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Abstract

This paper views corruption as activity that tendsndenmine a cultural system. Because
cultures operate in very different ways, different\aiiéis are corrupting in different parts of the
world. The paper analyzes real-life situations in Japamyan, India, China, North America,
sub-Saharan Africa, the Middle East, and Korea torgjatsh actions that structurally undermine
a cultural system from those that are merely inefficoerdre actually supportive. Activities such
as nepotism or cronyism that are corrupting in the rugadbaultures of the West may be
functional in relationship-based cultures. Behavior thabrmal in the West, such as bringing
lawsuits or adhering strictly to a contract, may bewgaing elsewhere. Practices such as bribery
that are often corrupting across cultures are nonethelasgpting for very different reasons.

This perspective provides culturally-sensitive guidelinenbt for avoiding corruption but for
understanding the mechanisms that make a culture work.
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The world is shrinking, but its cultures remain worldsrgpas do its ethical
norms. Bribery, kickbacks, cronyism, and nepotism seebe more prevalent in some
parts of the world, and one wants to know why. Isdabse some peoples are less
ethical than others? Or is it because they have differthical systems and regard these
behaviors as acceptable?

As one might expect from a complicated world, thehtistmore complicated
than either of these alternatives. Behavioral thffiees result partly from different
norms, and partly from a failure to live up to these nor@asltures sometimes truly
differ in what they value. The common view that arés agree on the basics but differ
on the details is simply false. The differencesfandamental because they rooted in
different conceptions of human nature. At the same,tcultures fall short of their
ideals. Itis not that some cultures are “less efhiban others, but that every culture has
its own characteristic way of breaking down.

The phenomenon of corruption provides a good illustratidhese realities.
Corruption is best understood as behavior that corruptadiérmines the cultural system
in which it occurs. Because cultures can operate indiéfigrent ways, very different
kinds of behavior can corrupt. Practices that Westsrconsider questionable, such as
cronyism and nepotism, may be functional in other cudtuieractices that are routine
and acceptable in the West, such as bringing a lawswitéach of contract, may be
corrupting and dysfunctional elsewhere. Still othecticas, such as bribery, may be



corrupting in a wide range of cultures, Western and nasté/n, but for very different
reasons.

Relationshipsvs. Rules

The West tends to be universalist in its outlook: evecyespworks, or should
work, essentially the same way. Its business pragtioe example, should be based on a
market system that is characterized by transparencyegudhted by laws that apply to
everyone. A country that fails to conform to this madedeen as underdeveloped or
dysfunctional. It follows from this view that thadreuption is basically the same in
Sweden as in Sudan.

The reality, however, is that different cultures usbaally different systems to
get things done. Whereas Western cultures are pryjmmaté-based, most of the world’s
cultures are relationship-based. Westerners tend taheistystem, while people
elsewhere trust their friends and family. Westeroegsnize their business around
discrete deals that are drawn up as contracts or agneeara enforced by a legal
system. Other cultures may organize their business étmuman relationships that are
cemented by personal honor, filial duty, friendship oogtterm mutual obligation.
Loyalty to cronies is suspect behavior in the West uteseents high moral character in
much of the world.

Rule-based cultures are universalist precisely becaugat@eule-based. While
relationship-based cultures invest authority in human berotgspased cultures respect
the rules for their own sake. Rulers derive their attyrfrom the rules they enforce and
by which they are chosen, not from who they are.eRaoan command this kind of
respect only if they are seen as inherently logicalraadonable. But logic is universal,
and rules worthy of observance are therefore vieweshi@ersally valid. These ideas are
further developed in Hooker (2003).

When Norms Differ

Armed with the broad distinction between rule-basedraladionship-based
cultures, we can begin to investigate how and why caomiphay take different forms in
Western and non-Western countries.

What is corrupt in the West may be acceptable elsewldre.classic example of
the purchasing agent illustrates this point. The Westechpsing agent is expected to
award contracts based on the quality of bids and transjyaa@ailable financial
information about the bidders. An agent who favors perisioiends is viewed as
corrupt, because cronyism subverts this transparency-bgstn. It creates a conflict
of interest: a choice that is good for the agent as@hher cronies may not be good for
the company.



In much of the world, however, cronyism is a foundatiartrfiost. A purchasing
agent does business with friends because friends dansbed. He or she may not even
ask to see the company financials, since this could itigultbther’'s honor. It is assumed
that cronies will follow through on the deal, not beeatley fear a lawsuit, but because
they do not wish to sacrifice a valuable relationshigrireconomy where relationships
are the key to business. In such a system it is indhmpany’snterest for the agent to
do business with friends, and cronyism may therefore prreseconflict of interest.

What is acceptable in the West may be corrupt elsewheresuits provide an
example of this. In the West, which relies on raled individual responsibility, lawsuits
are routine and necessary. In Japan, however, tineyeceorrupting. Japan is a strongly
relationship-based culture in which interpersonal refstiere based on maintaining
harmony. Harmony is preserved by elaborate courtesies)ity, deference to
superiors, and avoidance of confrontation. Lawsuithtiomally have no place in this
system because they promote confrontation. After a 19&mJar Lines crash, CEO
Yasumoto Tagaki traveled the country to apologize peligaieafamilies of the victims
and offered educational benefits to children who lost fherients, and he then resigned
(Haberman, 1996). The apology and resignation do notatedmersonal guilt as in the
West, and the benefits were not the result of a lawsm fact, Boeing repairs, not the
airline, were at fault. The intent was to make amemd®ther dramatic illustration of
this principle was provided on 24 November 1997 when Shohemdor®mde a tearful
apology to employees and stockholders shortly afteraf@mSecurities declared
bankruptcy. Nozawa was not admitting guilt and in factjbat assumed his position as
CEO in order to clean up a mess left by others. Hisnamto restore harmony among
the stakeholders.

Even so basic a practice as negotiation, which is reunithe West, can disrupt
harmony in Confucian cultures. Westerners tend to orgémezeaffairs around
agreements, deals, or contracts, relying on a conceptvehant that traces back to the
ancient Middle East. These agreements are hammeraummgotiation, as for example
when labor and management sit across the table fromagher. This practice is
functional and constructive, so long as it proceedsrdowpto rules of fair play and
good faith.

Confucian cultures, by contrast, are based primarilygalty and obligation to
friends, family, or superiors rather than on a systénules. There is a traditional
preference for building relationships rather than mgkieals, and the relationship-based
approach remains the more effective one today in mamgxis. Bargaining across the
table tends to be regarded as confrontation rather tlygotiagon, even when it is strictly
regulated by protocol, as in Japan. Confrontational barggis prevalent in street
markets precisely because the parties typically ddvaed¢ a working relationship. This
kind of bargaining is acceptable when long-term collabonas not required. But when
undertaking the major projects on which civilizationtseg is best to develop harmony
and trust among the parties rather than rely on Westgla negotiation.



To take another example, employees in North Ameridat@isome extent Europe
see nothing wrong with moving from one firm to anothesaarch of a better salary,
even if this means quitting a firm in the middle of ajgea The system can tolerate this
kind of behavior, and the competitive nature of the jaok&t may rely on it to some
extent. But in a relationship-based setting, this is @tas irresponsible and selfish
conduct. Projects often require cooperation betwemisfi In a Western setting, the
firms relate to each other as organizations. Emplogee more or less replaceable, as
long as someone with the right qualifications can bedoun a relationship-based
setting, the firms are linked to a great degree by perseladionships between the
individuals in them. Job-hopping in pursuit of personal gambe very disruptive and
therefore corrupting.

What is corrupt both in the West and elsewhere may be corrupt foediffer
reasons. Bribery is corrupting in the West because it inducepleeto depart from
established rules and procedures. Furthermore, if briloesriaecommon enough, people
in general may lose faith in the system and floutrtihes routinely. Bribery is normally
corrupting in relationship-based cultures as well, buafdifferent reason: it short-
circuits the building of stable relationships on whichistyarelies. A bribe “buys” a
relationship only until the next bribe is required.

When Norms are Violated

Bribery tends to be more prevalent in relationship-thasdtures because building
a relationship requires time and effort. There is adnmyemptation to take a short cut.
There can also be a fine line between legitimateioelships and quid-pro-quo bribery,
which makes it easier to slip from one to the othelMveéstern analogue would be
litigiousness, or overuse of the legal system, sineeetls an equally fine line between
legitimate lawsuits and nuisance lawsuits.

Rule-based systems, on the other hand, are particuldrigrable to cheating.
This stems from the fact that behavior is regulatechash by respect for rules as respect
for people. It is important to understand that rule-baséidres are not distinguished by
the mere presence of rules. Relationship-based ssameéig be equally awash in rules.
Rule-based cultures differ in two fundamental waysth{@)ules have inherent authority,
rather than deriving authority from the persons who lagntdewn, and (b) they are
largely enforced by guilt feelings and fear of punishmenraufght, rather than constant
supervision. The rule-based approach is particularly@xplithe United States, where
all legal authority ultimately rests in a written Gtitution.

Cheating is a threat to rule-based cultures because belmwmuch less likely to
be regulated by direct personal supervision. This regi@ssssocial overhead and helps
account for the economic efficiencies that the npyosperous Western countries enjoy.
But minimal supervision also carries risks. Complicatde-based institutions rely
largely on voluntary good behavior, and when a criticass of people fall short, stability
is threatened. By contrast, life in relationship-loaseltures is organized around strong



and vital relationships with parents, older siblingsnfiie and bosses. These persons are
constantly on hand (or on the mobile phone) to exert thelrority and regulate

behavior. The social cost is higher, and it takes lotmget things done, but a

distributed system of personal relationships can be stalde.

Scenario: Kickbacksin Taiwan

It is instructive to examine a few scenarios, basegkahevents, in which the
potential for corruption can be analyzed. In one si@na \Western manager was
assigned to his company’s Taiwan branch (Lamb, 2002). I$kader his assignment he
met with a team representing a potential local supphie¢mmticed that, after the team
departed, one of them left behind a briefcase. While Igokinthe owner’s name, he
found the valise to be full of cash.

The cash is intended as a kickback, or a bribe to inthecé/estern manager to
source from this particular firm. The situation isuadlly easier to deal with than many,
because the locals are offering a bribe rather thamaéimg one. Although kickbacks
are common in Taiwan, they are nonetheless corruptgna and Taiwan rely on the
stability provided by long-term relationships of mutual oblwatpopularly known as
guanxi (Mandarin Chinese for “connection”). While pre-estaldihelationships among
family members, and between boss and subordinateppogtant and often serve as
foundation for business, but these alone are insuftiéte many types of commerce.
Bonds of trust must often be cemented between individuadsare otherwise unrelated.
The relationship may begin with a gift, which mightrbeiprocated with a fine dinner.
The process continues, until eventually one party igrgegrcustomers for the other, or
the second is finding jobs for relatives of the fir§hese favors are not quid-pro-quo and
are not bribes. If they were quid-pro-quo, the relatgns/ould evaporate as soon as
one party failed to reciprocate. Rather, they aresimrents in a relationship of mutual
trust. Dishonesty or failure to follow through on a pigercould in fact endanger the
relationship, and both parties therefore have reastingbthe other in business dealings.
Neither party wants to risk losing valualjainxiin which he or she has invested over
the years.

As for the briefcase full of cash, the U.S. managérsed it, partly due to a
clearly articulated company policy against receiving sugimeats. He dispatched a
trusted subordinate to return the briefcase to the owderthen sent a vaguely-worded
message to the owner’s boss stating that he was retlosingroperty. The owner
clearly got the cash from his boss, and the U.S. manbdj@ot want him to keep it and
leave his boss with the impression that the moneybbkad delivered. The boss was
actually relieved that, in this case at least, no kicklvak expected.

Although a kickback is corrupting in this type of situatioronyism can be
functional. It would not be a corrupt act for the Un#nager to award the contract to a
trusted friend with whom he had done business for yewaes if that person’s bid were
not the lowest. This is also in the company’s irggreecause personal trust in the



vendor is well worth the premium the company must paypngsm can of course be
abused, if for example the manager awarded the cotr&and he knows to be
incompetent. Responsible cronyism favors friends bedhegecan be trusted to do a
good job, not simply because they are friends. Resper@ibhyism is nonetheless
cronyism because personal trust can justify a busoEssion even when the decision is
not supported by such transparently available informatiaetsled bids or financial
reports.

Scenario: Bribery in India

The Indian economy in 1992 was on the threshold of bewpam information-
age powerhouse, although it was not obvious at the timdia’é Congress party had just
introduced sweeping market reforms, under the leadersiproé Minister P. V.
Narasimha Rao and his finance minister Manmohan Siatgr io become Prime
Minister). One firm that foresaw India’s potentialsaanron, which predicted that
reliable electric power would play a central role ia tountry’s new information
economy. The company joined with Bechtel and Geneegattid to finance a gigantic
power plant at Dabhol, in Maharashtra State. It wdsetindia’s largest-ever private
foreign investment.

Unfortunately, the cost of generating power at the paa#t projected to be
substantially greater than the prevailing rate. Despisdliibility, the Indian government
guaranteed Enron a very generous return on investmepte Were suggestions,
particularly from such figures as Gopinath Munde (1995)endgjbposition Bharatiya
Janata Party (BJP), that bribery was involved. Thisodiner accusations of corruption in
the Congress Party, along with a Hindu nationalist uggjdinrust the BJP into power in
1998. Meanwhile, prominent journalist Raghu Dhar claimed&hetn tried to bribe
him to withdraw his opposition to the Dabhol plAnBublic opinion turned against the
project, and protestors descended on the constructionAgiteesty International
charged that Enron was hiring private security guards to rihegh up. The BJP
eventually backed off from the Enron deal when it tookgro despite appeals from U.S.
Vice President Dick Cheney and Secretary of State @alimell to honor the
commitment. A small portion of the plant finally begaperating in 1999, but only in
fits and starts, and at this writing the bulk of the @cbyemains mothballed.

Without actually accusing Enron of bribery, one can naletis ask whether it
would be corrupting in such a case. Bribery is a fatteoin India, and one could take
the attitude that one should “do as the Romans do.”théet aiwanese scenario just
discussed shows that common practice is not a reliadhigator of what is corrupting and
what is not. The system may operate in spite of peavéehavior rather than because of
it. Conversely, one could infer that bribery is cpting in such cases from the fact that
Indians widely disapprove of it—at least when briberymderstood as high-level
influence peddling, as opposed to small “grease” paymergswi¥at people say or think

! Enron’s bribe apparently took the form of a lucratide gffer to Dhar in public relations if he would
support Enron’s activities (BBC News, 2002).



about a practice is not the relevant test. Thefeestorruption is whether the practice
tends to undermine the system.

India is a relationship-based culture that relies onlptoesextent on imported
Western institutions. The primary mechanism for ggttinngs done is a highly
developed skill for working through social networks, ofteasdal on extended family
relationships. The government is nominally parliamentauy real power is often
exercised through a remarkably resilient web of persaomfamily connections. The
country can weather widespread riots and communal viglesceccurred after the 1992
destruction of the Babri mosque in Ayodhya, without seslpthreatening the stability of
its economic and political system. Arguably, transpardrased political discourse and
free market choices alone would not survive the powesfgkfs of communal strife in
India if the society were not also bound together bystrang cords of personal
relationship.

Bribery obviously does not cultivate this kind of relasbip and therefore
threatens social stability to the extent that it @dispé traditional networking. If Enron
had established itself in India by “pulling strings,” tigatby working through
connections with influential people, then that would begather consistent with the
cultural system, however much Westerners (and manyrisidraight prefer a transparent
approach involving bids and contracts. But bribery is glearirupting. It is actually a
double liability, because it corrupts India’s quasi-Westestitutions as well as its
traditional social mechanism. These institutions, paleity the judicial system, play a
role of growing importance, and bribery clearly undermthesn.

The routine “facilitating payments” for which Indiaviell known require a
different analysis. Many Indians find them a dreadedamge, while the functionaries
who benefit tend to regard them as a just and necessppjement to meager salaries.
One can argue that grease payments are economicdflgierg, but it is unclear that
mere inefficiency constitutes corruption. The futitlt Western firms lavish on
advertising and sales personnel are also an inefficienbfugsources, but they can be
seen as a necessary cost of operating a market syRtatimer than undermining the
system, they are a functional part of the systebgiahn expensive one. Similarly, one
might argue that wholly public financing of a transparent dueeacy is socially and
politically impossible in India, and that grease paytsgmnovide resources that would
otherwise be unavailable. They may therefore be degiaas a functional part of India’s
relationship-based system, albeit an expensive one, tatrea force that tends to
undermine it.

The situation is complicated, and there are certaigyntases where payments
distract functionaries from carrying out their duties kadl to misuse of resources. To
the extent that payments distort choices in this wWagy are in effect bribes and have the
same corrupting influence as bribes. Also, many vdoe@at payments can get along
perfectly well without them, and in their case therpamgts play no functional role. But
to the extent that payments merely provide a necessafgrfaervices, they cannot be
regarded as corrupting. Granted, this may be a fee thaperdons of sufficient means



can afford, even though others may be legally entitléldsame services. Yet it is
unclear that this fact undermines a system that ischireistorically structured around
large disparities of power and wealth.

One might argue that kickbacks in Taiwan are, likewasegecessary cost of
operating a relationship-based system. They are irmfaeaknes®f the system, in the
sense that there is always a temptation to take shettrrelationship-building. But it is
unclear that they are an element of the cultural nmesiva Kickbacks are largely absent
in some industries, which suggests that they are unnegesasd in any case, they do not
provide indispensable resources. Few managers who makegng decisions face
poverty if they reject kickbacks. The payments theeefday no clear functional role in
this particular system but simply create a drag on it.

Scenario: Nepotism in China

In 1888, Lee Kam Sheung founded an oyster sauce businesaliGuangdong
Province, China (Lief and Ward, 2005). By 2005, the family-owsmedpany had grown
into a major food and health products firm, Lee Kum K&k (LKK), based in Hong
Kong. It operated manufacturing plants in China, Ma&yRBhilippines, and the U.S. It
sold in 80 countries and employed 3900 workers. Lee’s graMaarTat was Group
Chairman and had appointed his four sons to serve as chaandéor CEOs of various
divisions.

Man Tat was aware of the importance of bringing pradesd managerial
expertise into his growing company. He addressed this netyllpasending his sons to
college in the U.S. and then persuading them (primarilgrbgppeal to filial duty) to join
the company as top managers. But he went further by atigonéiis Board of Directors
with non-family professionals. By 2005 it contained tweésalers, in addition to himself
and his sons. He planned to add two more outsiders tm#rd and to recruit high-level
managers who “were culturally attuned to the firm amdifaas CEOs of its divisions”
(Lief and Ward, 2005, page 6). In other words, he would chaosesgional managers
who are comfortable with nepotism.

This raises the question as to whether a professionageahouldbe
comfortable with nepotism in LKK. Is it corrupting? Orananake a case that, on the
contrary, it is highly functional in a Confucian seftinThe extended family is
historically the primary unit of economic survival in Chinldis a little army with the
discipline and loyalty necessary to scrape out a liinreyharsh environment. The
grandfather is the general who enforces discipline Iastaare of his troops. The
priorities for a Confucian family member are cleargpés and grandparents come first,
then children, and only then oneself. This traditiovelsy much alive today, particularly
in Taiwan, Hong Kong, and many overseas Chinese comngjrattbough it is
somewhat modified in the large Mainland cities. Nepois not necessarily a part of
this pattern but often is. Parents can take careeafc¢hildren by sending them to
expensive North American schools to train them fordtige jobs overseas, but they may



at some point find jobs for their children through retesior friends. Children take care
of their parents by providing personal and/or financiakéssce, but they may also join
the family business after picking up managerial experienweadb

Westerners associate nepotism with the lazy and incemipetiative on the staff,
but it can have its advantages in a Confucian settingle\WhiVestern grandfather may
go easy on his grandson, a Chinese grandfather comesadtradition where elders
have authority, and the younger ones obey. A Chinesagea may extract more work
from his sons, grandsons, and nephews than from moityfemembers. Relatives may
not be the most talented available candidates footheout grandfather or uncle knows
their strengths and weaknesses intimately and caratbleantage of the skills they do
have. Observers have remarked the advantages of meaes in some Western
settings (Bellow, 2003a, 2003b; Perman, 2006).

Nepotism can, of course, go terribly awry, as can empdoyrbased on resumes
and interviews. A famous example is Wang An, a sageftam Shanghai who
emigrated to the U.S. and founded the highly successful \\Mamgyatories (Fukuyama,
1992). On retirement in 1986 he selected his son, Fred, tovake The company
immediately began a downhill skid and declared bankruptcy watlfen years. No less
than cronyism, nepotism must be used responsibly to bémefirm as well as the
individuals concerned. Man Tat evidently succeeded in thépotism is also
problematic in a government setting. This point is nsit ém the Chinese, who
introduced civil service exams for the state bureaucradggltite Sui Dynasty fourteen
centuries ago. Today, nepotism is often illegal, orastlefficially discouraged, in the
context of government agencies and state-owned entexpiisg@ppropriate nepotism can
therefore be corrupting even in a Confucian context. tefess family business, and
the nepotism that often goes with it, remains a ce@tnaese institution outside the
Mainland and is increasingly reasserting itself in the Maid) as non-state firms
proliferate.

LKK demonstrates that nepotism can adjust itself to agihg world. Although
the family members expect to maintain control oflthsiness, they are aware of possible
cultural complications. For example, they intentignavoid antagonizing outside
professionals with the kind close supervision that & atteristic of relationship-based
cultures. As one of Man Tat’s sons put it, “I'd likettonk that we have been careful
enough in hiring and training the right people and providingvenadl idea of where
we’re going and why that we don’'t need to be standing awgone’s shoulder” (Lief
and Ward, 2005, page 7).

Scenario: Accounting Fraud in North America

Nortel Networks is a telecommunications company basédronto, Canada.
During the period 2000-2003 its executives relied on income smgdthimelp meet
guarterly income targets. This is the practice of usingwadang tricks to transfer
income from the next quarter to the present one to brpgyted income up to par. The



executives feared that if the company came in belotaitget, the market would punish it
with a lower stock price.

One of Nortel's primary tactics was the questionableofi$d!l-and-hold
transactions. This is a transaction in which a custardgrs a product in the current
guarter but does not take delivery until the next quaitée seller is allowed to record
the revenue in the current quarter. Nortel offeredrs¢ed its customers incentives to
write letters requesting bill-and-hold transactions, incggrice discounts, interest
deferments, and extended billing terms.

Canadian and U.S. Generally Accepted Accounting Prire(@&AP) permit
this kind of early revenue recognition only if certain doods are met. One condition is
that the customer must request the bill-and-hold tramsaatid have a substantial
business reason for doing so. Nortel created the appeavémeeting this condition by
arranging for the letters, but only the appearance. ardsother schemes led the U.S.
Securities and Exchange Commission to file civil chergad some executives
eventually paid fines in an out-of-court settlemente Tmtario Securities Commission
subsequently pressed fraud charges against three executivesgeveharrested in June
2008 (Mathieu and Freeman, 2008).

Nortel's behavior is corrupting because transparencydsiedation of the system
in which the company operates. By and large, North Araarinvestors have not
developed a tradition of cultivating friends and extended|yarelationships through
which they can channel investment capital. On the agntitas common advice not to
get financially involved with either, because of thetfan that can result. It is therefore
necessary to invest in companies whose managers antiasstrangers. This kind of
investment can be tolerably safe only if there is sogti@ble way to obtain information
about the firm. The firm must be transparent to itowss and professional accounting
practices are the means by which it is made transpafém.kind of transparency also
has the advantage that capital can flow from anyonehakat to any company that can
make good use of it, irrespective of whether persotetioaships exist.

Income smoothing is not always corrupting, as for examwhen a company has
been working on a major sale whose revenues wilappear until the next period.
Reporting the true revenue in the current period could dgtealuce transparency
because it gives a false impression that the compargriag problems. Yet if
smoothing is to correct such misperceptions, there mustie guideline as to when
and how much smoothing is appropriate, because otherwise iill take liberties and
transparency will again suffer. GAAP standards are@ded to remove this kind of
ambiguity. Nortel's income smoothing was corrupting, mdy ®ecause it corrected no
misperceptions of this kind, but also because evenid jtitdvas contrary to GAAP
standards.

This case also illustrates the ease with which ruidesbe violated in the limited-

oversight environment of a rule-based system. TheseNoecutives were deterred
neither by guilt feelings nor by fear of being caught. alet,fone suspects that they were
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eventually caught only because they perpetrated sustaidadther egregious violations
of accounting standards over a period of three years.

Not only do rules violators often go undetected, but a fesvdpples can trigger
widespread instability—resulting in fragility that at lepsttially offsets the efficiency
advantage of a rule-based system. The global finanes# that is underway as this is
written provides an excellent example. Unprofessipredtices in a portion of the
relatively small (10-20%) subprime sector of the U.S.tgage loan market precipitated
a worldwide credit freeze, a massive drop in stock valresfinally a global recession.
These actions were not even illegal. The crisis w&sisified by the actions of a few
finance operatives who issued trillions of U.S. dollarsredit default swaps without
sufficient reserve capital—again, conduct that wastfermost part perfectly legal, albeit
contrary to good professional practice. Lack of trarapar in mortgage-backed
securities also contributed to the crisis. Basicallypne was watching.

Scenario: Corruption in Sub-Saharan Africa

Dr. Mo Ibrahim and Terry Rhodes founded Celtel Intermatioa wireless service
provider, in 1998 (Karim et al., 2008). They set out to findri®ss opportunities in sub-
Saharan Africa, partly because it was a largely untapedlet at the time, but also
because Ibrahim, Sudanese by origin, wanted to contribut&it@®economic
development. Although personally aware of the obstabebelieved that Westerners
often shied away from investment in the region due as tautteir unfamiliarity with it
as to sound business considerations.

Ibrahim and Rhodes resolved to play it clean if at alsjixdes. They often
avoided side payments simply by waiting out customs and offi@als who demanded
money in exchange for timely approval. On one occasiey transformed the arrival of
their equipment into a flashy public relations eventhsd the customs officer could not
delay matters without personal embarrassment. Oneanotlsasion they contributed to
a school rather than bribe the local chief directly.

However, in Guinea they encountered an impasSeltel had purchased a
$750,000 operating license from the Guinean government, atwlege interminable
delays in the steps necessary to implement the licefisally, Rhodes and colleagues
managed to set up a meeting with key government officiatsashld clear the way.
Shortly before the meeting, a fax arrived in Celtéliasterdam headquarters listing the
Guinean officials who would be present. Next to thmes were monetary amounts,
totaling about $50,000. These were payments demanded in exdbasgting up the
meeting. Further bribes would be necessary to closgetlle Due to poor telephone
service in Guinea, Rhodes was initially unaware ofdlxe The Guinean officials at the
meeting looked as though they were expecting something, agnl dvdappointed, the

2 The case description states that certain informatiefyding the location of the events, is disguised.
Presumably Guinea is not the real location of thedgmti related above.
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meeting reached a deadlock. Afterwards, Rhodes realiratdhad occurred and tried
working through other channels. He repeatedly hit a bridk wa

Bribery is ubiquitous in much of sub-Saharan Africaj emuch of the explanation
can be found in cultural disruption. While it is difficto make generalizations about a
region that contains hundreds of cultures and languagesnmon theme across many of
them is their traditional village orientation. The aognof colonialism, and more
recently globalization, has severely undermined villaige fiarticularly the role of
leaders. In the village context, leaders retain poweart by judicious redistribution of
resources. Their privileges allow them to accumulat@tiveand they in turn endow
their subjects with gifts and favors. Anthropologistfer to this as a “big man”
institution, first described as such in Melanesia. Bigeman system presumably evolved
because a community has greater survival advantage Waehief can redistribute
wealth to where it is needed.

When colonial powers brought Western-style governmentlieSsharan Africa,
many leaders left villages to take government jobs ircéipétal. They took with them
the practice of obtaining influence through generosity, it léft behind the village
context that structured and guided this practice. To aupligy a long and complicated
story, responsible distribution of wealth to maintaifiuence degenerated into payment
of bribes to buy influence. Bribery is corrupting in Afj but the truer story is that it is a
particularly visible result of a deeper corruption. @meplacement of men in general, not
just of male leaders, to jobs far from the village arguabljounts for many of Africa’s
problems today, including prostitution and the consequenadmieHIV-AIDS.

None of this resolves the issue as to what Terry Rhskeuld do. There may be
situations in which bribery is ethically justified. Therpose here is not to give ethical
advice, however, but to identify what corrupts and what doésIn the case of sub-
Saharan Africa, the corruption stems not so much fsobery as from a profound
cultural mismatch between traditional African soestand the Western nations that have
wielded so much influence in the region. The point reret to find fault with either
party. Many Africans accepted Western-style jobs and afygortunities with as much
eagerness as they were offered. It is only to acknowledgdtural dynamic that helps to
shape modern Africa, often for the worse.

Scenario: Side Paymentsin theMiddle East

On arrival at a Turkish airport, an MBA student from thated States joined the
passport control queue. On reaching the front of the queugrded his passport to the
official. Rather than stamping the passport, theatfput it in a drawer and proceeded
to process the new few travelers in the queue. Perpléxe student asked if there was a
problem. The official responded that there was no pnoltteit 50 U.S. dollars would
not fix. The student reluctantly pulled out his walletl daanded over the money. At this
point the official returned his passport, but withoutaargt, and continued to process the
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gueue. When the student asked whether his passport cot&hiped, the official
responded that certainly, it could, but this would requicgtar $50.

Small, irritating side payments are a fact of lifeTurkey. In one survey of
ordinary people, as opposed to government officialsisiniess people (Adaman et al.,
2001), about half of the respondents admitted to paying atdeasribe in the previous
two years. The survey found, for example, that tadblice required an average bribe of
$25. Other bribes included $50 on the average for schooiatdfi $63 for tax inspectors,
$97 for public hospitals, $98 for the registry of deeds, $113 foigipal governments,
$130 for non-traffic police, $260 for law courts, and $280 forarust

The root cause for this proliferation of side paymentgasrathe imposition of
Western institutions in a relationship-based cultugramon phenomenon around the
world but a particularly explicit one in Turkey becaus&emal Atatirk’s deliberate
attempt to Westernize the Turkish state he foundedtafdfirst World War.

Traditional Turkish culture, whose roots extend deep irgia,As not designed to support
a Western-style bureaucracy that relies heavily on w@rsiged adherence to rules.

Side payments are inefficient and thoroughly despised bysTwino must pay
them, but they are not always corrupting. They ne¢dindermine a cultural mechanism
in the way that kickbacks can undermine and dispdagaxi. The airport payment is not
corrupting, because it has no influence on whether &essatre actually cleared through
passport control (the traveler has little choice buyiay up). Nor does it displace a
relationship-oriented practice that would other operaddmittedly, the payment plays
no functional role, either, as do some payments ialnd

Many payments in Turkey are less innocuous, however. 3Jjeaythe gamut
from traffic fixes to high-level influence peddling. Thegnadistort decision making and
the implementation of much-needed policies in Turkey sgWestern system. A
particularly tragic example is the death toll resultirgn a 1999 earthquake that struck
the city ofismit in the middle of the night. Multilevel concreteartment blocks
collapsed like houses of cards, crushing thousands. Tké&wction standards on the
books are designed for a seismic region, but buildimgractors too often bribe
inspectors not to enforce them (BBC News, 2003).

Turkey is split between East and West as much cultuaallyeographically, but
the eastern, relationship-oriented side of its naemeams functional in many contexts.
In a typical scenario, the foreign visitor is welcaamwith warm hospitality, that being the
Turkish tradition. It eventually surfaces in conversatlmat the visitor is having some
difficulties with the system. In the next few dais host asks some old friends to take
care of these matters. This is not corruption, bsphality. It is appropriate behavior
for a people who for centuries have been bound togetheiebg$hip and hospitality
rather than by adherence to rules and procedure.

Turkey and other Middle Eastern countries are high powtaniis cultures,
meaning that the inherent authority of certain persegemerally regarded as proper and
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natural. One typically cannot get something done simplpligwing procedures,
although this may be necessary, but must have the suppoftuehtial people. Business
people working in Arab countries, particularly in the Garka, frequently tell of projects
in which nothing much happened until the appropissigkhor authority figure gave the
go-ahead, whereupon everything fell into place as though gicma word from above
can cut through months of procedure and delay.

It is therefore essential to know as much as posalimet the important families
and the lines of authority in them. This in itselh& corruption, because there are
traditional checks and balances on power. Streakhis expected to act with Koranic
justice and with the interest of his subordinates atthd_eading families command
respect and therefore retain power in part becausehthaya tradition of exercising
power responsibly. The system can obviously break dowsgraany, for instance when
some family members fail to learn the responsibiliaékadership from their elders.

This raises the question as to how one obtains thesspsimnp of an authority
figure. In traditional Arab culture, treheikhideally grants an audience to any of his
subjects with a legitimate request. This is the tradfitipurpose of theajlis (Arabic for
sitting place), which is a council in which telkeeikhhears petitions and grants favors
when warranted. King Abdul Aziz, founder of Saudi Arabegortedly heldnajlis
sessions several times a day. Today, however, fteie oecessary to work through
someone who has the ear of an influential person. &pelnson is popularly known as a
wastg who is an intermediary or middleman who petitiongathority figure on behalf
of a client. The word can also refer to the praaiceediation, or to the influence or
“pull” that the wastaoffers. Wastais often used to get a good job, admission to a
university, or a business opportunity.

Wastais widely regarded as a form of corruption, particulédgause
intermediaries may require payments for their serviddss is largely true, although one
must be careful to note exactly what abeastais corrupting. Wastahas drifted far
from its original Bedouin role as mediation and peaagekeebetween families or tribes.
Yet many practices referred to®astahave roots in the responsible leadership of the
sheikh and to the extent they still perform this functisastamakes a salutary
contribution. The intermediaries can in effect gerds through which a responsible
authority figure exercises influencéastacan also denote the common practice of
working through networks of friends and extended famildsch has the stabilizing
effect already described in the case of India. Rinedhstacan take the form of an
administrative service that handles procedures and dot¢sinmeunch as might be done by
a lawyer or customs agent, and this in itself is innasudVastabecomes corrupting
when intermediaries obtain favors that would not lagd by a responsible decision
maker, or when they are motivated by bribes rather lthaity to an extended family,
institution, or responsible leader.

One similarity between Middle Eastern and Westertuoes$ should be noted, and

that is the important of the agreement or contrtigs in fact from Middle Eastern
concept of the covenant that the West inherited itsqaugpation with contracts (one
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thinks of the covenant between God and humankind tisat ¢éentral in much of Jewish
and Christian scripture). Yet due to the relationshipntaiteon of the Middle East,
follow-through is traditionally a matter of personal bonather than legal enforcement.
It is vitally important to be true to one’s word to pregeone’s relationship with business
partners. As in much of the relationship-based worldtewicontracts function more as
memoranda of understanding than as legal documents.

Scenario: Giftsto Korean Officials

A U.S. accounting firm in the process of setting up operatin South Korea
found it necessary to obtain a number of permits fiteergovernment. When the
approval process bogged down, a local consultant offereedkeocare of the problem.
When asked how, he confided that he would hand his govermmetaict a white
envelope—with money inside. His consulting fee would inclidenitemized
allowance for the payment (Kerr 1999).

Side payments of this kind are common in Korea, evéreyf occasionally erupt
as public scandals that can bring criminal prosecutioticpkarly if the amounts are
large or government purchasing contracts are at staksore extent they result from a
blurring of the boundary between gifts and bribes. Bgsimen who are granted a
meeting with an important official may bring a giftasoken of gratitude, and the gift
often takes the form of cash. Gifts of gratitude areucally appropriate and are not
bribes, but if the giver is requesting a favor, theyslgninto the category of bribery. Or
a firm might send an official an unusually large gifbbservance of a wedding, or
condolence gift in case of death in the family.h# firm subsequently requests a
dispensation from the official, the gift looks likdoabe.

There is a deeper phenomenon at work, however, and it ssiggesctional role
for side payments if they are kept under control. Govenhmegjulation has played a
major part in creating the Korean economic miracleictvtraces back to the 1960s.
While studying at a Japanese military academy as a youngtheaSouth Korean
dictator Park Chung Hee learned about the Japasa@satsi or family-controlled
vertical monopolies, which he saw as giving Japan a strosijqroin world trade
competition. (They re-emerged in a different forneathe Second World War as
keiretsu) After taking power, Park resolved to adapt this pradticthe Korean
situation. He created a partnership between the goverrandriamily-owned
companies now known ahaebol(a Korean term that is cognatezimbats). He set up
a system of “guided capitalism” that directed thaebolto follow a coordinated
industrial policy, in exchange for financing and speciabfav The eventual result was
spectacular economic success.

In a strongly relationship-based culture like the Koreas, it is unrealistic to try
to influence behavior simply by laying down regulations asmight do in Germany or
Sweden. One alternative is close supervision, whicheicélse of government takes the
form of a police state (one thinks of North KoreBpark was nothing if not authoritarian,
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yet an iron hand alone could not work in a liberalizingt8dorea, and Park’s
repressive measures eventually led to his assassinatiororéAsuccessful strategy was
to implement regulation through personal relationships l@twesiness people and
government officials. These relationships are estaddigh part by gifts that signal a
willingness to do what the official wants in exchangedooperation and favors from the
government. Up to a point, the gifts can cement ttaioalship by showing that the
donor is willing to invest in it and is therefore seriab®ut following through. Yet due
to the instability of a purely quid-pro-quo relationships itmportant not to let the
payments metastasize into obvious bribery. It is tbeeafot surprising that egregious
gifts, when publicly exposed, result in serious lostaoé and even criminal prosecution.
A recent case is the exposure of major bribes allggetdred by Samsung, one of the
largestchaebol(Choe, 2007). There have also been cases in whiahajisis are bribed
not to expose bribes (De Mente, 1994).

Korean side payments can be compared with double parkingunyrk City.
A certain amount of it is necessary to allow delivieagks to unload and keep the
population alive, but too much of it would paralyze the clitimited side payments may
therefore be functional rather than corrupting incaid@n context. This not to deny that
they may violate such laws as the U.S. Foreign CoRPugttices Act, which forbids
bribery of foreign government officials, even when plagment is made by a local agent
on behalf of a U.S. company (South Korea, for thendchas a similar law). Since laws
of this kind may permit facilitating payments and extorpayments, one should consult
an attorney to sort things out. Yet whatever the lagaitson, a suitable side payment in
the Korean situation is culturally distinguishable framoutright bribe.

Ethicsand Human Nature

The radical differences in the ethical norms disadi$sze trace ultimately to
different interpretations of human nature. Westesnier example, invest leadership in
rules rather than persons because they see humays lasimutonomous, rational
individuals. This poses a problem of leadership. It would agpaetone can take
charge, because no one autonomous individual can hatienkggi authority over others.
Rational individuals can, however, respect rules beddeserecognize the validity and
universality of rules that are inherently logical. tlees can therefore derive authority
from the rules they enforce and by which they are aho3dis provides a principle for
social cohesion and leads to the rule-based transpyaoétive West. Because there is
less reliance on personal and family connections, thesutions have weakened over
the centuries, and Westerners have come to rely ooawsed environment for security.
This has given rise not only to rule-based institutiongdoat massive investment in
technology to create predictability in both the nataral social environment.
Technology does not cure all ills, and it has contribtedal lifestyle of unsustainable
consumption, but it can also be the key to solving probteatsange from disease to
depleted energy sources.
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The Middle East is the birthplace of monotheism, whinderstands human
beings to be creatures of a transcendent and omnipodeint God placed humans in a
secular world and charged them with the responsibifitgking care of it and each other.
This conception displaces a world inhabited by spirituaeemith a natural realm for
which we have responsibility, and over which we can@sercontrol when necessary. It
gave Islamic civilization, and later European civilizatigpiritual permission to develop
science-based technology as a means of control. [Egualortant, when there is but
one God, the will of God is universal. This introdudesitiea of universal values, which
led to the development of a rich ethical and legal tiadin both civilizations that plays
a central role in regulating conduct today. This legadition combines with the Middle
Eastern concept of covenant to shape much of Westisindss practice as we know it.

In a Confucian system, human beings surrender much ioftitenomy to
parents, ancestors, or rulers. Personhood is definmdniyi by relationships with
others rather than existence as an individual. Thessgige to the central role of
personal authority and saving face, and it places resplagin the ruler rather than the
individual. The deepest ethical duty is to take care okthmsvhom one is so deeply
related, a duty reflected in nepotism. Any broader oliiganhust be grounded in
cultivated relationships, whence the importancguahxi and cronyism. This type of
system is often regarded as outmoded, but such teleconatianitools as smart mobile
phones and networking websites are proving their abiligntaance and strengthen
personal connections. We may see a technology-enakladjeace of relationship-
based activity. To a great extent, Chinese business pa@pddready exploiting this
possibility as they rapidly extend their operations caantries that are more
comfortable with relationships than Western ruled-bassagsparency. Due to the
inherent resilience of relationship-based systems, thawaderesult could be greater
stability in what is today a largely Western-inspired ldi@rder that seems constantly on
the verge of system breakdown.

A prevalent African view, which is shared by many othediti@nal cultures, is
that the basic unit of human existence is the commuidtgally, people do not
distinguish their individual welfare from the colleatiwelfare, and the economy is based
on sharing of resources. Sharing can occur spontanengsiyften does, but the village
may benefit from pooling resources and redistributing thecording to the wise
judgment of a chief. Incompatibility of this traditiontivMestern practices and
institutions accounts for much of the corruption we @& in Africa. Yet African
cultures kept the human species alive for countlessmmilie while they were the only
cultures. In an age increasingly concerned with sustaityalle may see a return to
some of the communal values of traditional cultuvgs|e practices that are now
dominant on the world stage may come to be seen as tiogrbbpcause of their
unsustainability.

The Hindu/Buddhist world view likewise declines to see hunsamgs as
separate entities and, in its most rarified expresgmerprets them as manifestations of a
single consciousnesat(nar. This perspective highlights the connectedness ofall li
and is reflected in a social system that relies fureddaily on connectedness. The ideal
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is very imperfectly realized, because only certain kofdsonnections matter, and a de-
emphasis of individual equality allows the lowest clagsebe neglected. The
importation of Western norms further complicatesdihgation. Yet civilizations can
work gradually toward realization of their ideals, las West has attempted to do in the
area of human rights over the last few centuriesvofld view that profoundly
understands the connectedness of all life may haveadtieatial to unite human beings
with each other and the biosphere in a way that awmithdilistic world view cannot
support.

It is tempting to view the diversity of norms as a problearticularly when one
system seeps into another and creates the dysfunciibwéitoo often experience as
corruption. Yet each cultural world view brings a deepmeasr of ideas and resources
for dealing with a rapidly changing world, whether itthe technology and efficient
organization of the West, the theological and ethicedpextive of the Middle East, the
stability of Confucian relationships, the communal valfasaditional African cultures,
or the connectedness of all living things in Indian paisth. Cultures with very
different values have coexisted alongside one anatiheois, often in a peaceful and
mutually beneficial way. Rather than fight corruptimntrying to standardize behavior
worldwide, it seems best to allow each cultural sydtesvolve organically in its own
direction and work out its own problems, with enoughratBon to exchange goods and
ideas, but not so much as to create interference andndysin. Cultural diversity, no
less than ecological diversity, is good for the planet
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