reputation, social networks, and so forth, has been 
predominant. During the early Middle Ages, economic practice incorporated 
judicial settlements of disputes, which created more favorable conditions for 
economic development.21 The concentration of economic power during the 
period of industrialization compromised the effectiveness and impartiality 
of the judicial system, which led to the proliferation of direct government 
regulation.22 The popularity of CSR in today’s world represents a “second 
coming” of private regulation—obviously the traditional mechanism in its 
current form has a number of advantages over government regulation, which 
is completely consistent with Coase’s views.

As was noted earlier, the advantages and disadvantages of CSR over the 
institutional versions vary over time and space, depending on the structure of 
the economy and society, political and cultural traditions, the administrative 
and judicial system, and the condition of a number of key institutions.

Regulation and the government’s capabilities

The effectiveness of government regulation depends on the complexity and 
scale of the tasks that are being implemented and the ability of regulatory 
authorities to perform their functions effectively. The more complex and 
numerous the tasks requiring regulation and the greater the doubts regarding 
the government’s ability to accomplish them, the more grounds there are for 
relying on CSR.

Government regulation, especially in developing countries and nations 
with transitional economies, successfully deals only with relatively simple 
matters. Informational asymmetry often complicates the task, when regulators 
do not have enough data to make the right decisions. In such cases, regula-
tion may be applied where there is no need for it, needlessly suppressing 
market incentives and signals while ignoring real problems. All other things 
being equal, informational asymmetry is a strong argument in favor of CSR, 
since companies and stakeholders directly involved in the problem are better 
informed than government authorities about the essential details that will be 
factored into the agreements that have been reached.

Equally important is the government’s ability to effectively manage regu-
latory powers, including selecting regulatory instruments in a timely and 
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accurate manner and applying them professionally. This requires experience 
and qualifications, transparency and accountability for decision making by the 
regulatory authorities, an impartial and effective dispute-resolution system, 
and so on. It is important that regulatory powers are distributed among the 
levels of government. The majority of problems requiring regulation are local 
in nature, and by vesting regional and local authorities with the appropriate 
functions it is possible to provide the necessary regulatory flexibility and to 
reduce informational asymmetry, in comparison with centralized authority. 
This means that overcentralization of regulation also increases the need for 
CSR to fill in gaps and rectify shortcomings in the application of official 
instruments.

In Russia the immaturity of the market creates multiple externalities that 
complicate and widen the range of tasks for economic regulation. Informa-
tional asymmetry in the Russian economy is also very high, partly because 
of the rapid economic and social changes, and partly due to the insufficient 
transparency of the private and public sectors. At the same time, the practice 
of government regulation draws significant criticisms and complaints about 
the misdirected use of regulatory instruments, corruption, and incompetence. 
Recourse to CSR under these conditions seems logical and natural.

The need for informal mechanisms has grown as a result of the increased 
centralization of administrative and fiscal authority in Russia. Although re-
gional and local governments are still responsible for economic development 
and well-being in their jurisdictions, their budgets and official regulatory func-
tions were cut back significantly. What is appealing about the idea of CSR is 
the possibility of reducing the gap between the authorities and responsibility 
and obtaining a new source of funds for developing infrastructure, funding 
social programs, and so on.23

Market structure

For a large, town-forming company, the development of local infrastructure 
and the provision of social services and other local public goods becomes, to 
a large extent, an “internal affair,” which it has to handle itself, especially if 
the local authorities cannot cope with these obligations.

If the economy of a town or region is more diversified, the incentives for 
such corporate initiatives are weaker, because of the opportunity for a “free 
ride.” Therefore, the higher the concentration of production (the share of 
one or more major factories in a local economy), the more likely large social 
investments by town-forming companies are.

It was noted earlier that such investments are often made because of 
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the direct needs of production, and the social benefit is their side effect. A 
company’s dominant position also creates strategic motivations for social 
investments. A town-forming company is a key participant in regional de-
velopment, comparable in influence and importance to the local community 
and authorities. Naturally, the principal actors enter into a dialogue with one 
another, and CSR becomes a means for implementing arrangements.

In hundreds of Russian monotowns, town-forming companies until recently 
took an active part in the funding of health care, education, public transit, 
housing, and utilities.24 This practice developed during the Soviet era, and 
attempts to abandon it at the start of the market reforms demonstrated that it 
was impossible to support and develop the vital industries of towns without the 
direct participation of large companies.25 Socioeconomic realities demanded 
that the traditions be revived in the more modern form of CSR.26

The legitimacy and protection of property rights

Property rights shape the default point of Coasean negotiations, including 
with respect to CSR. When the property rights of a company’s shareholders 
are not in dispute, CSR is about reconciling these rights with the rights of 
other stakeholders affected by the company’s operations. But shareholders’ 
property rights lack legitimacy and proper legal protection, they too become 
negotiable in the CSR process. Stakeholders can lay claim to two principal 
components of property rights—the right to control assets and the right to 
receive income. In the first instance, the company can be compelled to make 
“socially responsible” decisions to create redundant jobs, to choose certain 
business partners, and so forth; in the second instance, the company is pres-
sured to finance certain social projects.27

A lack of protection of property rights makes companies more suscep-
tible to outside pressure, which expands the scale of CSR. Unfortunately, 
quantitative growth is accompanied by a decrease in quality: if CSR is used 
as an instrument to erode property rights, this has an adverse effect on the 
social efficacy of that institution. This conclusion is consistent with the Coase 
theorem, where an effective result from negotiations is contingent on low 
transaction costs, which in turn requires clear assignment of property rights 
prior to negotiations.

The problems of protecting property rights in Russia are common knowl-
edge. According to the International Property Rights Index, in 2008 the country 
ranked ninety-second among 115 nations included in the survey.28 Takeovers 
by corporate raiders are common practice, and the judicial system does not of-
fer reliable protection against such encroachments.29 Threats to property rights 
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also come from government authorities, which make use of various provisions 
of tax, civil, and criminal law for this purpose. The “inequality of weapons” 
gives the government substantial bargaining power in its relationship with 
business, which can be used to “coerce” private companies into CSR.30

One of the reasons for the vulnerability of property rights in Russia is that 
they lack legitimacy in the eyes of public opinion. The privatization of the 
1990s and the subsequent redistribution of property are viewed in society 
as deeply unjust, and this perception raises questions about the reliability 
of property rights, even if they are duly validated and recorded de jure. The 
“original sin” of the dubious privatization compels Russian companies to “buy 
their way out” of adverse public opinion with social investments, in order to 
reduce the social and political risks of doing business and meet halfway the 
demands for “sharing.”31

Social capital

Society can become a serious partner in a dialogue with large companies only 
if it is sufficiently consolidated. The prevention of damage from externalities 
(e.g., the maintenance of clean air) is a public good and therefore collides with 
the problem of collective action.33 Individual or small-scale demonstrations 
will most likely go unnoticed and in any case will be ineffective; only mass 
support for such activities is capable of balancing the “bargaining power” of 
large companies.

The difficulties of solving the problem of collective action, including with 
respect to CSR, often prove to be insurmountable—that is, precisely the gov-
ernment traditionally takes on the task of economic regulation. CSR may suc-
cessfully compete with government regulation provided that, first, the values 
embodied by CSR (environmental conservation, sustainable development, 
adherence to ethical norms, etc.) are rooted in society, and second, people are 
well enough informed about the relevant aspects of the companies’ activities, 
and third, citizens are ready and able to take part in social initiatives. The last 
requirement is especially important, since the motives for voluntary participation 
in collective actions go beyond the framework of individual rationality (“free 
rides”) and require a recognition of public interests. The next step must be to 
coordinate actions in order to obtain the desired result through joint efforts.

The capability of collective action in the common interest is known under 
the aggregate name of social capital, which is formed by the norms and values 
and by public associations and social networks.34 Norms and values produce 
grassroots demand for CSR, while networks and communications promote 
the collective action necessary to implement this demand.
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When social capital is lacking, CSR is not driven by societal needs but by 
the interests of organized groups, for which it is easier to solve the problem of 
collective action.35 There is a fairly common situation where companies seek a 
“separate” consent from various categories of stakeholders.36 The agreements 
reached under this process continue to be mutually beneficial to the parties 
involved, but there is no longer any social effect, since the interests of other 
stakeholders are not taken into account. A shortage of social capital poses 
the threat that the institution of CSR may degenerate into a tool for collusion 
among companies and interest groups at the public’s expense.

Current social capital is in short supply in Russia, which is confirmed by 
sociological research.37 Civic initiatives were not cultivated during the Soviet 
era, and the radical and largely chaotic changes of the post-Soviet period have 
made preoccupation with one’s own economic welfare the top priority and 
have had a negative effect on solidarity and trust in society. The weakness 
of civil society in Russia means that it cannot be expected to play a leading 
role in CSR processes. The lack of social participation in these processes is 
highlighted, among other things, by the deep gulf between the public’s notions 
of desirable priorities for CSR and the actual areas of social investments by 
Russian companies, and by the widespread doubts about the appropriateness 
of demanding social responsibility from private companies.38

Social capital and the social efficacy of corporate social  
responsibility: A formal analysis

Using a simple model, we will illustrate how CSR loses its competitive ad-
vantages over government regulation when social capital is lacking.

Let a company sell its output to a community of customers, each of whom 
consumes a unit of output,39 and as a result receives utility u

0
; it is assumed 

that the set of customers makes up a unit continuum, and the output is sold at 
an exogenously determined price p < u

0
. The company’s production opera-

tions create a negative externality of size a ≥ 0 and incur production costs 
c(a), which for simplicity are assumed to be independent of output, and where 
the function c(a) is monotonically decreasing and concave. The financial es-
timate of the damage to each customer from the externality is ξa, where the 
parameter ξ ≥ 0 characterizes “sensitivity” to the externality and may vary 
from one community of customers to another.

The social optimum requires minimization of the total costs of the company 
and customers c(a) + ξa and is achieved when a = a*, where c′(a*) = –ξ. This 
optimum depends on ξ: the higher the sensitivity of customers to the external-
ity, the greater the company costs to mitigate a harmful effect that are justified 
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from the public perspective. If government regulation is applied to control the 
externality, a company may be required to maintain the externality at a certain 
level a0. If regulation is overly rigid, where the required level of the external-
ity is the same for all values of ξ, or because of informational asymmetry, 
where ξ is not monitored by regulators, deviations from the social optimum 
in any direction are inevitable, where regulation either does not prevent seri-
ous damage to society from the company’s activities (at high values of ξ) or, 
conversely, it needlessly burdens the company with significant costs. In this 
case, it may be preferable to reach an explicit arrangement with customers in 
the form of CSR, which, of course, will duly factor in local conditions. The 
question is, to what degree can the gain in flexibility be implemented given 
the stock of social capital on hand.

Social capital is reflected in the model by the parameter H ≥ 0, which 
determines the distribution among customers of the “pain threshold” z: if the 
damage from the externality ξa exceeds this threshold, the customer in ques-
tion will refuse to buy the company’s product in protest.40 The assumption is 
that z is evenly distributed among customers with a cumulative distribution 
function F

H
(z) = min(1, zh), and if the company has not obtained society’s 

consent by securing a “social license” to produce, then at the externality level 
a, a boycott by customers will cause it to lose market share min(1, ξaH).

The purpose of Coasean bargaining between a company and customers is to 
maximize joint gain (or to minimize aggregate costs, which is the same thing) 
and to reach agreement on a mutually acceptable distribution of benefits from 
cooperation. Aggregate gain is maximized if the customers refrain from boy-
cotting and the company chooses a = a*. An important factor in the distribution 
of the gain between the parties is the default point, which is realized when an 
agreement is abandoned and thereby determines the parties’ initial positions. 
When the company acts unilaterally at the default point, it maximizes its own 
gain p(1 – ξaH) – c(a) (factoring in the anticipated customer boycott), and 
the size of the externality ã will be found from the condition ′ =c a H( )� ξ ; in 
this instance, the gain of the company and customers will be, respectively,
� � � � �π ξ ξ ξ≡ − − − − −p aH c a u p aH a( ) ( ) ( )( )1 10and .

Will bargaining result in the socially optimal level of externality a = a*? 
The answer to this question depends on the parties’ ability, if necessary, to 
redistribute the gain between themselves using side payments so that both 
parties gain over the default point. If the stock of social capital is large, the 
threat of a mass boycott compels the company before an agreement, at very 
high cost, to maintain the externality at an unjustifiably low level; in this case 
society can agree to increase the externality to the social optimum provided 
that the additional damage will be substantially covered by a side payment 
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from the company in the form of social investments (Figure 1a; point A de-
notes the default point; point B, the bargaining outcome).

If social capital is in short supply, the company does not view small-scale 
protests as a serious threat to business, the size of the externality at the default 
point is very large and clearly exceeds the social optimum. In this case, the 
company has an interest in a dialogue with customers so as to fully restore 
demand through a “social license,” but achieving the social optimum would 
require institutionally unfeasible side payments from customers to the com-
pany, and such an outcome turns out to be unattainable (Figure 1b). It is not 
hard to see that the first scenario is realized if (u0 – p) – ξa* > ã , while the 
second one occurs if p – c(a*) �π . Consequently, there are threshold values of 
social capital H H<  such that when H H< CSR does not provide a socially 
optimal settlement of the externality, when H H< the social optimum will 
clearly be achieved, and, in the intermediate scenario H H H< < , it may be 
achieved if the stakeholding customers wield enough bargaining power in 
their relationship with business.41

Thus, the analysis of the model confirms the conclusion that the social 
efficacy of CSR is strongly dependent on the stock of social capital.

Corporate social responsibility and government

Since the social responsibility of business is realized within the realm of the 
government’s powers, the role of government authorities in regulating CSR is 
of great importance. In accordance with the notion of CSR as a private alterna-
tive to government regulation, worldwide practice proceeds from a “division 
of labor” between government and CSR: the former prescribes a minimal set 
of mandatory rules, while companies, responding to market signals, that is, 
if there is mutual benefit for themselves and stakeholders, may “overfulfill” 
these requirements. In the process, cognizant of the social value of CSR, the 
government may provide support for this institution in the form of recom-
mendations, certification and evaluation procedures, requirements for the 
disclosure of information, participation in drawing up codes of behavior, in 
consultations, roundtable discussions, and so forth. The thrust and purpose of 
such efforts is to create a favorable environment for companies to implement 
their social responsibility.42

In the Russian CSR model, government authorities play a much more active 
role as one of the principal “clients” (if not the most important or only one) of 
social responsibility.43 This state of affairs, of course, is largely attributable to the 
weakness of civil society and its inability to act as a real partner with business 
on issues of social responsibility,so the government fills in this gap.44
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The practice of active government participation in CSR is viewed by many 
in Russia as the norm and receives fairly wide support in public opinion and 
the business community.45 Yet this situation is, to a certain extent, paradoxi-
cal and clearly contradicts the generally accepted interpretation of CSR as 
a nongovernmental institution in its intent. It is well known that adapting 
institutions to the specific conditions of various countries sometimes requires 
nonconventional solutions,and this could explain the Russian metamorphosis 
of CSR.46 A separate task is to conduct an assessment of the Russian model 
of social responsibility, which should answer the question of whether this 
model is a “second-order optimum,” that is, a rational choice, from the public 
perspective, among realistically available options.

By acting as a “client” and partner with business on issues of social respon-
sibility, the government effectively supplements the traditional instruments 
of economic policy—officially mandated taxes and rules—with information 
regulation and taxation on an ad hoc basis. The advantages and risks of this 
practice have been thoroughly examined in the analysis of the “rules vs. 
discretion” dilemma. Rules make government policies more predictable and 
transparent, but at the same time take away its flexibility and ability to respond 
swiftly to changing circumstances. The vesting of discretionary powers in 
the regulatory authorities engenders uncertainty regarding decisions that are 
made, gives rise to doubts about the reliability of the government’s declared 
intentions, and creates an opportunity for abuses. The above disadvantages 
and risks of an ad hoc approach are partially overcome if decision-making 
officials value their professional and personal reputation and the decisions 
themselves undergo an ex post review.47

The inadequate accountability and transparency of the civil service in Rus-
sia makes it impossible to rely on reputational mechanisms, and CSR projects 
initiated by the government are not monitored or audited because such projects 
are nominally implemented outside the public sector, and therefore do no not 
fall under budgetary control. The companies themselves by no means always 
disclose sufficient information about their social investments.48

The interaction between government authorities and companies on is-
sues of social responsibility takes two basic forms.49 In the first case, CSR is 
“voluntary-coercive,” when companies come under pressure from the govern-
ment, and social investments become de facto supplemental business taxes. As 
was already noted, such revenues partly offset the insufficient official sources 
of revenue for regional and local budgets. In the 1990s, Russian regions had 
the ability to establish their own taxes, but lost it with the implementation of 
the Tax Code and found an alternative in informal taxation under the guise of 
CSR. This practice, however, is a highly flawed surrogate for a full-fledged 
system of government finance, since it violates two key principles of how 
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such a system should be organized—budget integrality (the ability to control 
revenues in their entirety when choosing expenditure items and the amounts of 
itemized funding) and the accountability of budgetary planning and execution. 
Another serious defect is the lack of transparency and the unpredictability of 
surrogate taxation, which make the business climate worse and have a nega-
tive impact on the competitiveness of business.

The second form of government participation in CSR can be called 
“contractual”—in this case, the parties wield comparable influence and 
resources and enter into a relationship with each other to mutual benefit. 
This practice, as was noted earlier, prevails in the relationships of large, 
primarily town-forming companies with regional and local authorities; here 
social investments and other forms of participation by a company in the de-
velopment of a town or region are exchanged for the financial and especially 
“organizational” support of government authorities, as well as advantages in 
government purchases.50 This model is consistent with the concept of CSR as 
Coasean agreements between companies and stakeholders, with the important 
caveat that the latter are represented solely by bureaucrats. Participation in 
these agreements by only one category of stakeholders—government author-
ities—raises questions about the benefit to society of such arrangements (see 
above). The interests of officials and politicians by no means always match 
the public interest, especially when democratic accountability is lacking; as 
a result, arrangements between bureaucrats and business may not meet the 
needs of society.51 CSR, however, has a convenient and legitimate format for 
such “transactions,” reducing their costs. Traditional corruption in the form 
of bribes and kickbacks is not a necessary condition for implementing such 
mutually beneficial agreements, but there has been testimony that it also 
results from corporate social investments.52

* * *

The specific structural features of the Russian economy, the diversity and com-
plexity of the country’s socioeconomic problems, and the limited capabilities 
of government regulation and the public sector create a significant “demand” 
for CSR, which under favorable conditions may prove more efficient than the 
traditional instruments of government economic policy or fill in the niches 
where these instruments do not work for various reasons. A combination of a 
number of factors that give CSR relative advantages over economic regulation 
can explain the massive proliferation of this institution in Russia. In many 
cases, the socially responsible behavior of Russian companies unquestionably 
benefits society by mitigating market failures and providing more favorable 
business conditions.53

At the same time, the lack of protection of property rights and the weakness 
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of civil society reduce the efficacy of CSR. The unreliability of property rights 
makes business too vulnerable to outside pressure, and because of the lack of 
social capital the principal source of such pressure is the government. As a 
result, CSR ceases to be a private alternative to government regulation of the 
economy and becomes another tool of government influence on the private 
sector—this time an informal one that is assigned to an “institutional offshore 
account” without official rules and procedures.

Given this kind of inappropriate use as a surrogate instrument of economic 
policy, the institution of CSR loses a significant portion of its competitive 
advantages.54 Such surrogates reduce the effectiveness of reforms in the 
public sector by opening up circuitous ways to preserve the old practices.55 
For example, the informal and arbitrary taxation of companies in the form of 
social responsibility emasculates the basic idea of tax reform (to reduce the 
tax burden on business and make the burden more predictable), and the op-
portunity for arrangements between government authorities and companies is 
in obvious conflict with attempts to limit corruption by means of direct-effect 
laws, which preclude an ad hoc approach.

The massive appeal to business for assistance in government’s performance 
of its functions blocks fulfillment of the potential of the reforms already 
carried out and crushes incentives for further reform and modernization of 
public governance, the economy, and the social sector. This is graphically 
demonstrated by the economic crisis that began in 2008.

The main social task during the crisis is now to maintain employment 
and living standards at a time of significant recession and downturn in the 
revenue of the private and public sectors. The instruments of government 
economic policy that can be used to accomplish this task include: targeted 
supported of viable companies (on condition, if necessary, that they are 
restructured), measures to develop the labor and small-business markets, 
to provide advanced occupational training and increase the mobility of the 
population, improve social protection, and so forth. As an alternative, it is 
possible to assign to business as a “social responsibility the preservation of 
jobs in spite of the crisis, by offering financial support in exchange56 and 
deferring to the future the solution of structural problems and institutional 
reforms.

The second scenario has become very common in the system of anticrisis 
measures, continuing the entrenched tradition in Russia of incorporating CSR 
into the set of government economic instruments. It also reflects the practices 
and interpretation of CSR, which have changed during the crisis. The need for 
rigorous savings is forcing companies on a massive scale to abandon noncore 
projects, while social responsibility has begun to be viewed in public opinion 
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and government circles primarily as maintaining employment. The threat of 
a downturn in income, unemployment, and shutdowns of plants has led to 
the growth of civic activity. In contrast to the precrisis period, demands for 
social responsibility on the part of business are cropping up with increasing 
frequency today at the grassroots, while the government, in the interests of 
social and political stability, supports these demands. But the transformation 
of companies into de facto suppliers of social protection carries excessive 
costs and depletes corporate and government finances while preserving an 
inefficient economic and employment structure.

The foregoing analysis confirms that the choice between institutional al-
ternatives depends on the socio-economic, political, and general institutional 
context. Moreover, the institutions themselves sometimes undergo radical 
changes under the influence of this context, and as a result an expansion 
of the “institutional menu” by adding potentially beneficial institutions 
to it does not necessarily enhance social efficacy. In order to fully realize 
the potential of CSR, the preponderantly nongovernmental nature of that 
institution should be preserved, and it should not be viewed as an alterna-
tive to the development of markets, to modernization of the social sector, 
to improvement of fiscal policy and government regulation, and other key 
reforms.
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