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Chapter 1

Introduction: How Multinational Enterprises
Can Contribute to Achieving Sustainable
Development Goals

Juha Vaiatanen and Roman Teplov

Abstract

In spite of the outstanding efforts of the United Nations, the poverty allevia-
tion targets outlined in Millennium Development Goals have not been fully
achieved. The further need for improving the living standard of the world popu-
lation led to the introduction of a new set of revised and expanded Sustainable
Development Goals in 2015. The private business and especially large multina-
tional enterprises (MNEs) are playing a significant role in the implementation of
the sustainable development program. However, in spite of decades of research,
the mechanisms through which MNEs can contribute to host country economic
development are still not fully understood. Furthermore, the role of local gov-
ernment and its possibilities to influence MNEs’ activities have not received suf-
ficient attention. The aim of the MNEmerge project was to develop and test the
framework for an analysis of the contribution of MNEs to sustainable develop-
ment agenda. Specific attention is placed on the formation of linkages between
subsidiary and local stakeholders such as society, business, and government. The
chapters in this book outline the findings of the project and provide recommen-
dations and implications for policy makers.

Keywords: Multinational enterprises, FDI; emerging countries; millennium
development goals; sustainable development goals; MNEmerge project;
framework building
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2 Juha Viidtdnen and Roman Teplov

1. Sustainable Development Agenda: How Far We Have Gone?

The dawn of the 21st century was marked with a resolute attempt to solve the world’s
long-standing problems. The United Nations Millennium Declaration adopted at the
Millennium Summit in September 2000 emphasized the collective responsibility of
world leaders “to uphold the principles of human dignity, equality and equity at the
global level” (United Nations, 2000) and established the set of development objectives
summarized in eight Millennium Development Goals (MDG). The aims were to com-
bat poverty and improve healthcare, enhance education, promote human right and
gender equality, ensure environmental sustainability, and develop a global partnership
(Millennium Project, 2006).

The call for improving living standards required the joint efforts of multinational
enterprises (MNEs), government bodies, international organizations, and local busi-
ness and industry players. Although the global community has achieved significant
progress toward MDG objectives, the remaining unresolved problems still need to be
addressed. At the UN Sustainable Development Summit in September 2015, the new
document “Transforming Our World: The 2030 Agenda for Sustainable Development”
has been accepted. This document presents the revised and extended version of 17
development aims referred as sustainable development goals (SDGs).

Among the various objectives presented in the UN Sustainable Development
Agenda, the overarching motive is poverty alleviation and improvement of living
standards. Although the poverty reduction objectives stated in MDGs (Millennium
Project, 2006) have already been achieved by 2013 (World Bank, 2013), the greatest
input was made by China. After removing the “China effect,” the results of 15 years’
activity are far less impressive (United Nations Conference on Trade and Development
[UNCTAD], 2013). At the same time, statistics demonstrates the continuous growth
of foreign direct investments (FDIs) with the simultaneous increase in the share of
emerging countries. Thus, for 2014, the share of emerging economies reached 55% of
the total FDI inflows (see, e.g., UNCTAD, 2015).

Facilitating access to medicine and sanitation is viewed as an important precondi-
tion for achieving goals to improving population health and combating diseases such as
HIV/AIDS and malaria. In spite of significant progress in vaccination and improving
treatment (United Nations, 2015), the problems still remain. Thus it was reported that
many lower middle-income countries have been excluded from donation programs and
preferential price lists, which has led to subsequent increase of the prices for essential
medicine. These countries face the problem of poor availability of generic medicine
in the public sector on the one side and relatively high prices for medicaments in the
private sector on the other (United Nations, 2015a). Such situation hampers efficient
treatment provision and may lead to consequent degradation of population health.

Compliance with TRIPS standards has significantly affected domestic medica-
ments producers (Cohen & Lybecker, 2005; Wade, 2003) and may place emerg-
ing economies, especially the ones with underdeveloped domestic medical industry,
in an inferior negotiation position. These developments could lead into conflict of
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interests between MNEs and local government (Love, 2007; Nunn, Fonseca, Bastos,
Gruskin, & Salomon, 2009; Orsi, Hasenclever, Fialho, & Coriat, 2007).

Enabling access to clean energy is an essential requirement to sustainable develop-
ment (Gomez & Silveira, 2010; Slough, Urpelainen, & Yang, 2015; Sovacool, 2012;
Winkler et al., 2011). However, in spite of all efforts according to International Energy
Agency in 2016, more than 1.2 billion people, which equals to 17% of the world popu-
lation, are still living without access to electricity. According to expert estimations,
even by 2040 this number will still exceed half a billion (Internationa Energy Agency
[IEA], 2016). Moreover, 95% of these people are predominantly living in remote
rural areas, which hamper the implementation of traditional electrification programs
based on grid extension. Private companies do not have economic incentives to oper-
ate in such remote areas, and many governmental programs are often suffering from
the lack of alignment with regional objectives and poor implementation (Chaurey,
Ranganathan, & Mohanty, 2004; Pereira, Sena, Freitas, & Da Silva, 2011; Ruiz,
Rodriguez, & Bermann, 2007; Xu, Nthontho, & Chowdhury, 2016).

It is important to emphasize the interconnections between the SDGs. It has quickly
become evident that without reaching the objectives of one target, it is impossible to
fulfill others. Thus, thorough implementation of electrification programs will lead to
simultaneous improvement in population wealth, stimulate new business, and create
employment opportunities contributing therefore to poverty alleviation and conse-
quent improvements in medicine and sanitation (Chaurey et al., 2004; Kooijman-van
Dija & Clancy, 2010). Furthermore, access to modern technology facilitates education
and gender equality (Daka & Ballet, 2011; Terrapon-Pfaft, Dienst, Konig, & Ortiz,
2014).

At the same time, lack of coordination between programs results in poor implemen-
tation and misalignment between objectives when, for example, opportunities created
by electrification are not supported by simultaneous improvement in infrastructure
and skills and capabilities development among the local population (Ruiz et al., 2007;
Winkler et al., 2011). Quite often, electrification programs employ suboptiman and
non-sustainable technical solutions with limited scalability which does not allow for
further increase in the demand, and diminish the development opportunities (Ilskog,
2008; Sovacool, Bazilian, & Toman, 2016).

In this regard, it becomes clear that mere efforts of local governments, international
organizations, and charity funds are not enough for successful achievement of the sus-
tainable development agenda objectives. The role of multinational enterprises cannot
be underestimated. A significant number of studies explored the impact of FDI by
MNEs on the host country economy and found a variety of positive effects.

Thus, the growth of productivity and industrial development of the host countries
have been reported by numerous scholars (Arnold & Javorcik, 2009; Buckley & Ghauri,
2004; Dunning, 1994; Fatima, 2016). The positive effect of FDI arises also from tech-
nology transfer and creation of new workplaces (Braunstein, 2006; Buckley, Clegg, &
Wang, 2002). Often new workplaces created by MNEs are characterized by a higher
salary level and additional social benefits like medical insurance, higher occupational
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healthcare standards, and better working conditions (Cotton & Ramachandran, 2001;
Driffield & Taylor, 2000; Robbins, 1996). In emerging countries, the level of work
security in foreign-owned enterprises tends to be higher than in locally owned firms
(Braunstein, 2006).

The important role of MNE:s is in the building and improving local managerial and
technical capabilities, which are often reported as a bottleneck in emerging countries’
progress (Sutton & Kpentey, 2012). By forming linkages with local firms (e.g., through
subcontracting or spillovers), multinationals bring advanced managerial practices and
a sophisticated corporate culture, which positively affect the business environment in
host countries (Giroud, 2007; Hansen, Pedersen, & Petersen, 2009).

Focus on the poorest population, the so-called Bottom of the Pyramid (BoP), opens
new business opportunities for MNEs and simultaneously contributes to MDGs/
SDGs implementation. Addressing the needs of the BoP population may trigger self-
reinforcing positive feedback loops when growing wealth, enhancing further demand
and increasing the profitability of business for MNEs.

At the same time, it should be always remembered that FDIs in emerging coun-
tries are primarily motivated by return of investments (Buckley & Ghauri, 2004).
Combining with the possible “crowding out” effect on local firms (Aitken & Harrison,
1999; Hu & Jefferson, 2002), which do not have sufficient capabilities to compete
with MNEs may lead to creation of “an oligopolistic market” where a few multina-
tional companies decide the prices of essential products, such as medicines, adversely
impacting the interest of the country’s population (Yip & Hanson, 2009). Economic
incentives (e.g., tax preferences) offered by the host country government for attract-
ing FDI also discriminate local producers and decrease possible input from the FDI
to the country’s economy (Blomstrom & Kokko, 1996; Giroud & Scott-Kennel, 2009;
Miozzo, Yamin, & Ghauri, 2012).

The popular practice of subcontracting local firms combined with high pressure
on lowering costs may in fact lead to deteriorating work conditions and poor quality
standards (Richards & Gelleny, 2007). Technological spillovers although often men-
tioned as a method for technology transfer are generally considered as a negative phe-
nomenon by multinationals that take measures to prevent their emergence (Harris &
Robinson, 2004).

The recent growth of FDI from emerging countries such as China provides another
challenge. Multinational enterprises from emerging countries (EMNEs) may not have
such a strong corporate culture and advanced managerial practices as well as long
corporate social responsibility (CSR) traditions (Dunning & Narula, 2004). That is
why their impact on host county economy may be less positive and require additional
efforts from policy makers to elaborate proper policy measures.

Therefore, it becomes clear that although multinationals do have great opportuni-
ties to contribute toward the implementation of the sustainable development agenda,
their engagement demands carefully designed policies and thorough orchestrating
from the local government. Firth and Ghauri (2010) developed a framework describ-
ing the linkage formed between the headquarters, local subsidiary, and host country
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environment including policy makers, business, and other local stakeholders. The
framework can be applied for the analysis of MNESs’ activities in the countries they
enter and facilitate the development of regulatory policies.

However, in spite of understanding the importance of linkages formation (Giroud,
2007), the studies exploring this issue are still scarce. Furthermore, although the joint
efforts of public organizations and businesses in different forms of public—private part-
nership (PPP) have been proposed by the United Nations as an essential mechanism
for SDG implementation, there still exists confusion about the methods to facilitate
the PPP as well as certain doubts about its outcomes. Consequently, further research
is required to investigate the current situation and analyze the role of MNEs in the
economic development of host countries.

2. MNEmerge Project: Aims and Objectives

In order to address the emerged research gap and elaborate policy implications for local
governments as well as facilitate the implementation of UN sustainable development
agenda, a large international research project “A Framework Model on MNE’s Impact
on Global Development Challenges” (MNEmerge) has been initiated in January 2014
under European Union’s Seventh Framework Programme for research, technological
development, and demonstration (Grant Agreement No. 612889). In particular, this
project aims to investigate the impact of MNEs on UN MDGs and successive SDGs.

The consortium of the project consists of highly professional multidisciplinary
researchers from various countries. The geography of project partners includes
European countries such as United Kingdom, Netherlands, and Finland and also
India, Brazil, and Ghana. The rationale was to combine the expertise in international
business with the outstanding knowledge of local objectives. The large varieties of top-
ics studied during this project are consolidated by common focus on following areas:
FDI, business functioning, technology and innovation strategies, corporate philan-
thropy, or socially responsible investment. The project addresses the gap in under-
standing of the impact from FDI on the economies of emerging countries. The aim is
therefore to analyze how MNEs organize their activities in the aforementioned areas
in order to contribute to the UN sustainable development agenda objectives such as
poverty alleviation, ensuring food security, and provision of clean energy.

The objectives of the project are as follows™*:

1. Development of a framework to analyze MNE impact toward socioeconomic
development

2. Development of a model that describes the relationship between MNE, FDI, and
the economy

*Source: https://mnemerge.com/
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3. Understanding the role of public policies in supporting responsible business prac-
tices and the Millennium Development Goals

4. Using case studies to support the methodological framework model on health, envi-
ronment, and energy

MNEmerge project considers both manufacturing and services. The project activi-
ties are (1) studying the role of MNEs in agriculture development (India and Ghana),
(2) improving access to medicaments and sanitation (India), and sustainably provid-
ing electricity to remote areas (Brazil). The selection of specific areas was motivated
by the importance of these industries for sustainable development agenda objectives.
Furthermore, the understanding of the effect of MNEs’ operations in these areas
highlights the interconnections between various SDGs/MDGs.

To address the established aims, the project applies a multimethod approach in
combining both qualitative and quantitative data. The research combines in-depth
case studies and site visits with large-scale surveys and secondary statistics data. The
adopted approach enabled the understanding of the specific features and problems
arising in case countries as well as evaluating the efficiency of policy measures and
governmental programs.

The first step in project implementation was an extended literature review on MNEs’
impact on the development of the host countries and formulation of the preliminary
framework of the research. The developed framework guided further project activities.

The second stage involved an empirical analysis of the FDI effect on poverty
reduction and sustainability. The growing income gap in the international context
instigates the growth of the health gap and poverty, while improving access to essen-
tials can help reduce these disparities. The focus of the case studies was concentrated
on agriculture, healthcare, and sanitation industries, which are able to contribute to
access to food, medicines, and sanitation conditions. Main empirical studies were
conducted in emerging countries. Indian samples were used in studying agriculture,
healthcare, and sanitation industries. Africa became a base for investigating manage-
rial capabilities transfer. Brazil provided data for electrification in the South America
case study. These case studies provide the overall picture of MNEs’ impact on dif-
ferent levels. On the one hand, the FDI influences on poverty alleviation support the
macro-level viewpoint by studying income and employment generation mechanisms
as well as capacity building in the host country. On the other hand, the meso-land-
scape is investigated by studying health and energy. The health status of a nation’s
citizens is determined by many factors such as poverty, food security, quality of water
and sanitation, access to healthcare and medicines, education, empowerment of
marginalized groups, capabilities of the local industries, cultural and socioeconomic
characteristics, etc.

The final step presents a revised framework for systematic study of MNESs’ activity
in emerging countries and its influence on sustainable and progressive local develop-
ment. The framework is also appropriate for comparing MNEs’ impact on developed
countries and that of emerging countries. The summary of the whole research based on
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the previous results of framework development, literature review, and empirical analy-
sis study provides existing policy analysis with recommendations for improvement and
practical implementation.

The main outcomes of the project, therefore, include the framework model itself as
well as policy analysis of the activities of MNEs and organizations operating in- and
outside of the European Union (EU) with recommendations for improvement.

In order to deliver the result to the widest possible audience, the project contains a sep-
arate part for dissemination activities. All the partners in the consortium were responsible
and participated in the dissemination. Local workshops were conducted in the emerg-
ing countries, whereas in Europe and United States, representatives from the consor-
tium presented the project contributions on different conferences and panel sessions, for
example, the European International Business Academy (EIBA) Conference 2014-2016
and United Nations Industrial Development Organization (UNIDO). The main goal is
popularization of the research results among the widest possible audience including the
research community, policy makers at various levels (UN and EU levels, and national
and regional levels), business community, nongovernmental organizations (NGOs), and
also the public at large, for which various tools of communication were utilized.

The research capitalizes on expertise from four continents: Europe, Asia, South
America, and Africa. The focus of the studies are multinational companies from devel-
oped as well as from emerging countries and operating in all of these continents, which
means that the results of the MNEmerge project are indeed global and widely appli-
cable in multiple contexts, geographical locations, and economic conditions. Thus, the
findings of the project presented in this book are applicable over multiple locations,
both on theoretical and practical levels.

3. Chapters in this Issue

The chapters in this book addresses the problems of successful implementation of the
sustainable development agenda summarized in the form of MDGs and successive
SDGs, and specifically the role of MNEs in such activities. The findings presented
results from a large 3-year international research project, MNEmerge, which focused
on analyzing the relationships between MNEs and host country stakeholders, and on
the resulting impact on the country’s social and economical development. The author
group comprises experienced scholars and practitioners with broad expertise in the
field of international business as well as in the following focus areas: medicine, sanita-
tion, agriculture, and energy.

Chapter 2 by Ghauri and Wang outlines the main problems with the implementa-
tion of the sustainable development agenda and presents the main research frame-
work. The framework helps to understand the role played by FDI and emphasizes the
creation of linkages between MNEs and local players (business, policy makers, and
society). Therefore, in addition to well-known direct effects (such as direct job creation
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and investments), indirect effects arising though linkages formation (e.g., spillover
effect) should also be taken into account in order to understand the impact of MNEs
on the development of emerging countries. Authors derive the framework from an
extensive literature review and validate using multiple case studies.

Chapter 3 written by Eduardo Urias continues the discussion and analyzes the
reciprocal relationships between population health, economic growth, and develop-
ment. By conducting a systematic literature review and meta-analysis, he examines
the role of pharmaceutical companies (i.e., MNEs) in improving health and access
to medicine in emerging countries. In particular, the findings reveal the misalloca-
tion of medicine (often referred as “the 10/90 gap”) caused by lower profitability of
operations in emerging markets. The author reveals various market and nonmarket
instruments applied by businesses, local governments, and NGOs to promote access to
medicine thereby contributing to the implementation of MDGs/SDGs and eventually
to the economic development of countries. PPP appears to be an effective mechanism
for achieving such objectives.

Chapter 4 by Mehta et al. also considers population health but focuses specifi-
cally on the role played by MNE:s in the Indian pharmaceutical sector. Being one of
the major players in the world pharmaceutical market, Indian firms nevertheless have
been lagging behind large MNEs in terms of R&D intensity. Adoption of the TRIPS
Agreement forced domestic companies to increase R&D spending; however, still the
main strengths of the domestic pharmaceutical sector are incremental improvements
and generic medicines, whereas introduction of new medicaments remains the pre-
rogative of MNEs. Adopting multiple data sources, authors discuss the Indian case
and analyze the historical development of the domestic pharmaceutical industry and
the impact of MNE:s. Specifically, they consider several cases of FDIs and evaluate the
modes of operation and contribution to the domestic pharmaceutical sector.

Although Chapters 3 and 4 focused on SDG3/MDG 4,5,6 (aimed for combat-
ing diseases and health improvement) and SDG17/MDGS (opting for establishing
global partnership), Chapter 5 by Ramani et al. deals with poverty alleviation (SDG1/
MDGTI). To better understand the role of MNEs’ strategies in eradicating poverty, the
authors propose a conceptual model explaining the effect of addressing the BoP mar-
kets. Bottom of the pyramid is the cornerstone of the chapter, and addressing the need
of such a population by MNEs (and consequent involving of it in the market activi-
ties) is considered as an essential prerequisite for achieving the goals. The authors
conduct a systematic literature review and provide an extensive list of various policy
measures, which may be applied for encouraging MNEs, to help in poverty reduction
and address BoP needs.

MNESs’ role in the creation of new markets in emerging countries is evaluated with
the case of Bt cotton in Chapter 6 written by Ramani et al. This chapter not only
focuses on the agricultural sector but also addresses broader issues of local capabilities
building and the effect arising from the new products. The chapter considers adoption
of genetically modified (GM) plants, a widely controversial topic in many countries,
and analyzes the interplay between stakeholders. The findings from the case study are
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backed by systematic literature analysis and summarized into four recommendations
aimed at both MNEs and local policy makers. The study explores how the diffusion
of the new advantageous product (Bt cotton in this case) can create a new market for
MNEs and also can benefit the emerging country and address the sustainable develop-
ment agenda objectives.

Suraksha Gupta in Chapter 7 continues the discussion on strategies addressing
health and well-being improvement (SDG3). The author provides an overview of
various strategies adopted by MNEs operating in the emerging market and analyzes
them not only from the perspective of the sustainable development agenda but also
from the point of view of MNEs aiming to receive profit from their FDIs. In this
literature-based study, she places attention on indirect returns for MNEs arising from
contributing to local communities via CSR or PPP mechanisms. By engaging in such
activities, MNEs can increase brand equity, which eventually creates direct returns
positively affecting the market position and profitability. The author concludes with a
list of recommendations for MNEs aiming to increase the returns from contribution
to sustainable development.

Chapter 8 by Fu et al. addresses another objective of the research project—
capabilities building and specifically the role of MNEs in improving local skills
and knowledge. Although capabilities building is not emphasized as a specific goal
(neither SDG nor MDG), it is an essential prerequisite for sustainable development
agenda implementation. The emerging topic is the differences between MNEs from
developed countries (e.g., USA, Europe) and emerging countries (e.g., China). The
authors explore these issues by conducting an extensive study in the Ghanian indus-
trial sector. The findings based on a qualitative interview and survey data analysis
demonstrate that policy makers should take into account whether FDI is coming
from a developed and emerging country for better utilization of capabilities building
potential.

In the next chapter, Chapter 9, Akter et al. analyze the Brazilian electrification case.
The access to clean energy is an important objective for the sustainable development
agenda and one of the enablers of economic growth. However, the electrification of
remote rural areas is a very difficult task as private companies do not have enough eco-
nomic incentives for entering such low-profitable market segments. The study utilizes
secondary statistic data in combination with interviews and site visits. In particular,
the study analyzes the results of the Brazilian electrification program “Light for All.”
The results demonstrate that although the electrification program can be considered
as successful, the policy makers should find the proper balance between incentives
attracting MNEs and regulations prescribing the provision of electricity to remote
low-profitable areas. This chapter also outlines other policy measures aiming to facili-
tate the engagement of private firms and avoid possible negative effects.

Chapter 10 by Ghauri et al. summarizes the findings of the project presented in this
book and provides the concluding remarks and policy implications aiming to facilitate
the engagement of MNE:s in the implementation of sustainable development agenda
objectives.
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