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Abstract

The primary objective of this research study is to provide a framework which may help national, regional and multinational corporations performing business or investing activities in Egypt in order to improve measuring their corporate social responsibility and accountability, and to adequately report them to stakeholders and public agencies.  For so doing, the paper consists of four brief parts and a conclusion. Part I highlights the framework which consists of a general identification of the goals, objectives, tools, and, most importantly, problems of implementing corporate social responsibility and accountability and their impact on the investment environment.  Part II tests the applicability of the framework to companies operating in the business and investment sectors of the Egyptian economy. This test helps in determining whether the goals of corporate social responsibility fit into or have a bearing effect on the Egyptian economy. Part III identifies the various issues and factors which have direct and/or indirect impact on corporate performance reporting of companies operating in the country. Part IV deals with specific problems, obstacles, and bottlenecks which hinder companies operating in Egypt in achieving corporate global objectives of growth, competitiveness, better governance, and sustainable development.  Included in the conclusion, a model or a framework of corporate social responsibility for national, regional and multinational companies in Egypt is provided. 

1. Background

With markets to watch, competitors to match, financial reports to prepare, several governmental regulations to meet, and several product profitability strategies to consider, there’s often little time in busy workweek for corporate executive officers to think about how to report about their corporate social responsibility and accountability in Egypt.  At the international level, the fast growing requirement, for local and multinational companies, to report on their social and environmental practices pushes them to understand where value is created or added in conducting their business in Egypt.

In 1999, the Conference Board of Canada defined the CSR as "the overall relationship of the corporation with all of its stakeholders. ...Elements of corporate social responsibility include investment in community outreach, employee relations, creation and maintenance of employment, environmental responsibility, human rights and financial performance." (Jackson 2003)  In 2001, the European Commission describes CSR as 'essentially a concept whereby companies decide voluntarily to contribute to a better society and a cleaner environment' (Simms 2002).  In its 2000 annual review of the index, Dow Jones emphasized that investors are attracted to corporate sustainability because it creates long-term value for shareholders by embracing opportunities and managing risks associated with environmental variables (Jackson 2003). CSR may be considered as behavior by businesses over and above legal requirements, voluntarily adopted because businesses deem it to be in their long term interest.  Another definition describes the CSR as the obligations of the MNC to its stakeholders, including the owners, employees, customers, suppliers, the community, and the country in which it operates (Cruz 2004). This definition assumes that an MNC must balance its social goals with the equally important economic goal of increasing shareholders' value (Ibid.)   CSR is the obligation of decision makers to pursue actions which protect and improve the welfare of society as a whole, rather than only their own interest.   

However, the term social responsibility may mean different things to different people; however, the fiduciary duty to firm's owners is the foundation of capitalism and, therefore, should be the real concern of managers.  CSR is not about compassion, selflessness, public relation or window dressing, but enlightened self-interest. Businesses should create positive values to the society as they use CSR. Companies may complain the costs of implementing it, but the net benefit is long-term risk management and may lead to a more sustainable business (Simms 2002).  

The growing global requirement to report on their social and environmental practices forces companies to understand where value is created in the country or society.  CSR differs from traditional financial reporting in that companies are to integrate social and environmental concerns in their business operations and in their interaction with their stakeholders on a voluntary basis rather than to focus solely on maximizing their profits.  Corporate executive officers (CEO) of MNCs operating in Egypt should be responsible to the society for what they do, are accountable to the society for the results of their work and for the way in which such results are achieved. 

A review of the literature reveals that extended research has not been undertaken on the corporate social responsibility and accountability of multinational companies for their foreign operating businesses in the Middle East and especially in Egypt. The shake of American MNCs, the stock markets, CPA firms, the accounting profession, and the federal regulators from 1999-2003 with near-daily surprises in the form of earnings restatements of financial instability by firms that had been well known as fortune 500 companies makes this an important area of study today. In multinational companies, however; the CSR and accountability issues of their worldwide operations have been ignored.  Moreover, corporate executive officers (CEOs) of American MNCs have been taken solely the financial numbers into accounting in their reporting on financial results and their planning strategies. 

Most research efforts of accounting and management scholars have addressed the issue of CSR and accountability based on their social responsibility and accountability to their customers and business community only in the U.S. rather than for all their responsibilities for employees, investors, communities and customers of different countries around the world. Moreover, the accounting literature on corporate social responsibility and accountability has long been marked by disagreements between "left-wing" and "right-wing" perspectives (Mouck 1994).  However, a debate has been developing between "left-wing" opponents and so-called "middle-of-the-road" opponents (Gray et al. 1988; Mouck, 1994). A key factor in the debate is that there is no consistent and stable hypothetical perspective for a middle-of-the-road theory of corporate accountability (Mouck 1994).   Norris and O’Dwyer (2004) investigated the rapidly increasing literature on corporate social performance by exploring the internal motivators driving socially responsive decision making in an organization that publicly promotes its commitment to social responsibility. Their findings indicated the dominant influence of informal controls such as social and self-controls in instilling socially responsive decision making among the managers (Norris and O’Dwyer 2004).

Another review of the literature suggests that if we mix sustainable development, corporate social responsibility, stakeholder theory and accountability, and we will have the four pillars of corporate sustainability (Wilson 2003).  Moreover, the concept of corporate sustainability borrows elements from four more established concepts: 1) sustainable development, 2) corporate social responsibility, 3) stakeholder theory, and 4) corporate accountability theory (Ibid.).

A guilty plea by one auditor and the criminal conviction of his audit firm have resulted in statutory reform, new policies on financial reporting, and stricter regulatory requirements for audit firms. When all the reform dust settles, however, and the new statutes, regulations, and rules are implemented, auditors and those who educate them will still be left with the same question: why were auditors willing to allow the types of financial reports and reporting decisions that produced fundamentally unfair and inaccurate portraits of the companies they were auditing? The answer to this question requires exploration of ethics education in both business schools and schools of accountancy. While there are voids in that training, there are also seminal works that could be used to help future accountants and auditors understand the dilemmas they will face and how to resolve such dilemmas (Jennings 2004).

In summary, recently, there has been significant discussion in the practice, academic, and press about “corporate responsibility.”  This term is often used in concurrence with, and in some cases as a synonym for other terms such as “corporate social responsibility”; “corporate sustainability”; or “corporate social accountability.” However, what is corporate social responsibility (CSR), what is corporate social accountability, how does every one relate to these other terms, how can companies report their social responsibility, what difficulties do companies face in reporting their social responsibility, and why is it important for national and multinational companies operating in Egypt? This paper addresses these questions. Moreover; this paper analyses and clearly describes not just the framework of corporate social responsibility of multinational companies operating in Egypt but also the identification of various issues and factors that have direct and/or indirect impact on corporate performance reporting of companies operating in the country, to ensure that the international environment remains habitable for all human beings.  

2. Does your company’s compliance with CSR system make it more profitable?

A major objective of CSR, of companies investing in Egypt, is to play a major role in achieving corporate global objectives of growth, competitiveness, better governance, and sustainable development.   Today, globalization creates new challenges for MNCs such as how to develop global trading relation that support the corporate future goals, how to reduce unemployment, how to guarantee greater environmental protection, how much can a MNC be held responsible when its international customers voluntarily misuse products which, used properly, are beneficial? It may sound like a mysterious question, relevant only to a few problem industry companies. But it is at the heart, for instance, of the recent controversy over food companies, and many others crises that no-one saw coming until too late (Baker: Feb 2004) 

Awareness of CSR issues and concerns will help to promote more sustainable investments, more effective development cooperation and technology transfers. Both business and financial markets connection should be matched by appropriate progress towards an effective system of global governance including its social and environmental dimensions (EU 2002).  By following internationally accepted standards, MNCs can contribute to ensure that international trade markets function in a more sustainable way and it is therefore important that the promotion of CSR at international level takes as its basis international standards and agreed instruments (EU 2002).

CSR system in Egypt may include investment in community outreach, employee relations, creation and maintenance of employment, environmental responsibility, human rights and financial performance.  Ultimately, CEOs of companies operating in Egypt should feel that they are working for the society and that they are accountable to the society for the way in which their work is done.  They may not wish to account for what they do to the society; however, we should assess their work from the point of view of the extent to which it either serves or harms the society.  Those who wish to maximize profits regardless of the cost to the society are restrained by the fear of likely consequences and that host government reconsiders its policy following countrywide dissent.  If CEOs search for profits without concern about possible consequences to the society, they should think and look at some major problems and disasters which have already taken place as a result of their actions.  Moreover, the extent to which an MNC makes a profit is not a measure of its success since a profitable operation may result in considerable loss to the society. Companies should take into their consideration the social cost and gain to the society of any event or operation.  

However; national and multinational companies doing business in Egypt who focus solely on the numbers do not tell us anything about the underlying health of the business or its likely future performance, and there many companies are still managed predominantly by financial information.  In reality, it is the profit which is maximized regardless of the cost to the society.  At the international level, the fast growing requirement, for local and multinational companies, to report on their social and environmental practices forces them to understand where value is created in conducting their business in Egypt.

Implementing a socially and environmentally responsible approach to business in Egypt clearly makes good business sense. Yet what puts many companies off CSR is the very idea of 'responsibility'. On top of the sermons from the CSR industry, business leaders now have to challenge what they see as the government's attempts to offload responsibility for undertaking Egyptian's social problems on to their shoulders. “As Hilton says: 'Businesses create wealth and generate tax revenue: they don't have a social obligation on top of that.'” (Simms 2002).

Recently, many MNCs have realized that being socially responsible can be very profitable over the long-run. They have started to think of innovative ways to look for business solutions to social problems of the countries in which they are operating (Gupta 2003). Although plenty of customers are mainly concerned about product price and quality, a growing number of Egyptian consumers have started to care about who makes their shoes or soccer balls and which fast food giants operating in their country. In response to the demands from Egyptian consumers, employees, and shareholders, the idea of quantifying business responsibility is gaining acceptance (Ibid.)

In order to be successful, companies should make CSR practices as a business driven, part of a business strategy and culture.  To this end, this approach should be based on: (a) keeping the right balance between the social, environmental, and economic pillars; (b) making the innovation and creativity the leading forces of the development of any CSR initiative; (c) facilitating networking of companies on CSR issues through the financial support; and (d) gaining trust from customers or clients as the goodwill for your company (EU 2002).  However; unless the companies voluntarily embrace CSR they will either be forced to do so by legislation, or suffer long-term damage to their goodwill, investor confidence and share prices.  CSR has become a mainstream business issue, an important determinant of future success in the global market (Simms 2002).
Corporate sustainability is a new and evolving corporate management paradigm. Although the concept acknowledges the need for profitability, it differs from the traditional growth and profit-maximization model in that it places a much greater emphasis on environmental, social, and economic performance, and the public reporting on this performance (Wilson 2003).

Corporate sustainability borrows elements from four other concepts. Sustainable development sets out the performance areas that companies should focus on, and also contributes the vision and societal goals that the corporation should work toward, namely environmental protection, social justice and equity, and economic development. Corporate social responsibility contributes ethical arguments and stakeholder theory provides business arguments as to why corporations should work towards these goals. Corporate accountability provides the rationale as to why companies should report to society on their performance in these areas (Wilson 2003).

Not all companies currently adhere to the principles of corporate sustainability, and it is unlikely that all will, at least not voluntarily. However, a significant number of companies have made public commitments to environmental protection, social justice and equity, and economic development. Their number continues to grow. This trend will be reinforced if shareholders and other stakeholders support and reward companies that conduct their operations in the spirit of sustainability. According to a survey from Pricewaterhouse-Coopers earlier this year, 70% of global chief executives believe CSR is vital to their companies' profitability, while KPMG's International Survey of Corporate Sustainability Reporting 2002 found that 45% of the world's largest 250 companies now produce environmental and social reports, up from 35% in 1999 (Simms 2002).


In May, the Co-operative Bank announced that its ethical and ecological positioning contributed more than GBP20m - 20% - to its pre-tax profit of GBP107.5m in 2001. The bank revealed the figure in its Partnership Report, an independently audited 'warts and all' ethical and ecological health check that details how it is meeting the priorities of its seven stakeholder groups (Simms 2002).

Business leaders across Europe, the UK and the US believe CSR will become increasingly important, according to Hill & Knowlton's Corporate Reputation Watch, an international sentiment barometer survey. The survey found that 88% of British businesses believe social responsibility will be more important in the future, particularly to build sales and recruit and retain employees. Nearly two thirds of British boards now monitor CSR initiatives and 60% see CSR as a board level function (Simms 2002).

Significant benefits from adopting CSR strategies, ranging from greater employee attraction, motivation and retention, through more efficient business processes and reduced operational risks, to enhanced brand image and higher sales. BT, for example, attributes a third of its image, reputation and trust to its CSR activities and calculates the cost of abandoning them would be a 10% drop in customer satisfaction with a consequent loss of business and profitability. (Simms 2002).    But for most companies CSR is an act of faith. BSkyB, for example, is a conscientious practitioner of CSR: 'CSR is about how we do business,' says chief executive Tony Ball. But, says head of corporate affairs Ben Stimson, 'I see no immediate short-term impact on the bottom line.' And B&Q, a long- term practitioner of CSR, claims 'financial benefits were never a primary driver' (Simms 2002).
3. Is the CSR system relevant for MNCs operating in Egypt? Understanding the economic and accounting implications of CSR systems

Responsibility involves accountability, that if a CEO is responsible he/she is also accountable for the consequences of his/her actions and decisions.  The important question is ‘how CEOs in responsible positions can be made accountable not only to their employers but also to the society?’  From a different perspective, accountability may be the legal or ethical responsibility to account for the outcome of the actions for which one is held responsible. Accountability may differ from responsibility in that the latter refers to one's duty to act in a certain way, whereas accountability refers to one's duty to explain and/or report on his or her actions (Wilson 2003).  In the end, it should be appreciated that CEOs work for the society and that they will be rewarded accordingly. That they will be paid for in accordance with the work they do, that they will be rewarded or penalized to the extent to which they serve the country.   

In the 1980s, the apparently continuous success of the stock market meant that relatively some MNCs were interested in looking at or understanding their own social responsibility and accountability.  The justifiable reason was that the main social duty of a company was to make money for the investors. Unfortunately, that attitude continue until now. For example BP Amoco, notwithstanding being active in the development of social and environmental reporting, it maintained the same fundamental old view of its social responsibility (Henriques 2000).   

However, in the 1990s, led by a group of ethically-oriented companies, a new, very much different systematic approach to social accountability and auditing has emerged. This approach was developed first by Traidcraft, a fair trading company, together with the New Economics Foundation (Ibid.)  The new approach was soon taken up by a wide ranging group of companies and consultants who together formed the Institute of Social and Ethical Accountability to gain further consensus as to how the social auditing should be practiced. One fruit of that co-operation is the new standard, AA1000, which was launched at the end of 1999 and covers aspects of the process of social auditing (Ibid.) 

In the global business world, there are many different accountability relationships, but the relevant one in the context of this paper is the relationship between corporate management and shareholders. This relationship is based on the global trustworthiness (stewardship or accountability) model, which in turn is based on agency relationship, wherein management of an MNC is the 'agent' and the worldwide shareholders the 'principal'. This relationship can be viewed as a contract in which the principal entrusts the agent with capital and the agent is responsible for using that capital in the principal's best interest. The agent is also held accountable by the principal for how that capital is used in the society or the country and the return on the investment in the country (Wilson 2003).  

However, corporate accountability should not be limited to the traditional stewardship or trustworthiness model, nor only to the relationship between management and shareholders. MNCs enter into contracts with other stakeholder groups as a matter of everyday global business, and these contractual relationships can serve as the basis for global accountability relationships. For example, contractors that receive environmental permits from governments to operate facilities are usually held accountable by the governments for whether the terms of the approval are being met. Under the social contract assumption, it may be argued that MNCs are given a permission to operate by society in exchange for good act, and as such the MNCs should be accountable to society or the country for the outcome or consequences of their performance.

Recently, in the U.S. and in Canada corporate accountability has become headline news due to business scandals. As a result, corporate social accountability has been affected not only for corporations, but for the reporting bodies and initiatives that seek a corporate constituency with integrity such as the Security and Exchange Commission, the American Institute of Certified Public Accountants, and the Financial Accounting Standard Board. Events such as the collapse of Enron, trends such as the globalization of the economy and of information technology are reshaping how we see and evaluate the role of corporations in the country. Most of these scandals have resulted in sharp declines in its corporate share prices.  Governmental and private organizations such as stock exchanges, securities commissions, and the accounting profession have determined on rebuilding investors’ trust in the stock market analysis and financial reporting systems (Jackson 2003). The conventional view is that as long as they CEOs obey the local business laws of the nation, those who manage the MNCs are accountable only to those with capital invested in it - the shareholders. Business corporate law protects against management abuse of shareholder interests by first giving legal priority to those interests and then defining their content on the basis of profit maximization (Ibid.).

To improve the moral behavior and to prevent these types of ethical collapses of CEOs and business professionals, accounting firms and businesses are reviewing their rules of conduct, processes, and procedures to implement meaningful changes. Research documenting previous curriculum content and current changes of business schools and accounting programs could serve as a foundation for future examination of the effectiveness of such changes in developing a sense of moral values in future accountants and global business leaders (Jennings 2004).

Testing the applicability of the CSR to companies operating in Egypt

In the implementation stage of CSR in Egypt, it should include: innovation; transparency, and practical implementation of objective tools through more understanding by national and MNCs in Egypt of the relationship between CSR and sustainable development by facilitating the exchange of experience and good practices and bringing together existing CSR instruments and initiatives.  For the CSR to be a transparent system, it should include (EU 2003):  

a. Opening dialogue with decision-makers at all levels of Egyptian government, business and local government levels, customers and community levels.

b. Establishing ways of whistle-blowing and being able to inform the global and local community of decisions and all matters which are taking place and which are against the public interest.  

c. Taking into consideration all social costs of MNC or Egyptian government proposals when making decisions and before decisions are implemented.

d. Holding accountable those in responsible positions, such as CEOs and officials of the home and Egyptian governments.

Today, there is a worldwide struggle for social accountability, for achieving aims such as those stated above.  Many people worldwide are now struggling to achieve them. The struggle is still going on and needed even more today as war events occur more and more frequently, as they increase in size and effect.  What is happening and its causes are now clear, and so is what needs to be done about them.   Consider the example of Hewlett-Packard company which has launched a major global initiative to bring social and economic opportunities of the digital age to very low income people in Africa, Asia, Central and Eastern Europe, Latin America and the Middle East. HP's initiative does not only bridge the digital-divide, it also penetrate new markets for future global growth. Every socially responsible CEO looks for win-win business solutions for social problems while working toward sustainable developments of his company (Gupta 2003). 

Even though many customers in Egypt are mainly concerned about product price and quality, a growing number of consumers have started to care about who makes their clothes, shoes or basket balls, and what are fast food giants doing with their paper waste. A study by Environics International found that half the people surveyed in twenty three countries focus on the social behavior of MNCs, while only one in five consumers have punished or rewarded a company based on its social practices (Ibid).  Shareholders want to line up corporate goals with the goals of the country as a whole; after all, managers are hired to run the companies to build or add shareholder values for the long-term. Many MNCs have started to focus on Social Return on Investment and Social Residual Income in their feasibility studies. Although the marketplace in industrialized countries has recently imposed heavy penalties for poor ethics and socially irresponsible behavior, it is not always easy to come up with evidence that doing good business makes economic sense. However, there are not many empirical evidence of connecting corporate social performance and financial performance (Ibid.).

Recognizing this trend, the Egyptian government issued Law No. 4 of 1994 to deal with environmental issues in Egypt. This law provides for the creation of an agency for the protection and promotion of the environment, the Egyptian Environment Affairs Agency (EEAA). The EEAA formulates general policy and prepares the necessary plans for the protection and promotion of the environment. It also follows up on the implementation of such plans.  The law provides for a mandatory environmental review, to be undertaken by the competent administrative authority according to EEAA's instructions, as part of the approval process for all proposed projects. 

The law forbids: (a) the handling of hazardous substances and wastes or the construction of any establishment for treating such substances without a license from the competent administrative authority; (b) importing hazardous waste or to allow its entrance into or passage through Egyptian territories. All industrial companies are required to ensure that while practicing their activities in Egypt, no leaked or emitted air pollutants (caused by the burning of fuel, etc.) shall exceed the maximum permissible levels. It is also prohibited to incinerate, to dispose of or to treat garbage and solid wastes, as well as to spray pesticides or any other chemical compound, unless it is done according to the conditions and safety measures specified in the Executive Regulations of the law.  The law further provides for a system of incentives to be offered to those who implement environmental protection activities or projects and sets penalties for those who are in violation of its provisions.  The Egyptian government has developed a five-year environmental action plan (1997-2002) for dealing with the country's solid waste, air and water pollution problems. The plan's priorities include: preparing feasibility studies for planned development projects, urging companies to work toward ISO 14000 environmental standards certification and urging the use of scientific management techniques and waste recycling to preserve natural resources.  Such measures deal with corporate environmental responsibility; but they don’t address the issues of social responsibility and accountability of companies operating in Egypt.

In Egypt, for any MNC, the main mission is to create or add value through producing goods and performing services that society demands, thereby generating profit for its owners and shareholders as well as welfare for society, particularly through leading to an increase in the values and in the future of Egyptian business activity. We need to build the case in Egypt for CSR on sound economic and social arguments and not just moral pressure.  Notwithstanding the wide spectrum of approaches to CSR, there is large agreement on the fact that CSR is behavior by business over and above Egyptian legal requirements, voluntarily adopted because companies deem it to be in their long term best interest. Moreover, CSR is intrinsically linked to the concept of sustainable development and MNCs need to integrate the Egyptian economic social and environmental impact in their operation.  In practice, CEOs in Egypt are required by the Egyptian law to act first and foremost in the best interests of the owners so that it is profit which is maximized.  At this end of the scale, profit is maximized regardless of the cost to others, including the community. CSR in Egypt should include: financial, competitiveness, consumer dimension, social cohesion, environmental variables, and the international dimension.  

With the exception of compliance, social and environmental reporting is a good self-control and including a public statement of progress and performance targets in companies’ annual reports may create internal drivers for these changes to occur and that leads to continuous improvement. (Simms 2002).   Moreover, despite the lack of empirical evidence that reporting CSR can improve the bottom line of the company, doing and reporting on CSR is an extremely important element of the risk management process (Ibid).  Consider the example in Nike and Shell that used to ignore consumer pressure for social and environmental accountability and suffered of several negative consequences, are now persuading into the latest of CSR.   Another example is Coca- Cola's decision to treat share options as expenses and deduct them from profits - the first significant defection from the mass of US and UK companies that prefer to record the costs as a part of the footnotes (Simms 2002).  Definitely, sustainable businesses are far more beneficial to shareholders than those driven purely by profits and share prices.

This important call for a systematic CSR system in Egypt must be heard not only by corporations, but by the reporting bodies and initiatives that seek a corporate constituency with integrity. Success in implementing the right CSR model in Egypt by a MNC depends on whether the CEO are willing to adopt a socially and environmentally responsible approach or their responsibility just limited to their own customers.  By looking at the situation from a global rather than a purely local or domestic perspective, CEO can turn the CSR around to their company's advantage and attain not the targeted profit or gain merely to the owners or investors, but the gain to the society or the country with the lowest social costs and it should lead MNCs to improving its total performance.  However, in the absence of empirical evidence that CSR directly benefits the bottom line, many CEOs remain unconvinced. In this case, several issues should be considered: (a) the objectives of CSR can play a fundamental role in achieving wide global objectives of growth, competitiveness, better governance, and sustainable development.  And (b) the development of common guidelines and criteria of CSR with the agreement between all corporate constituencies and government.

In effect, the Egyptian society has been tilting increasingly out of balance in favor of markets at the expense of other social institutions. We need both, but are finding ourselves increasingly dominated by one because today, businesses govern our lives by determining what we eat, what we watch, what we wear, where we work, and what we do. We are inescapably surrounded by their culture and ideology.    Therefore, any business in Egypt must also have social goals. This is in contrast to the existing belief that the primary goal of business is to increase shareholders' value based on the assumption that the whole society benefits every time a corporation adds value to its shareholders.  This model assumes that a corporation must balance its social goals with the equally important goal of increasing shareholders' value.(Cruz 2004) 
Apart from politicians and religious leaders, global management leaders and practitioners must change their own personal values in order to ensure that global business fulfills its obligations as a social institution working for the common good of the local people of Egypt.  As these developments show, it is expected that long-term competitive success depends on being trusted to meet society's expectations. To be successful, in Egypt, CSR should be based on the following: (a) Its guidelines must be developed from within the organization and be adapted to its specific business characteristics and circumstances; (b) CSR should include the tools for CSR measurement and reporting, including: social accountability, codes of ethical and professional conduct, and social global partners agreements; and (c) CSR should be inexpensively linked to economic considerations, social considerations, and environmental considerations.

4. Difficulties Facing MNCs in implementing the CSR in Egypt

In response to the demands from professional organizations, regulators, consumers, employees, and shareholders, the idea of quantifying business responsibility is gaining ground. The pressure is increasing on MNCs to show that what they deliver the needed products and services to society at no extra costs than what they pay for. Businesses that do not consider the societal impact of their actions, in the long run, will be penalized by consumers, employees, and shareholders (Gupta 2003).   Social accounting may assist the society in liberating and empowering the wider society through extending the accountability and transparency of MNCs (Gray, 2000, 2001 and Gray et al., 1996, 1997). Within a broad stakeholder accountability framework, engagement encompasses an attempt to change or reform existing business (accounting) practices, especially those which conflict with the interests of the wider society and overly privilege market forces (O’Dwyer 2003).   Underpinning these motives is an implicit conception of corporate social responsibility (CSR) that focuses on an organization's duty or obligation to act in a socially responsible manner largely irrespective of narrow economic considerations (O’Dwyer 2003). 

In practice, there is a substantial debate over the regulation of corporate social accountability. Should social and environmental disclosure be voluntary or enforced? A growing consensus complains about the quality and reliability of voluntary disclosure (Gray et al., 1995; Owen, 1994). While this debate proceeds, however, a host of international standards for social accounting came forward over the past decade, including AA1000, ACCA (Association of Chartered Certified Accountants), and SA 8000 restricting the promise of something more than voluntary corporate disclosures (Laufer 2003).

The problems, mistakes, and consequences of social responsibility and accountability affect not just one country like Egypt but many other countries; however, the risks are greater under authoritarian government.  Moreover, it is not just the MNC who is being taken to court for marketing the product in the first place, but also the government and government agencies for failing to protect the people from such abuse or misconduct.  It is those concerned with making the relevant decisions and those concerned with testing, marketing and application who are being taken to court. Overall, there is a continuous struggle to wrest power and control over resources and people from the controlling mind.   Finally, the question of how much are MNCs responsible for the actions of governments in Egypt or other countries where they do business? Often it becomes visible to the degree of involvement required.  In Egypt, MNCs may argue with some justice that their presence helps to improve the economic situation. In other cases, the revenues they generate and the jobs they create can be clearly seen to go towards unfortunate ends (Baker: April 2004).  The best known example of the cosmetic approach of CSR is Enron. The fallen energy group won six environmental awards in 2000, was voted the best company to work for three years in a row, and boasted its achievements in a report on its economic, environmental and social performance (Simms 2002). Its code of ethics ran to 65 pages and the chief executive himself chaired the corporate responsibility taskforce. As Andrew Wilson, director for the Centre for Business and Society at Ashridge Management College, puts it, Enron was using CSR as 'a kind of cheap insurance policy to uphold its good name' (Ibid).  

Global Witness suggests that in each of the known cases, business at least conspires with some knowledge of the corruption as part of the price of continuing to do business in these countries. However, it is very clear that the arrangement is not one that the MNCs are likely to be satisfied with. The misappropriation of legitimate revenues paid to governments may or may not morally outrage CEOs that see it take place – but the resulting poverty and instability that badly affects the countries increases costs and makes business an overall riskier outlook. Each of these countries scores badly for exposure to corruption, bureaucracy, counterfeiting and theft, organized crime, and unfair competition. MNCs that open themselves to charges of complicity with corrupt leaders can suffer the consequences when the dictators are got rid of (Baker: April 2004).    As reported by the World Bank Institute (WBI), more than $1 trillion is paid in bribes across the world each year – a figure which puts the percentage of money changing hands as bribes at one thirtieth of all the total money spent. Countries that actively undertake corruption and improve political governance can increase their national incomes by as much as 400 percent (Ibid). 

Several professional groups attempt to push corporation to quantify their social responsibilities and to provide more than annual financial reports. Results from KPMG’s International Survey of Corporate Sustainability Reporting (2002) reveal a significant increase over a three year period in the number of sustainability, environmental, and social reports from the Global Fortune 250 (Laufer 2003). Notably, this increase does not include health, safety, and economic reports. Reporting varied by sector with higher reporting rates in industries that have the most significant environmental impact, e.g., mining, forestry, chemicals, and pharmaceuticals. The United States, Japan, Germany, the United Kingdom, and France led reporting rates (Ibid).

The Global Reporting Initiative (GRI) issued an impressive list of social performance indicators separated into three different categories: economic, environmental, and social.  It mission is to elevate sustainability reporting practices worldwide to a level equivalent to financial reporting; design, disseminate, and promote standardized reporting practices, core measurements, and customized, sector-specific measurements; and to ensure a permanent and effective institutional host to support such reporting practices worldwide (Global Reporting Initiative, 2002) .

Problems and Obstacles of implementing the CSR 

The aims of implementing the CSR may be achieved through exploring the appropriateness of establishing common guiding principles for CSR practices and instruments, taking into account existing EU initiatives and internationally agreed instruments such as OECD Guidelines for MNCs and Council of Europe Social Charter (EU 2003.)   However, there are several problems to a further awareness, dissemination and adoption of CSR practices among MNCs, they include: (a) MNCs have insufficient knowledge about the relationship between CSR and total business performance; (b) there is no consensus between MNCs on an adequate concept taking account of the global dimension of CSR; and (c) insufficient transparency, which stems from the lack of generally accepted instruments to design, manage and communicate CSR policies (EC 2002).    Moreover, three potential problems with MNCs that try to implement the CSR model: (1) many MNCs don't clearly understand what CSR is; (2) many CSR activities are largely defensive; and (3) many of the reports themselves are not independently audited and are merely public relation puff (Simms 2002). 

What should be done to avoid the problems mentioned above?  The answer to the failings of national governments is to place legal obligations instead onto MNCs, however it seems an unsatisfactory indirect route to address corrupted leaders. And if the rules on MNCs are not globally enforced, then it simply provides a legal straightjacket on companies from developed countries where they will lose out to MNCs that have no mechanization. Such MNCs will also not respect countries.  Definitely, we want public policy to promote the benefits of good practice in such areas rather than make it unable to compete (Baker: April 2004).  

5. How can MNCs report their CSR?

CEOs are responsible to the country for what they do, are accountable to the country for the results of their work and for the way in which such results are achieved.   So we now need to know how to assess their work from the point of view of the extent to which their work either serves or harms the country.  What matters is the benefit of the service to the country.  On the other hand, all social costs of MNCs, host, or home governments should be taken into account when making decisions and certainly before implementing them. The measure or indicator of success is not how much profit or gain accumulating in the pockets of the owners or investors, but the gain or benefit to the country.  The profit any MNC makes is the gain which adds value to the country and the social cost of any operation has to be taken into account.  These issues provide the framework of a continuous improvement process of CSR.  Just now is a good time to start paying special attention to the developing expectations of CSR and accountability and the impacts on continued organizational success.

The corporate objectives of profit-maximization have been responsible for shaping domestic and international policy strategies, the outcomes of which have had serious negative consequences for human rights, working conditions, and the environment (Jackson 2003).   Truly royalty to those who put profit above other considerations is harming the country beyond doubt.  The reality is that, currently, majority of American MNCs record most of their social costs as normal business expenses and they have never been separated or grouped under any other category.  Moreover, very few published reports by MNCs are audited. It has been argued by the European Commission that verification by independent third parties of the information published in social responsibility reports is needed to avoid criticism that the reports are public relations ideas without substance. The involvement of stakeholders, including trade-unions, could improve the quality of verification (Commission of the European Communities 2001: 18).
For all of the above reasons, there is an urgent need now for reporting transparency, inclusiveness, completeness, relevance, and auditability of CSR. Indeed, independent assurance of corporate reports is repeatedly encouraged in the 2002 GRI Guidelines. Unfortunately, however, they fail to require external audits and simply reports that the way in which the GRI may play a "constructive role" in ensuring the validity of sustainability reports is still being considered (Laufer 2003).

MNCs should track and report their CSR using the following three main measures of performance: economic; environmental; and social measures. Economic performance measures include levels of oil production for oil companies, net earnings and cash flow, as well as number of employees and taxes paid (Jackson 2003).  Now, Global Witness have produced a report that illustrates how revenues from oil, gas and mining – funds that should ideally be funding sustainable economic development – have been misappropriated in Kazakhstan, Congo Brazzaville, Angola, Equatorial Guinea and Nauru (Baker: 2004).  In such countries, there is often no disclosure of any official information about the quantity or use of revenues from natural resources. The companies are also less than transparent about what payments have been made to the middlemen of the governments’ officials. Such a veil of invisibility over significant amounts of money is an open invitation for bribery and official corruption (Ibid.)

Environmental measures include air emissions, energy consumption, water use and waste management.    [image: image1.wmf]
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In the future, annual environmental and social reports are expected to be as common a feature as financial reports. Environmental reporting is already commonplace in the UK in many industries. A survey found that during 1998 more than 90% of the FTSE 350 utilities and resources companies produced a stand-alone environmental report. In contrast, social accounting, auditing, and reporting is very much in its infancy. The issue of required ethical and environmental disclosure is currently part of the ongoing debate on the turmoil report and corporate governance (Monaghan 1999).  For example, Camelot has recognized the environment as a stakeholder on its social responsibility list. Although there was no section on environmental performance in the recent report, a commitment has been given to include the environment in future reports. But how does an environmental section fit into a social report? The simple answer is that environmental issues are significant to stakeholders - that is, they care about them. Therefore they are social issues, despite the actual content of their concerns (Henriques 2000).

Social performance should include such areas as health and safety, employee relations, workforce, social accountability, codes of ethical and professional conduct, social global partners agreements, equal opportunity and diversity and community relations.  For the purposes of social performance, an organization may be said to interact with 'society' in the form of stakeholders. A stakeholder is any individual or group that either affects or is affected by the activities of the organization. This definition is deliberately drawn very widely, so that each organization can determine all those appropriate stakeholders that matter. A typical list may include: employees, local community, staff, shareholders and suppliers. However the actual list will be different for every organization. For Camelot, for example, the list of stakeholders included: (1) the public, (2) retailers, (3) employees, (4) local community, (5) shareholders, (6) pressure groups, and (7) the environment (Henriques 2000). 

According to KPMG’s 200 survey, assuring the accuracy of corporate reports, as the 2002 GRI Guidelines suggest, is still a challenge. It is only 29% of the GFT250 had their report independently verified - a modest increase over 1999. Most verified reports, approximately two-thirds, are reviewed by major accountancy firms. Even so, the scope and approach taken by auditors differed widely. The 2000 survey concluded that inconsistency in the approach to verification has adversely impacted the overall credibility of verification with stakeholders (Laufer 2003).

The growing conventional wisdom is that companies must produce verified accountability reports - verified reports by auditors specializing in social accounting and auditing. Some claim, however, that this does not go far enough to protect the independence of social auditors from management influence. O'Dwyer (2001) poses a critical question, yet to be answered: "Can we expect anything different if financial accountants move into the realm of social auditing, particularly as social accounting consulting services are being promoted along side social audit services as part of packages aimed at reputation assurance and risk management?" (Laufer 2003).

KPMG and PricewaterhouseCoopers in their Verifier's Report for the Shell Report, People, Planet and Profits (2001), state: 'We have been asked to verify selected data, graphs and statements of the Royal Dutch/Shell Group of Companies reported in this year's Shell Report' (emphasis added). Their report does not provide an overall view of the completeness or balance of the information in the Shell Report or its materiality to the interests and concerns of Shell's stakeholders. Shell does make a statement about the environmental impact of their principal products (Adams 2004).

What is a social audit? The term has a long history, being first suggested in the 1930s in the UK. Since then it has undergone several transformations. In the 1970s, a social audit was something which was done to an organization by generally critical non governmental organizations [NGOs] or individuals. This tradition persists to this day. While 
Rio Tinto
 [a multinational mining company] published its own account of its social and environmental performance over the last few years, so has a group of very disaffected NGOs. As you might expect, the account of the NGOs is rather more critical of 
Rio TInto
 than is its own account! (Henriques 2000).

`Social auditing' is everywhere. An increasing number of companies - as well as public and voluntary sector organizations - are trying to assess their social performance systematically. Multinationals such as Shell, BP and 
General Motors
 are among them. How are they doing it? Are they doing it well? How is it possible to assess the quality of what they have done? (Henriques 2000).

There are parallels between the financial and the social performance which can be helpful in understanding the principles involved in doing business in Egypt; therefore, it is helpful to use the term ‘social accounting, reporting and auditing’, rather than ‘social auditing’. To account systematically for an organization's social performance, requires that social interactions are accounted for, reported upon, and finally that the report should be audited. All this is fairly directly similar to the financial performance approach (Henriques 2000). 

According to a survey from Pricewaterhouse-Coopers, 70% of global chief executives believe CSR is vital to their companies' profitability, while KPMG's International Survey of Corporate Sustainability Reporting 2002 found that 45% of the world's largest 250 companies now produce environmental and social reports, up from 35% in 1999 (Simms 2002). Also Independent Investment Research firm has released the latest of its sector-based assessments of how companies of the oil and gas industry perform on CSR. Royal Dutch/Shell. BP, Norsk Hydro, and Suncore are among 33 companies that received the highest ranking as released in the report.  Companies that received the highest ranking include Norsk Hydro, BP, Suncor, and Royal Dutch/Shell. Companies that received the lowest rankings include Yukos, PetroChina, Marathon, and Surgutneftegas.  The report discussed escalating climate change risk, access to resources, corporate governance scandals and the shift towards new, lower impact products.  The rating is based on more than 60 different aspects of environmental risk, opportunity, and management, including positions on climate change, renewable energy, fuel cells, natural gas, emissions, and social management in international operations (www.innovestgroup.com)
However, one of the biggest ever foreign corruption case in U.S. legal history was in Kazakhstan. The case has revealed corruption involving the diversion of oil money by key government officials who asked for unusual fees of Chevron and ExxonMobil to go to a middleman (Baker 2004).  Allegedly, this corruption resulted in nearly $80M being passed back to the president of the country via a complex chain of international bank accounts (Ibid).  Another example was in Angola, when Global Witness alleges that over $1B per year of the country's oil revenues has gone unaccounted for since 1996 (Ibid).

There are many examples of significant devastating and horrifying consequences of the irresponsible application of science, greedy business strategies, and technology. These happened recently and more are taking place daily all over the world.  They are the unresolved social and economic problems of now and tomorrow.    What we need to do is to assess what is likely to happen, to assess what the future holds on the basis of what we have seen so far.  But what we have done is to look at a considerable number of worldwide incidents and events and we saw what is causing them.  To look at forward global trends we need to look at what is occurring in particular areas of the Gulf states such as the effect of war in Iraq and Afghanistan on the security and hatred of American citizens working, living, or traveling overseas, not just from the point of view of what is happening to us but from the point of future generations.

In general, if it is fully implemented, CSR will be integrated with all ongoing corporate practices, starting with planning and ending with reporting with full professional disclosure, from the board of directors to the most junior supervisor. The triple bottom line of economic, environmental and social development should be linked to internal management tools such as the balanced scorecard and performance goals for individuals. Corporate values should also be realigned, as are supporting processes as varied as human resources and accounting (Jackson 2003).

Outlook for the Future

We conclude from our analysis that (1) the successful implementation of the right model of CSR should lead companies to improving its total performance, (2) CSR practices of companies doing business in Egypt should be business driven, part of a business strategy and culture, (3) the policies and guidelines of CSR must be developed from within the organization and be adapted to its specific goals, characteristics, and circumstances, and (4) most importantly, local and MNCs operating in Egypt must balance its social goals with the equally important goal of increasing shareholders’ value.   Finally, reporting on CSR and accountability, if it is done in the appropriate way, should be audited.  
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