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How does corporate social
responsibility avoid the

incidence of corruption in
international expansion?

Morteza Khojastehpour
Industrial Management Institute, Mashad, Iran

Abstract
Purpose – The purpose of this paper is to identify factors in avoidance of corruption in
international expansion.
Design/methodology/approach – Building on extensive literature, the paper includes three
complexities, namely cultural, economic and regulation associated with corruption in an
international context.
Findings – The paper highlights that corruption can be addressed by three types of complexities.
Practical implications – The findings of this study highlights the importance of corporate social
responsibility for firms intend to expand internationally.
Originality/value – The paper is one of the first to highlight the effect of corporate social
responsibility on corruption in an international context.

Keywords Corporate social responsibility, Corruption, International context

Paper type Conceptual paper

Introduction
Corruption is still perceived as a major challenge for firms in international
expansion.

It is difficult to assess the controversial connection between corporate social
responsibility (CSR) and corruption in an international context because there is no
clear perception of the CSR concept in terms of cultural, regulation and economic
complexity. Therefore, the relation between CSR and corruption is evaluated
through considering these complexities which are designed to reflect the level of
social responsibility for countries around the world and to evaluate the way in which
corruption is perceived at the national and international level. This study intends to
corroborate the assertion that CSR is an effective mechanism for integrating three
types of complexity against corruption.

The worldwide spread of corruption has been recognized as one of the darker
sides of internationalization (Park, 2003). Rodriguez et al. (2006) argue that as
internationalized firms enter into new country within developing and transition
economies, it is necessary for scholars to be aware of the magnitude of corruption
and the need to understand and address it because corruption is harmful for firm
growth and economic development (Rodriguez et al., 2005). Husted (1999) argues
that the causes of corruption have led theorists to consider a broad array of
economic, political, cultural and psychological factors [of host country]. He adds
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cultural values must play some role in corruption; we need to define more precisely
the relationship that specific cultural values and other environmental factors play in
selecting practices. Moreover, to adapt and perform effectively within a new
environment, (internationalized) firms must comprehend and appreciate
corruptions essential characteristics (Rodriguez et al., 2005). Waldman (1973) states
that internationalized firms are under pressure to be social responsible. In addition,
they are among the foremost practitioners of corruption, particularly in the
less-developed nations where they operate. In view of these parallel developments, it
would appear that there would be much more research and, thereafter, discussion of
corruption in an international context in the programs and literature of international
business than presently exists.

CSR has attracted a large amount of research attention over the past decades. A
growing number of studies have investigated the various dimensions of CSR in the
literature; however, relatively few studies have considered the role of CSR in avoidance
of incidence of the corruption in an international context. The aim of this research is to
address this literature gap by identifying three types of macro-environmental
complexity of internationalization associated with corruption, namely, cultural,
regulation and economic complexities. This study highlights the importance of CSR in
understanding these three types of macro-environmental complexity by examining:

(1) the positive relationship between CSR and corruption in terms of addressing
the cultural complexity of international expansion;

(2) the positive relationship between CSR and corruption in terms of addressing
the regulation complexity of international expansion; and

(3) the positive relationship between CSR and corruption in terms of addressing
the economic complexity of international expansion.

Literature review
Corruption
The World Bank calls corruption “the single greatest obstacle to economic and
social development. It undermines development by distorting the rule of law and
weakening the institutional foundation on which economic growth depends”.
Corruption is a serious social problem that affects all facets of a society (Ng, 2006).
Rabl and Kuhlmann (2009) state that corruption is a deviant behavior which
manifests itself in an abuse of a function in politics, society or economy in favor of
another person or institution. However, corruption has many consequences, such as
lower investment and economic growth (Mauro, 1995), negative effect on
productivity growth (Salinas-Jiménez and Salinas-Jiménez, 2007) and depress
foreign direct investment (Wei, 2000). Zekos (2004) claims that corruption reduces
competitiveness and only those competitors who can pay large bribes can actually
compete. Therefore, the other potential competitors are automatically excluded from
the market.

Aguilera and Vadera (2008) define three types of organizational corruption:
(1) procedural corruption [when employees of the organization do not follow or

are not mandated to follow (ethical) procedures of business conduct];
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(2) schematic corruption (when the organizational environment requires
frequent bribery and pay-offs to politicians and bureaucrats for conducting
daily business); and

(3) categorical corruption (which emphasis on internationalized firms that are
highly diversified geographically).

Ashour (2006) classified the underpinning factors of corruption into political
infrastructure of state, economic structure, institutional infrastructure and social/
cultural infrastructure. Park (2003) claims that the degree of corruption is a function
of multiple factors such as the economic conditions, the degree of government
intervention in the private economy, the legitimacy of the legal system,
socio-political stability and national culture.

Reducing corruption, however, requires a thorough understanding of its causes.
Therefore, the determinants of corruption, which currently links corruption to
cultural tradition, economic development, political institutions and government
policies and regulations, should be investigated (Dong and Torgler, 2012).
Corruption is an issue that is closely linked with international business, so that it
will necessarily be a phenomenon the business leaders will have to deal with. And
above all, business leaders will have to discuss the matter with their foreign
business partners or government officials. The way a given internationalized firm
will address the issue of corruption will reflect the kind of moral norms and values
the multinational tries to apply in the business daily life (Dion, 2013). Prohibitions
against corruption are included as part of CSR practices. CSR practices adopt the
perspective that internationalized firms must consider all stakeholders, the local
community, local government, suppliers, as well as employees and shareholders. In
summary, to reduce the incidence of corruption in these economies, emphasis should
be placed on providing enabling environment with adequate socio-welfare
infrastructures by a democratic government, socially responsible corporate entities
and incorruptible public sector establishments (Mobolaji and Omoteso, 2009).

CSR in an international context
In an implementation guide for Canadian business (Government of Canada, 2006),
CSR is defined as:

[…] the way firms integrate social, environmental and economic concerns into their
values, culture, decision making, strategy and operations in a transparent and accountable
manner and thereby establish better practices within the firm, create wealth and improve
society.

CSR is becoming an increasingly important factor in international context, and there
are many and varied reasons behind this. For example, Bondy and Starkey (2014)
state that CSR issues are likely to become more important as corporations expand
abroad because it balances different cultural and ethical demands and raises
important issues about what can be considered universal and what needs adaptation
to local circumstances. Clearly, internationalized firms are shaping CSR through
their practices and, therefore, are in a unique position to shape CSR in ways
beneficial to them (Bondy et al., 2012).
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Building up CSR reputations in an international context is important, as
internationalized firms have to build local CSR reputations through local relationships
while also demonstrating global social responsibility. Internationalized firms have
impacts on politics, economics and society in the host country and must demonstrate
that they act socially and take into account social, ethical and environmental perceptions
of stakeholders such as customers, employees, investors, supply chain associates,
strategic alliances, communities, as well as governments. It is clear that corruption is a
serious problem to international business, and that an understanding of the contributors
of corruption is essential.

For internationalized firms, the environment becomes more complex because it
deals with a higher number of different external elements (Scott, 1992). Building on
the preceding literature review, this study assumes that environmental complexity
of internationalization associated with corruption is influenced by three types:
cultural, regulation and economic complexity. These types of complexity might
create problems through international expansion (Hutzschenreuter and Voll, 2008;
Ghemawat, 2001). One of the best ways to lessen such complexities is the fulfillment
of various CSRs by internationalizes firms in foreign markets. In other words, the
negative impression of corruption in international expansion might be significantly
reduced if internationalized firms engage in activities that are not required by the
law, further their social good and use their internal resources in ways to benefit local
markets through committed participation as members of society (Sheth and Babiak,
2010; Snider et al., 2003).

Cultural complexity
According to Daft (2009), the complexity of internationalization increases as firms
enter new countries and psychic distance is one determinant of this complexity. The
increase in complexity stems from the magnitude to which the new host country’s
environment differs from the home country. This is because the internationalized
firms have to adapt its structures, systems and processes to the new environment
(Hutzschenreuter et al., 2014). Similarly, Newman and Nollen (1996) claim that
internationalized firms need to adapt their management practices to the host
country culture in which they operate to achieve high business performance.
Cultural issues often vary from country to country, and the internationalized firms
tend to be more deeply embedded in the culture of each country, differences in social
customs, behavior and manners which are expected to maintain their morals when
interacting in new country with different cultures and values. Understanding
cultural dimensions that may influence the level of corruption is critical for a firm’s
and a country’s competitiveness (Davis and Ruhe, 2003) and for conducting
international business overseas (Park, 2003). In addition, Husted (1999) points out
that effective fighting of corruption is dependent on culture. In summary, predicting
corruptive practices using cultural differences is important for internationalized
firms (Seleim and Bontis, 2009).

Regulation complexity
Internationalization requires knowledge about rules and regulations of host country
(Cuervo-Cazurra, 2011). Increasing awareness of the current regulations and
legislation of the host government with regard to CSR matters may avoid the
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incidence of corruption and facilitate the internationalization process. To do this,
firms should discuss CSR matters with host country government. Government
regulations are one of the primary keys in encouraging a greater sense of CSR.
Rugman and Verbeke (1998) conclude that the dynamic tensions between
environmental regulations and firms behavior in the host country can provide
valuable insights for corporation to be responsible to the host country environment.
In fact, the reason most internationalized firms take CSR is either for the purpose of
complying with regulations (Wagner, 2005). In addressing the interaction of
internationalized firms and host country regulations, CSR is a natural area to focus
on, as it spans the intersection between corporate and government activity and
responsibility (Wiig and Kolstad, 2010). Under this premise, Park and Ghauri (2014)
suggest that governments that enact CSR regulations are effective in establishing
social expectations about responsible corporate behavior and in promoting the idea
that firms play an important role in addressing social problems. The terms and
outcomes of corrupt are predictable when firms have interactions with local
government. This leads to raise the demands of adapting to the local environment
and simultaneously makes those demands more difficult to address (Rodriguez
et al., 2005).

Economic complexity
According to Luo (2006), from the internationalization standpoint, economic
complexity started taking shape with the realization that firms have social
responsibilities and social responsiveness toward the local economies in which they
operate. His explanation infers that internationalized firms have ethical obligations
to conduct worldwide business in a way that safeguards the welfare of society and
are expected to be society-oriented. Hutzschenreuter et al. (2014) claim that the
concept of economic complexity acknowledges important factors in international
business, such as discrepancies in customer preferences, differences in purchasing
power or differences in transportation and communication infrastructure. They
argue that this complexity introduces additional costs and uncertainty into
international business transactions. In the same vein, corruption reduces countries’
economic growth rates (Mauro, 1995) and limits economic development and
well-being (Kaufmann et al., 1999) and affects how countries formulate their
economic policies (Bai and Wei, 2000).

The ability of CSR to enhance the relationship with stakeholders depends on the
congruence between the CSR implemented by companies and the expectations that
stakeholders have regarding the types of CSR that companies should engage in
(Perez and Rodriguez del Bosque, 2014). Stakeholders’ expectations vary
considerably between countries depending on their level of economic development.
Confronted by social demands and internationally imposed expectations,
internationalized firms need to deal with public issues with more proactive
approaches to demonstrate their responsibilities to various stakeholders. Building a
socially responsible relationship between firms and its stakeholders can help the
firms to increase the stakeholder loyalty/commitment to the firm. The greater
impact on economic performance derives from the stakeholder attitude, whereas
their loyalty and satisfaction have a moderated influence on economic results.
Various stakeholders are considered as potential of market interest (Veloutsou et al.,
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2002). If markets are efficient, and consumers are willing to pay higher prices for
goods produced with higher standards, then meeting these standards will be good
for profitability (Meyer, 2004).

Conclusion and discussion
CSR is in many ways interlinked with the process of international expansion. While
CSR might be of a global nature, recent research suggests that it is applied
differently across different social, economic, cultural, legal and political contexts
(Gjolberg, 2009). The growing relevance of CSR in international expansion is our
motivation for analyzing the impact that CSR has on corruption in international
expansion. In the international business environment, it is difficult for
internationalized firms to monitor and control CSR practices because of physical
and cultural distance. Jamali (2010) claims that in the Lebanese context,
internationalized firms are tailoring theirs CSR practices to reflect complexities of
host country as well as the nature of the specific market environment encountered.
Developing international CSR issues is a complicated challenge, as corporations
have to deal with social issues within each domestic and international environment,
making the firm responsible to both international and domestic stakeholders. Given
the uncertainties regarding the internationalization, aligning CSR with corporate
corruption is likely to be especially useful in understanding the role of CSR in avoidance
of corruption in international expansion.

There is no disagreement among mainstream scholars that corruption has a
negative impact on firms in international context. Corruption is a social and global
phenomenon that is not specific to local markets. Nevertheless, its negative effect
seems to be stronger in international expansion, where firms may be important
actors in the battle against corruption. In fact, CSR may have a vital role to play in
tackling corruption through understanding these three types of
macro-environmental complexity. While it was beyond the scope of the present
study to explore the link between corruption and CSR, it can be speculated that
corruption in an international context can be fulfilled by CSR through addressing
three types of complexity, namely, culture, regulation and economic.

Corruption prevention in an international context and CSR are two important
issues in business today. Finding an answer to how corruption can be prevented and
controlled efficiently is not an easy work. This article attempts to provide some
clues to the answer by analyzing the three types of complexity associated with the
CSR strategy. We can conclude that there is a positive association between a firms’
corruption prevention and its commitment to social responsibilities in an
international context. The extent to which a firm commits to social responsibilities
will influence the effectiveness of corruption prevention.

Tanzi (1998) argues that there are direct and indirect factors that may identify the
premises of corruption. The former is related to economic and regulation complexities and
indirect factor is related to cultural complexity. Balancing different cultural and ethical
demands and considering culture-specific societal interests, spanning the intersection
between firms and government activity and responsibility through acquiring host country
legitimacy and building a socially responsible long-term relationship with stakeholders lead
the international fight against corruption and highlight the factors which avoid the
corruption at the cultural, regulation and economic levels.
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