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CSR and ethics in MSMEs in India

Vasanthi Srinivasan

ABSTRACT. The extant literature on CSR and ethics suggests
that there is a need for a greater understanding about SMEs.
The role of SMEs in the economic growth and development
of emerging countries like India is significant. Given the
geographical diversity of India and its high reliance on
agriculture, MSMEs (medium, small and micro enterprises) are
the lifeline of economic development and growth in future.
However, the current state of knowledge and practice in the
field of CSR and ethics in SMEs in the Indian context is limited.
This paper attempts to outline the state of the SME sector in
India, Ethics and CSR practices in MSMEs, and identify the
knowledge gaps in the field of CSR and ethics in SMEs in India.
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Introduction

The contribution of the small and medium enterprises
(SMEs) to the economic growth of a nation is well
recognised. In developing countries, as some authors
argue (Leutkenhorst, 2004), the contribution of SMEs
towards employment generation is high because they
tend to use more labour intensive production processes
than large enterprises, boosting employment and leading
to more equitable income distribution. In countries,
where the disparity levels in income are quite stark and the
industrial growth has not been widespread and uniform,
the role of the MSMEs in creating employment is quite
significant. They also provide livelihood opportunities
through simple, value-adding processing activities in
agriculture based economies, nurture entrepreneurship
and support the building up of systemic productive
capacities and the creation of resilient economic systems,
through linkages with the large enterprises.

While their significant economic contribution is
well understood, their responsible business practices
have not been extensively studied for any meaningful
interpretation to be drawn. While individually each
of these SMEs may not have a significant influence
like the large corporations, their cumulative social
and environmental impacts could be significant. This
is already being witnessed in the textile belts and the
chemical belts in India. There is an urgent need therefore
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to understand the responsible business practices adopted
by the SMEs. The importance of CSR among large
companies in developing countries is itself of recent
origin, no more than a few decades. Therefore, the
study of CSR and ethics in SMEs in developing countries
assumes greater significance given the rapid economic
growth.

Responsible business practices can be conceptualised
as consisting of two dimensions — the ethical behaviours
of the corporation and the corporate social responsibility
(CSR) practices that it adopts. This conceptualisation at
an SME level translates to the role of the owners and
their ethical orientations and the CSR activities of
the enterprises that they own and manage. The CSR
and ethics discourse till recently has been dominated
by large corporations and CSR in SMEs has received
relatively little attention compared to the CSR in
large corporations (Moore & Spence, 2006; Spence &
Rutherford, 2003).

There is a growing consensus that SMEs demonstrate
distinctive characteristics, which make them different
from large organisations and, therefore, the content,
nature and extent of their participation in CSR and
ethics is likely to be different (Jenkins, 2006; Tilley,
2000). Some of the characteristics such as smaller size
and fewer resources when considered individually
(Beekman & Robinson, 2004), managerial systems
where ownership-management separation rarely occurs
(Richbell et al., 2006); and, management training
that does not always meet the company’s real needs
(Emiliani, 2000; Park & Krishnan, 2001) are unique
to SME’s. In most SMEs, the distinction between the
roles of management and ownership is weak, with
multitask positions within the organisation being quite
common. These enterprises are mainly oriented towards
solving day-to-day problems; informal relations and
communication predominate here; interpersonal
relationships are very important; there is a high degree
of interrelation with their environment or communities
in which they often act as benefactors or local activists;
and finally, they are subject to the market dynamics
determined by large enterprises, which in many cases
they supply to (Spence, 1999; Spence & Lozano, 2000;
Enderle, 2004). With this heterogeneity, it is expected
that the impact on CSR and ethics is likely to be varied.
The ethical orientations of owners and their motivation
for CSR practices in different contexts has received
attention (Vyakarnam et. al, 1997; Spence & Lozano,
2000; Murillo & Lozano, 2006) and all these studies
also reflect a wide range of perspectives. The need to
conclusively demonstrate the differences in CSR in
SMEs in differing sizes still exists and since differences
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exist in the adoption of tools and methods across the
SMEs (Russo, 2009), it reinforces the need for further
research in this area. This paper attempts to understand
the state of the field of SMEs in India.

SME:s in India

The term SME is of relatively recent origin in the Indian
context. SMEs were referred to as small scale industry
or SSI. The SSI was officially created in the 1950s.
Since 1954, the Government of India has consciously
nurtured, promoted and developed SSIs through specific
policies as a part of the overall industrial development
strategy (Prasad, 2008). Over the last decade, a number
of these enterprises needed to compete in global markets
as part of supply chains.

The contribution of SMEs to the economic development
of India is significant. Their contribution in the total
corporate sector is as follows: 40% of the total volume
of production, 80% of employment, 60% of the exports
and 92% in terms of enterprises. The SMEs contribute
7% of India’s GDP. As per the Third All India Census of
Small Scale Industries conducted in 2004, the SMEs have
increased from about 80,000 units in the 1940s to about
10.52 million units. In the sports goods and garments
sector their contribution to exports is as high as 90%
to 100%. They constitute 90% of the industrial units in
the country and also contribute to about 35% of India’s
exports. (Pandey, 2007) In recent years, beyond the
economic growth, there is a greater urgency for ‘inclusive
growth’ in which SMEs are expected to play a critical
role. The geographical and socio-cultural diversity of
India with 28 states and 16 national languages, coupled
with significant disparities in income, and co-existence
of poverty and high affluence make the SME sector more
critical for India. Out of the 10.52 million units, 55%
are located in rural India (Third All India Census of SSI,
2002). Registration of SMEs has not been compulsory in
the Indian context. The sector employs about 25 million
persons. About 10% of this sector consists of women-
owned enterprises. About 47% of the total SMEs were
located in five states, with the remaining 53% being
contributed to by 23 states. The role of SMEs in the
context of balanced regional development and equitable
distribution of income becomes relevant. The sector also
contributes to about 7% of the GDP.

Though there were a variety of enterprises operating in
India, no single definition of micro and small enterprises
was available until the enactment of the Micro, Small and
Medium Enterprises Development Act (MSMED) in 2006.

Definition of SMEs

SMEs are defined in different ways in different parts of
the world. Some define them in terms of assets, while
others use employment, shareholder funds or sales as

criteria. Some others use a combination of revenue and

employment as a hybrid criterion. The MSMED Act of

2006 defines them as:

« enterprises engaged in the production/manufacturing
of goods for any industry; and

« enterprises engaged in rendering/providing services.

Enterprises in the manufacturing sector are defined in

terms of investment in plant and machinery (excluding

land and buildings) and further classified into:

o micro enterprises — investment up to Rs. 2.5 million
i.e. up to Rs. 2.5 million (approximately USD$60,000);

« small enterprises —investment between Rs. 2.5 million
and Rs. 50 million; and

o medium enterprise - investment between Rs. 50
million and Rs. 100 million.

Service Enterprises: defined in terms of their investment

in equipment and further classified into:

¢ Micro Enterprises — Investment up to Rs. 1 million

o Small Enterprises — Investment above Rs. 1 million &
up to Rs. 20 million

e Medium Enterprises — Investment above Rs. 20
million but below Rs. 50 million. (Development
Commissioner MSME, 2009)

The clarity in definitions provided is likely to result in
a more focused policy and programme intervention
for the various categories of firms. While the SME
sector per se has witnessed a phenomenal growth, it is
likely that a large number of firms occur in a cluster.
Industrial clustering has received attention from various
scholars in recent times. Clusters can be defined as
sectoral and geographical concentrations of enterprises,
in particular small and medium enterprises (SME), faced
with common opportunities and threats which can: (i)
give rise to external economies (e.g. specialised suppliers
of raw materials, components and machinery; and sector
specific skills); (ii) favour the emergence of specialised
technical, administrative and financial services; (iii) create
a conducive ground for the development of inter-firm
co-operation and specialisation as well as of co-operation
among public and private local institutions to promote
local production, innovation and a collective learning
approach to SMEs. UNIDO'’s role and contribution to
this effort has been significant (Russo, 1999). Clustering
provides ‘a collective efficiency’ and acts as a catalyst of
business growth (Schmitz, 1995).

There are two kinds of clusters in India that are
well documented, namely the industrial clusters and
the artisan clusters. The total number of clusters in
India is estimated to be over 2,400, including about
2,000 rural/artisanal clusters. While industrial clusters
dominated the discussions on clusters in the past, in
recent years the services clusters have been emerging —
especially the IT and BPO clusters. These clusters have
become the major employment hubs in the country
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(Das et al., 2004). The Government of India has used the
cluster development approach to facilitate the growth
of industrial clusters in India. The SMEs in a cluster
often form part of a global supply chain and their CSR
practices have been receiving attention.

CSR and ethics in India

The evolution and growth of CSR in large corporations
in India have been well documented (BCCI, 2007;
Mitra, 2007; Sood & Arora, 2006; Arora & Puranik,
2004; British Council et al., 2002; Kumar et al., 2001).
In recent years, CSR in SMEs in India has been gaining
increased attention from practitioners, NGOs and
international agencies, but not significantly from
scholars. In a comparative study conducted on CSR
practices of Dutch Multinationals and SMEs operating
in India, it was found that while large multinationals
had formulated a CSR policy, which they make
public, CSR is not at all institutionalised in SMEs. The
reasons attributed to the lack of institutionalisation
of CSR include limited resources to do CSR, lack of
pressure from the customer or NGOs to do CSR and
finally, the inability to see any direct benefit in doing
CSR. (CREM, 2004)

Much of the anecdotal evidence in India on SMEs
appears to suggest that the ethical orientation of the
SMEs is a product of the ethical orientation of its
owner. Since the ownership structure of SMEs varies
significantly, it is likely that the stringent governance
norms that apply to large corporations may not be
relevant and enforceable. And this therefore supports
the view that the owners/managers in SMEs determine
the ethical orientation of the firm. This paper attempts
to draw from the existing body of knowledge, from
both the academic and popular literature in India
to identify the CSR practices and develop a research
agenda for responsible business practices in the SME
sector in India.

A review of the literature indicates that a few studies
have examined the value orientations and ethical stances
of Indian managers in large corporations (Monga,
2004; Fisher, Shirole & Bhupatkar, 2001). One study
empirically examines the cultural influences on the
judgment of Australian, Malaysian and Indian SME
managers to whistle blowing as an internal control
mechanism (Chavan & Lamba, 2007). There is, however,
no discussion in the paper about the significance of the
choice of SME managers. Since the findings are at the
level of cultural influences, the SME managers appear to
be just a sample, with no specific behavioural uniqueness
attached to them.

In an exploratory study conducted in the Pune
Industrial belt in Western India, it was found that
compliance to the government laws was seen as being
socially responsible. Many SME owners were of the

opinion that philanthropy and CSR are one and the
same. Since many of the SMEs are at a stage where
they are struggling to establish themselves and do
not have the manpower or resources to address these
issues, they tend to ignore them. (Revenkar, 2004) In
a comparative study undertaken on constraints and
contingencies of small business in Bangladesh and
India, the authors found that many SMEs had similar
constraints and contingencies across countries and
bribery related variables tended to be fairly similar
(Amin & Banerjee, 2007).

In another study done in an industrial cluster in
northern India, the author (Tarun Kumar, 2004) observed
that since most SMEs were led by owners, the value system
and philosophy of the owner played a significant role in
determining the CSR practices undertaken. Many of the
SMEs are unable to see any clear benefits by following or
practicing CSR. Very few companies had social reports,
codes of conduct or stated ethical practices. But the
study points that many of the SMEs are involved in some
kind of developmental activities. Many of the CEOs of
these SMEs were members of Rotary or Lions Clubs and
supported various developmental activities initiated by
these clubs.

In the last decade, the government is actively
promoting cluster development as a strategy to grow
SMEs. In 2007, UNIDO along with the Swiss Development
Corporation has embarked on a thematic co-operation to
identify and disseminate good practices and operational
suggestions to improve the participation of the SMEs
in the CSR movement. The sports good cluster in the
State of Punjab had a multi-stakeholder engagement
on CSR in 2008. In a study conducted by the UNIDO
(2008) on CSR perceptions and activities in SMEs in five
industrial clusters in India, it was found that regardless
of the geographical region they hailed from, SMEs
tended to behave similarly towards CSR. Many of them
considered ‘taking care of their employees internally’
and ‘being involved in community welfare’ as their CSR
responsibility. The influence of the personal values of the
entrepreneurs in determining the choice of CSR activities
found support. The position of the SME in the value
chain and the financial size seems to positively impact
the nature of CSR activities undertaken. When markets
and large buyers put pressure on the SMEs, activities
like worker education, health and safety compliance
are undertaken which in the normal course of business
would be unlikely to occur.

In the case of clusters, the role of cluster wide CSR
activities assumes significance. The leather cluster is
plagued by pollution. The operations in leather tanning
- washing, stripping, bleaching, chrome tanning and
basification — involve the use of very toxic chemicals
and its effluents tend to pollute ground water. Collective
CSR efforts will include effluent treatment plants. The
adoption of common effluent treatment plants and eco-
friendly technologies has not become very widespread
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due to lack of awareness among small firms and also
partly due to lack of enforcement of environmental laws
amongst small players. (EXIM, 2000)

The influence of codes of conduct and certifications
on the ethical practices of SMEs in the export sector
requires further investigation. The impact of these codes
appears to be the highest in industries like garments,
carpets, textiles and beverages that are produced for
export. The brand and corporate image of the buyer
is impacted in the supply chain and, therefore, most
exporters comply with these standards. There are hardly
any examples of organisations that adopt these codes of
conduct while manufacturing for the domestic market.
The reality of codes and standards in India as it exists
now covers a very small fraction of the Indian market
(Sood & Arora, 2006).

Implications for future research on CSR

It is evident from the above discussion, while a few
exploratory studies have been conducted on SMEs in
India, there is still inadequate understanding of the
phenomena. However, it appears that more studies on
CSR practices in SMEs have been undertaken compared
to the research on ethical orientations of the owners/
managers of SMEs. One of the interesting aspects that
have emerged is the definition. In many countries, the
definition of SME is based on employment, while in
India the definition of SME is based on fixed assets. These
definitions are a product of the varying institutional
contexts across nations. Does a political economy
perspective of looking at ‘national business systems’
(Matten & Moon, 2008) provide an alternate lens to
understanding SMEs?

There is support in the Indian context also for the
influence of personal values of entrepreneurs on CSR
practices (Spence & Rutherford, 2003; Murillo & Lozano,
2000). It also appears that external pressures from buyers,
markets and industry associations shape the values of the
entrepreneurs. What is the role of the personal values
of the entrepreneur in the manner in which decisions
related to ethics and CSR are being taken?

It is interesting to note that very few studies in
the Indian context have taken a business ethics
perspective. Does the lack of studies in this field indicate
unwillingness on the part of the researchers to probe in
to the deeper issues of widely prevalent corruption and
bribery practices and their impact on SMEs? How SME
owners manage and cope in these contexts is an area for
further research?

Most of the studies done in the Indian context have
largely been qualitative and exploratory in nature.
They have been done also by the NGOs or international
agencies. Most of the studies have focused on the
manufacturing sector. In recent years, the contribution
of the services sector to the Indian economy has

been increasing. There have been no studies so far
examining the impact of CSR practices in SMEs in
the services sector. The emergence of the information
technology sector in India during the last decade as
a significant contributor to the national economy
has raised the expectations of a higher corporate
responsibility from these organisations. The Indian
Diaspora and returnees have played an integral role
in the creation of SMEs in this sector. Therefore,
there is a need to understand in depth whether this
new generation of Western educated SME owners
demonstrate different value systems that influence the
state of CSR in the sector.

As is evident from the literature review, there is a
dearth of research studies on understanding the role of
ethics and CSR in SMEs in India. Some of the research
areas that emerge are as follows:

o How effective are industry associations in influencing
the state of CSR in SMEs? What is the nature and
character of this influence?

« Is the CSR intervention at a cluster level likely
to be more successful than at the level of the
firm? One could explore this question from multiple
perspectives — the economic perspective with reduced
costs arising out of a cluster orientation, and the
cultural context in which peer and community
pressure of participation could induce a spill-over
effect on CSR practices. Since a number of SMEs
in a cluster could significantly impact the field of
sustainability and environment, this topic assumes
greater significance.

« How do SMEs that engage in CSR manage the
additional costs of being responsible? It appears
that unlike large corporations, they do not have a
market or consumer incentive to be ethical or behave
responsibly.

« How do owners engage with the various stakeholders
on critical ethical aspects? What are the stances
adopted by them? There is an urgent need for research
at multiple levels — at the individual, organisation and
the industry level.

o What are the variables that impact the adoption of
CSR practices by SMEs?

Conclusion

Since SMEs contribute significantly to the economy
and are geographically widely spread in a country like
India, their adoption of CSR and ethical practices is
crucial to a balanced development. There is a paucity
of academic research in this area. In a vast country like
India, comprising of 28 states which are economically
at different stages of development, a study of the intra-
country similarities and differences in adoption of
CSR practices in SMEs could be a valuable exercise for
policy makers.
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