Eindhoven University of Technology

MASTER
An investigation of the effects of corporate corruption on business models used by western
companies in Kazakhstan

Timmermans, M.H.J.A.T.
Award date:
2011

Link to publication

Disclaimer
This document contains a student thesis (bachelor's or master's), as authored by a student at Eindhoven University of Technology. Student
theses are made available in the TU/e repository upon obtaining the required degree. The grade received is not published on the document
as presented in the repository. The required complexity or quality of research of student theses may vary by program, and the required
minimum study period may vary in duration.

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.
• Users may download and print one copy of any publication from the public portal for the purpose of private study or research.
• You may not further distribute the material or use it for any profit-making activity or commercial gain

Eindhoven, December 2010

An investigation of the effects of
corporate corruption on business
models used by Western
companies in Kazakhstan
by M.H.J.A.T. Timmermans

Student identity number 0530018

in partial fulfilment of the requirements for the degree of
Master of Science
in Innovation Management

Supervisors:
dr. K.S. Podoynitsyna, TU/e, ITEM
prof. dr. L.H.J. Verhoef, TU/e, ITEM

TUE. School of Industrial Engineering.
Series Master Theses Innovation Management

Subject headings: entrepreneurship, business strategy, business model, corruption,
Central Asia

ii

Abstract
During the last centuries, western entrepreneurs became more and more aware of the
business opportunities in the developing economies of the world. Obviously, in addition to
these opportunities, someone doing business in developing countries come across difficulties
in several areas. One of the challenges faced by western companies is how to deal with the
corporate corruption that is prevalent in the majority of these so-called developing markets,
since corruption is an inappropriate and illegitimate practice in our culture. To this point not
much academic literature on this topic is available. The aim of this study is to investigate
possible adjustments to a business model that help a company to deal with corruption
without getting involved in these activities, and hereby making a start in filling the gap in
academic literature.
Interviews with managers of western companies in Almaty, Kazakhstan, are the foundation
of the investigation and the input of the data analyses. This narrow geographical range has
its limitations for the direct applicability of the results to a universal framework, but the
conclusion of the study provides implications that lead to a common method. The
conclusions of the study will be valuable for academic science as well as for companies that
encounter difficulties while doing business in developing markets with a high perception of
commercial corruption and bribery.
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Executive summary
Introduction
Since decades, or even centuries, companies and individual entrepreneurs from western
countries became more and more aware of business opportunities in other parts of the
world. In this respect, developing economies are said to have one of the highest business
potentials in the world. Sadly, one of the drawbacks of doing business in developing
countries is that these countries often developed different moral standards. Due to lacking
standards in the area of ethics and legal laws, it has been possible for companies to get
around regulations in a way that would never be possible in their country of origin; think
about child labour, environmental pollution, underpaying of employees, and corruption.
Fortunately, the pressure on western companies rose for doing business in a way that can
also be defined as ethically correct in the western world.
This project was initiated by a European entrepreneur who owns a company in Almaty,
Kazakhstan, the question rose how he can counter corporate corruption that is highly
prevalent in the Kazakh business culture without undermining his competitiveness. In order
to find an answer to this question this research has been conducted. Interviews with experts
on doing business in Kazakhstan proved that the need for answering this question is high.
However, only some minor contributions to the academic literature on this topic exist,
mainly from one researcher, Argandoña. To find a solution to the problem the following
research question is explored empirically in this report:
What practices can be used to adapt business models of western companies to
cope with corporate corruption in Kazakhstan and still be competitive?

Theory
Existing literature on Business Models is ample, as is existing literature on corruption.
However, although literature on corruption is abundant, literature on the specific topic of
corporate corruption on company level is scarce, with only a few contributions to academic
literature. Academic literature on the link between corporate corruption and business models
is not yet available. However, some practical sources from companies and non governmental
organizations provide some guidelines for companies on how to deal with corruption.
It is decided to use the framework of the Board of Innovation, an open platform website
that helps organizations innovate and dynamically develop innovative business models, to
find a explore a link between business model and corporate corruption on business model
level. On product level, the variables of innovation diffusion as presented by Rogers
(Relative Advantage, Compatibility, Triability, Complexity and Observability) have been
included in the business model framework by Osterwalder. Argandoña (2003) presents the
use of corporate corruption as an unsustainable advantage. It is expected that the variables
of innovation diffusion can serve as a way to create a sustainable competitive advantage
that outweighs the unsustainable competitive advantage of corporate corruption.
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Methodology
After an extensive literature review, data has been gathered during a field visit to Almaty,
Kazakhstan. The data has been gathered by means of semi-structured interviews with
spokesmen of eleven western companies that have an office or a representative office in
Almaty. The framework that has been used for developing the semi-structured interview is
the framework for business models by Alexander Osterwalder. Additionally, questions about
performance, perception of corporate corruption and the implementation of Rogers’
variables of innovation diffusion have been included in the interview. Each interview took
one to two hours.
Hereafter, two analyses have been performed. First the business models of the eleven
companies have been drawn using the framework as developed by the Board of Innovation
From these business models the business models (re-)designs in value streams that enable
companies to counter corporate corruption have been extracted and described. This analysis
provides us with results on how to deal with corporate corruption on business model level.
The second analysis was a set of Qualitative Comparative Analyses (QCA), a relatively new
analytic technique that uses Boolean algebra to implement principles of comparison in the
qualitative study of macro social phenomena. These analyses are used to examine the
possibility to outweigh the personal gain that results from corporate corruption by improving
other, more sustainable, factors to create a competitive advantage. The results of the QCA
provide us with results on how to deal with corporate corruption on product level.

Results
The first analysis provided five business model (re-)designs that are used by companies in
order to counter corruption and still be competitive. It must be noted that (re-)design 1 and
2 are classified as legally and ethically correct, but that (re-)design 3 is classified as legally
correct only.

(re-)design 1a:
The western company makes the rules and if third parties can not or do not want to
adapt to these rules: no business.

(re-)design 1b:
The western company makes the rules and takes care of image/integrity by
screening a group of their customers that meet certain criteria.

(re-)design 1c:
The western company makes the rules and takes care of image/integrity by
screening all of their customers. To make this possible, the company only works with
a handful of direct customers that can be controlled.

(re-)design 2:
Make use of laws that provide your company with a certain competitive advantage.
In the case of Kazakhstan this was local content law, in other countries it is probably
possible to find other laws that give you a competitive advantage.

(re-)design 3:
Make use of an intermediary company to re-route the necessary payments. This
solves two practical problems; (1) no illegal payments have to be made and (2)
where to find the desirable amount of money in cash.
The second analysis proved one out of five factors of innovation diffusion to be very
important in the struggle against corruption: Relative Advantage. In 95% of the cases where
companies were successful and not involved in corporate corruption they indicated to score
higher on this factor than their competitors. A second factor which proved to be of high
importance is Compatibility, in 52% of the cases a combination of the two aforementioned

vi

factors has been found to be related to success. An interesting point is that these two
factors can both be projected in the value proposition block of the framework by Alexander
Osterwalder. This roughly means that creating a sustainable competitive advantage will
enable western companies to do corruption free business in transition economies. This
theory is confirmed by (re-)design 1 and 2 from the other analysis.

Implications
The results of this study are an addition to science as well as to practice. Concerning the
addition to science, this study is a first attempt in filling the gap in literature on the topic of
corporate corruption, and despite the explorative nature of the study, the results are
promising for future research.
Concerning the addition to practical knowledge, a method for (re-)designing a company’s
business model is presented based on the results of the analyses.
- Firstly, managers have to decide on what grounds the company wants to distance
from corruption before choosing a redesign; just legal grounds, legal and ethical
grounds, or to protect the integrity of the company or the parent company abroad.
- After that, appropriate rules for employees, customers and business partners have to
be made in a code of conduct. It is important that this code of conduct is
communicated to everyone who has to apply to these rules.
- If necessary, a (re-)design from the first analysis can be applied to the company’s
own business model to counter corruption on business model level. Changing a
business model should be done with great forethought in order to let the process of
change run smoothly.
- Another possibility is to counter corporate corruption is to find advantages over
competition on Relative Advantage and where possible one or more other factors of
innovation diffusion. In this way a sustainable competitive advantage can be created
that outweighs the personal gain that results from corporate corruption.
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Introduction

LSH International is a certified distributor for mining equipment in Central Asia, with a
representative office based in Almaty, Kazakhstan, and owned and managed by a European
entrepreneur. One of the problems faced by LSH International in Central Asia is to cope with
the high incidence of corruption that takes place in transactions with their customers – socalled corporate corruption (Argandoña, 2001).
What usually happens during the process of corporate corruption is that the purchaser asks
for a bribe, or that the supplier offers a bribe, in order to make the deal. In the
aforementioned case, it is the purchaser of the equipment who demands LSH International
for a bribe. If this bribe can not be paid, the purchaser will try to find another company who
can (1) supply him with a similar product and (2) is willing to pay the bribe. The height of
these corporate bribes can rise up to 20% of the total sales amount.
The policy of LSH International is not to participate in illegal and immoral activities like
corporate corruption. However, this hands-off-corruption policy makes it difficult for LSH
International to gain market share. The question that rose from this practical problem is
how to redesign the company’s business model in order to be competitive and gain a share
of the Central Asian market without being involved in corporate corruption. This document is
dedicated to finding an answer to this question. An extensive literature review and
interviews with managers of western companies that do business in the same region
provided the information that has been analyzed in order to answer the question.
For now, no academic literature has been published on this particular topic. However, a
great deal of academic literature has been published on both sub-topics separately;
corruption and business models. For me, the challenge is to make a start in filling this gap in
literature.

1.1

Project goal

As has been described in the global introduction, the goal of the project is to find an answer
to the question that rose by the managing director of LSH International: Is there a way to
change his business model in order to be competitive on the Kazakh market without being
involved in corporate corruption and bribery?
To answer this question, best practices on how to arrange a western company’s business
model in order to do corruption-free business in a market with a high incidence of corporate
corruption will be extracted from existing literature and semi-structured interviews with
managers from western companies held during a field visit to Almaty, Kazakhstan.

1.2

Project Justification

Since decades, or even centuries, companies and individual entrepreneurs from western
countries became more and more aware of business opportunities in other parts of the
world. In this respect, developing economies are said to have one of the highest business
potentials in the world. Sadly, some of the drawbacks of doing business in developing
countries are the not-so developed moral standards. Due to lacking standards in the area of
ethics and legal laws, it has been possible for companies to get around regulations in a way
that would never be possible in their country of origin; think about child labour,
environmental pollution, underpaying of employees, and corruption. Fortunately, a social
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debate has rose in the last decade that asks western companies for doing business in a way
that can also be defined as ethically correct in the western world.
In this light, this research serves a practical and social goal. It provides western companies
with best practices on how to deal with one of the topics from the social debate that is still
hot.
In addition, this research serves an academic goal as well. For now, a great deal of literature
has been published about business models, and a great deal of literature has been published
about corruption. However, none of the articles that known to me try to find a relationship
between corruption and business models, and none try to find best practices on this topic.
The eventual academic goal of this research is to make a start in filling the knowledge gap
on this topic.
In the very beginning of the project, interviews have been held with three experts on doing
business in Central Asia in order to verify the need for a research like this. All three experts
recognised the problems as encountered by LSH International and classified the research as
essential.

1.3

Report structure

The remainder of this paper is structured by first presenting the project approach and the
research questions in chapter 2. In chapter 3, a literature review on both topics, business
models and corruption, is presented. Recommendations on how to deal with corporate
corruption that have been extracted from the literature will be presented in chapter 4. Next,
a dozen of interviews that have been held during a visit to Kazakhstan will be analyzed in
two ways in chapter 5. First, the framework as presented by the Board of Innovation is used
to model the business models of all interviewed companies. Subsequently a Qualitative
Comparative Analysis is conducted to examine the possibility to outweigh the personal gain
that results from corporate corruption by the attributes of innovation adoption as presented
by Rogers (2003). In chapter six, the conclusions, limitations and implications for practice
and future research will be presented. The report ends with a discussion of the results in
chapter 7.

2

2

Project approach

The preceding chapter served as an introduction to the project wherein a global description
of the project and the project goal has been represented. In this chapter, the research
questions and the problem definition that served as a base for the entire project will be
described in more detail followed by a description of the research process, a justification of
the reliability and validity of the project and the project scope.

2.1

Research question

Although the question from the managing director of LSH International was very clear, it has
been modified on behalf of the research. The research question that we will try to answer in
this report is the following:
What practices are used to adapt business models of western companies to
cope with corporate corruption in Kazakhstan and still be competitive?

Subsequent, five sub questions have been formed in order to answer the main research
question. These sub questions are divided in two groups.
- The questions from the first group will provide us with an answer on business model
level. We chose to make a distinction between (1) dealing with corruption in a both
ethical and legal acceptable way, and (2) dealing with corruption in a legal
acceptable way only.
- The questions from the second group will provide us with an answer on the product
level of the business model.

Sub question 1a:
Which business model (re-)design principles exist in order to deal with corruption in
a legal acceptable way?

Sub question 1b:
Which business model (re-)design principles exist in order to deal with corruption in
an ethical and legal acceptable way?

Sub question 1c:
Which of these business model adoptions have been successful?

Sub question 2a:
Which factors of innovation diffusion could potentially outweigh the expected bribe in
decisions to buy?

Sub question 2b:
Which of these factors have proven to be successful?
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2.2

Research Process

To answer the questions from the previous paragraph, the research process as visualized in
figure 1 is set up. Every step of this research process is described in this paragraph.

Academic literature on
business models

Desk
research

Theoretical & best
practice redesign
principles

Academic literature on
corruption

Practical literature on
dealing with corruption

Interviews

Discussion &
Implications

Semi-structured
interviews with western
companies in Almaty

QCA

Figure 1. Research Process

-

First, a desk research has been performed which can be divided into three parts:
o An academic literature study on the topic of business models.
o An academic literature study on the topic of corruption.
o Although academic literature on corruption is abundant, academic literature
on the specific topic of corporate corruption on a corporate level proved to be
very limited. Therefore other sources have been consulted like the code of
conduct of multinational enterprises, and the rules of conduct to combat
extortion and bribery by the International Chamber of Commerce.
This desk research results in a couple of methods that can be used by western
companies in order to counter corporate corruption.

-

Following on the desk research, a two month visit has been paid to Kazakhstan
where semi-structured interviews have been held with managers at western
companies. The business model as developed by Alexander Osterwalder (2009)
served as the guideline of the semi-structured interviews. The interviews were meant
to take approximately 60 minutes but due to the enthusiasms of the interviewees
many of the interviews took 90 minutes or more. The original interview can be found
in appendix A.
o In an attempt to strengthen the answer on sub question 1a, 1b and 1c, the
business models of all interviewed companies will be graphically represented
using the Board of Innovation framework to find business model (re-)design
principles as used by companies in Kazakhstan.
o Additionally, the data from the interviews will be coded and analyzed by
means of a QCA in an attempt to answer sub questions 2a and 2b.
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2.3

Validity and Reliability

The cases selected for the research came from different sources. First, a couple of
companies in Almaty have been approaches by email with the request of cooperating in our
research. This resulted in three companies that were willing to cooperate. In addition, the
personal network of the managing director of LSH International has been used to find five
more companies. Finally, during the first interview at Fucik Kazakhstan, the CEO of Fucik
provided the names and contact details of three other CEOs who were willing to cooperate.
Due to this way of selecting a more or less random sample of western companies that have
office in Kazakhstan has been selected.

2.3.1 Validity
All data that has been used in the research is gathered by means of semi-structured
interviews, held during a field visit to Almaty, Kazakhstan. During these interviews two
interviewers were present – me and a colleague who used the same interviews for another
research – and usually one interviewee who was CEO, director or manager at the
interviewed company. Tape recordings could not be made because of the sensitive nature of
the topic. However, the presence of a second interviewer, who documented the same
interview completely and independently, assures validity.
Additionally, two Dutch students performing a field visit in Almaty is a rare situation. This
allowed us to easily find our way to CEOs, directors and managers on the one hand and on
the other hand facilitated an informal atmosphere in which interviewers and interviewee felt
highly comfortable. Due to this informal atmosphere almost all interviewees – except for one
– spoke freely about topics that could give problems in more formal situations.

2.3.2 Reliability
Since only a small numbers of companies have been interviewed (total N = 11) the study is
indicative in nature. The probability that the results will be reproduced when a bigger
sample is being used is small. However, the results of the study can certainly serve as a
base for future research.

2.4

Research scope

In order to complete the research within the constraints of a master thesis project, the
scope of the field research will be limited to western companies that cover activities in
Kazakhstan. The term “western companies” is explained as (1) companies from western
Europe and northern America or (2) local companies with a (co-)owner from western Europe
or northern America. In addition, it was decided that 10 interviews would produce enough
data to do the favoured analyses.
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3

Literature review

In the preceding chapter, the literature review has been mentioned as the fist step in the
research process. In this chapter existing literature on both topics, business models and
corruption, will be thoroughly described. In the next chapter, the business model (re-)design
principles resulting from the literature review will be discussed.

3.1

Business model literature overview

To this point, the term business model has been mentioned a numerous times, but what
actually is a business model? The term business model does ring a bell by many, but only a
few will be unanimous over the meaning of the expression. Before we continue with this
paragraph a couple of definitions for the term business model are given.
- A set of planned assumptions about how a firm will create value for all its
stakeholders. (Dorf & Byers, 2008)
- The business model provides a coherent framework that takes technological
characteristics and potentials as inputs, and converts them through customers and
markets into economic outputs. (Chesbrough & Rosenbloom, 2002)
- An operating business model is the organization's core logic for creating value.
(Linder & Cantrell, 2000)
- We define a business model as a representation of a firm’s underlying core logic and
strategic choices for creating and capturing value within a value network. (Shafer, et
al., 2005)
- A business model, from our point of view, consists of four interlocking elements that,
taken together, create and deliver value. The most important to get right, by far, is
the first: Customer value proposition, Profit Formula, Key Resources and Key
Processes. (Johnson, et al., 2008)
- A business model describes the rationale of how an organization creates, delivers
and captures value.(Osterwalder & Pigneur, 2009)
All these definitions have one thing in common; their goal is to create value. Some
definitions extend their goal with delivering and/or capturing value. However, they all have a
certain input that results in the creation of value.

3.1.1 Business model frameworks
In the academic literature about business models many conceptual frameworks have been
developed and tested. The five most influential of these frameworks will be described in this
paragraph.

3.1.2 Linder
The framework by Linder and Cantrell (2000) links different components in a company to
each other, as can be seen in figure 2. Although Linder and Cantrell do not use the term
business model – they use the term operating model – the framework certainly belongs to
this category since the framework focuses on how to create and maintain value in a
company.
The framework offers a step-to-step plan in creating a sustainable competitive business
model. The first four steps are all about customers, the next two about managing the
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company, and the last step is about overseeing the financial part. In every step, underlying
financial implications have to be kept in mind.

Figure 2. Operating Model Framework (Linder and Cantrell, 2000)

3.1.3 Chesbrough and Rosenbloom
Chesbrough and Rosenbloom (2002) use a case study at Xerox to investigate the role of the
business model in capturing value. In the paper, Chesbrough and Rosenbloom argue that it
essential for a company to understand their business model and the role of it. In the
particular case of Xerox, it means that if an opportunity presents itself that does not fit in
the current business model, a spinoff should take over the opportunity in order to maintain
the business model and keep activities on track.
The six business model attributes that result from their research are:
- Market
- Value Proposition
- Value Chain
- Cost and Profit
- Value Network
- Competitive Strategy

3.1.4 Morris et al.
Morris, Schindehutte and Allen (2005) have developed a more extensive framework
compared to Chesbrough and Rosenbloom, better known as Morris’ framework. In their
research, six components have been defined that have to be included in a functional
business model. The six components are not exactly similar to the six elements as defined
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by Chesbrough and Rosenbloom, but comparable. The definition of elements is not where
Morris’ model differentiates from Chesbrough and Rosenbloom’s model. The difference is in
the definition of three levels: Foundation level, Proprietary level, and Rules level.

Figure 3. Business model framework (Morris, Schindehutte and Allen, 2005)

3.1.5 Alexander Osterwalder
Osterwalder is currently an authoritative researcher on the topic of business models. In
2004, he graduated on the University of Lausanne, Switzerland, on the topic of business
models. In his thesis (Osterwalder, 2004), he proposes a more extensive framework than
the existing ones. Since his graduation he has intensified his research on the topic and five
years later he published a book (Osterwalder, 2009) on business model generation. In
addition, guidelines on how to use his framework have been published.
Osterwalder’s original framework, as published in 2004, is different to the aforementioned
frameworks due another distinguishing of stages at execution level. A distinction is made
between the offer, the infrastructure needed to support this offer, the customer who
receives the offer, and the creation of financial value within the company. Furthermore,
each of these stages has one or more sub-stages. Although this extension of the business
model framework is valuable in itself, the next step taken by Osterwalder is even more
valuable. Besides small changes in names of specific blocks, interactions between different
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parts of the framework have been described. All interactions, including their direction, can
be found in figure 4.

Figure 4. Business model aspects and interaction (Osterwalder and Pigneur, 2004, 2009)

In designing a business model base on this framework, Osterwalder appoints the Value
Proposition as the starting point of the process. As soon as an initial Value Proposition has
been defined, the revenue structure can be designed. First a fitting target customer segment
has to be found and defined. The next step is to define the desired kind of relationship with
the customer and the way value reaches the customer. If this part is considered done, the
revenue streams can be defined. These streams represent the economic value created by
the company and serves as feedback on the value proposition. At this point, the cost
structure has to be designed. This begins with defining the key activities used to create
value; in addition the key resources owned by the company to execute these activities have
to be described. If resources are not available within the company, they can be, and
probably have to be, obtained through cooperation with a network of business partners.
After definition of this part, the cost structure can be defined which represents the costs
faced by the company to remain operative. This cost structure serves as feedback on the
value proposition too. This organized way of mapping a business model served as the
starting point of the interviews.

3.1.6 Board of innovation
Board of Innovation is an open platform website that helps organizations innovate and
develop remarkable business models. This is done by consulting and inspiring organizations
in exploring new media and business models. The main idea behind the framework is giving
insight in the different (cash) flows there are within a company (Board of Innovation
website, 2010).
In order to represent these business models, Board of Innovation has developed a set of 16
standard building blocks, split up in players and items to transfer. These blocks are used to
graphically and dynamically model the interactions between an organization and its several
partners and include nearly all of the aspects which are described in the other frameworks.
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The advantage of this dynamic way of business modelling over the aforementioned
frameworks is the possibility to react on changes in the environment. An example is
presented in figure 5, whereas the players and the items to transfer can be found in
respectively appendix B and appendix C.
This example of this framework is taken from the Board of Innovation website. It represents
a franchise model. The consumer buys a product at a franchise shop and pays money for
the product. The shop on its turn pays less money to the parent company for the right to
sell a product with a good reputation.

HQ

Inc

Figure 5. Board of Innovation framework example (Board of Innovation, 2010)

3.2

Corporate corruption academic literature overview

In the preceding paragraph the academic literature on business models has been reviewed
and in this paragraph the literature on corruption will be reviewed. As stated earlier,
although a lot of literature has been published on the topic of corruption, literature on the
specific topic of corporate corruption is very scarce. Luckily, a contribution to this area of
research has been provided by Argandoña (2001; 2003; 2005) who has published three
articles on corporate corruption.

3.2.1 What is corruption?
For the term corruption the same accounts as for the term business models. Many people
‘know’ what corruption is but ask twenty for a definition and you will not get the same
answer twice. A number of definitions of corruption are taken from literature to get a clear
view on the meaning of the term:
- “The degree to which business transactions involve corruption or questionable
payments.” Mauro (1995)
- “We define … corruption as the sale by government officials of government property
for personal gain.” Shleifer and Vishny (1993)
- “Corruption … is the misuse of public office for private gain.” Rowley and Charles
(2008)
- “The abuse of public roles and resources for private benefit or the misuse of office
for nonofficial ends.” Getz and Volkema (2001)
- “The abuse of entrusted power for private gain.” Transparency International
Website (2010, visiting date 15-03-2010)
- “It represents the illicit use of willingness-to-pay as a decision-making criterion.”
Rose-Ackerman (2008)
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Even these academic definitions do not agree on the meaning of corruption. However, four
out of six definitions do mention private gain as an outcome. Since our research is about
corporate corruption – corruption between businesses and no government is involved – we
have to choose a definition that fits this criterion. Therefore, we choose the definition of
corruption as given by Transparency International: The abuse of entrusted power for private
gain.
Another regularly mentioned term is bribery. A couple of definitions are given below:
- “The offering, promising or giving something in order to influence a public official in
the execution of his official duties.” Sanyal and Samanta (2004)
- “An offer of money or favours to influence a public official.” World Bank website
(2010, , visiting date 23-04-2010)
- “A payment voluntarily offered for the purpose of inducing a public official to do or
omit doing something in violation of his lawful duty, or to exercise his official
discretion in favour of the payer’s request for a contract, concession or privilege on
some basis other than merit.” Kaikati (1977)
- “A bribe, a type of fraud, is a business transaction, albeit an illegal or unethical one
that has the effect of corrupting economic and governance systems as it bestows an
unfair advantage upon those paying the bribe.” Pacini, Rogers and Swingen (2002)
- “The giving or receiving of money, a gift or other advantage as an inducement to do
something that is dishonest, illegal or a breach of trust in the course of doing
business.” Transparency international (2008)
- “Bribery is the offering, giving or accepting of any undue pecuniary or other
advantage to or by:
o a public official, at national, local or international level;
o a political party, party official or candidate;
o a director, officer, employee or agent of a private enterprise
in order to obtain or retain a business or other improper advantage, e.g., in
connection with regulatory permits, taxation, customs, judicial and legislative
proceedings” (ICC Rules of Conduct and Recommendations 2005).
The last mentioned definition of bribery is the most relevant in the light of our research.
An additional interesting division is made, among others, by Argandoña (2001). He claims
that in case of bribery it is the person who pays who takes the initiative, whereas extortion –
or solicitation – involves the same transaction as bribery but is it the person who receives
the payment who takes the initiative, whether explicitly or otherwise. Extortion is the actual
situation as described by the manager of LSH International.

3.2.2 Risks of corporate corruption
Argandoña (2001) discusses the risks that a company faces from corruption. It must be
noted that in this article he discusses both governmental corruption and corporate
corruption. His first argument is that corruption, even if it is supposed to have beneficial
outcomes for the company, has direct costs which may be high since corruption is an illegal
activity. In addition to direct costs, managers can face additional risks including prison
sentences and blackmailing.
Besides, getting involved in corruption can seriously damage the local as well as the
international reputation of a company which can result in a negative effect on their ability to
generate future profits.
Other direct economic costs of corruption are increased expenses and a low efficiency in the
use of recourses. Nonetheless, many assume the benefits that are to be obtained from
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corruption can outweigh the economic costs involved but this is certainly not always the
case. A particular threat for a company is to become subject to extortion, blackmailing for
example. In this case, a payment has to be made that does not involve any economic
benefit at all.
Only taking into account economics, corruption can be entitled as profitable when the net
discounted value of expected present and future profit exceeds expected present and future
expenses. The first mentioned, expected profit, is usually quite straightforward to determine
– think of the benefits derived from a certain contract – but the last mentioned, expected
expenses, can be much more difficult to determine since they are usually not limited to
economic variables. However, even when we limit the expenses to economic variables,
determining the expenses in a corrupted business deal is still a complicated task. Argandoña
gives as an example that the likelihood of being caught for corruption is not exogenous but
depends on the behaviour of others who are involved. Being involved in a good number of
corruption cases can certainly increase the chances of being caught. Once caught, the
chances increase that past cases find their way into publicity. No economic variable can
incorporate these risks.
Involvement in corruption usually requires a company to reduce it’s transparency in terms of
concealing information or misrepresenting accounting statements and tax returns. These
practices on its own cause a significant cost and can generate problems like misgovernment
and mistrust. In addition, the hiding of corrupt activities – meant to reduce chances of
getting caught – creates new opportunities of getting caught. Furthermore, paying bribes
can be seen as a competitive advantage. However, this competitive advantage is nonsustainable, effortless imitated by competitors, expensive and it can involve the adoption of
unsuitable strategies. A company that focuses on corruption and bribery as a competitive
advantage soon can begin neglecting its more lasting advantages that are based on
sustainable factors such as quality, cost, innovation, and service. This indicates to a lack of
management quality, focusing on the short-term advantages of corruption but overlooking
the long term costs involved.
When a company has become involved in corrupt activities, it tends to grow, become
organized and becomes a part of a structured and well-established system. At this point a
major change takes place, it “changes the rules of the game, hampers fair competition,
generalizes the use of unsuitable practices, generates new situations of extortion and
bribery, causes decreasing returns to the same act of corruption (progressively larger
quantities must be paid to grease more palms), and it may attain extreme forms such as
organized crime” Argandoña (2001). In other words: it may be financially profitable when
the corrupt activity is only performed once in a given environment but when the action is
repeated, the environment will adapt to it and the corruption will become more and more a
threat.
Additionally, corruption sets off two learning processes: on an individual level as well as on a
social level. These learning processes influence the behaviour and expectations of involved
parties and an extensive range of moral and human problems within a company. “The
managers or employees who feel forced to take part in it feel that their dignity and moral
integrity have been affronted, and those who take part in it willingly feel strengthened in
this deterioration of ethical climate. The atmosphere of trust starts to deteriorate”
Argandoña (2001). Eventually, the people with good intentions are likely to leave the
company while others will take advantage of the worsened ethical climate. Another group
will be discontent with the new situation in the company and is likely to show this by means
of high numbers of absenteeism, low performance and a total lack of initiative.
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Argandoña concludes that well-managed companies are aware of the high risks that are
attached to corruption. And although it may be tempting for a company to obtain a passing
advantage by means of bribery, a company’s management that allows corruption and
bribery does not act rational because involvement in corruption has negative effects on an
ethical level, a sociological level and eventually a financial level.
Corruption is a sign of deficiencies on the management level. Any manager who encourages
or permits corruption and bribery does not have a long term vision. A strategy involving
corruption ignores the consequences that arise; he underestimates the negative effects of
corruption and overestimates the positive effects. Corruption may not be seen as a
sustainable competitive advantage.
In the light of our research, the findings about bribery as a competitive advantage are of
high importance. By introducing other, sustainable competitive advantages that eventually
outweigh corruption and bribery, Western companies in transition economies can increase
their market share in a sustainable way.
In addition, Argandoña (2003; 2005) discusses corporate corruption in particular. However,
the risks of corporate corruption are described to be the same as above.
The fundamental contribution of these articles is the development of a number of
suggestions for companies that wish to deal with corruption. These practices are described
in the next chapter.
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3.3

Corporate corruption practical literature overview

In some countries, corruption and bribery may be so much a part of a business culture that
countering it can seem to be an overwhelming or even impossible task. No one business can
or should try to fight corruption on its own. However, the adoption of anti-bribery
programmes and close cooperation with business partners, authorities, trade organisations,
and civil society will give all businesses the opportunity to help to create a culture of zero
tolerance towards bribery and deal with it.
A couple of companies and institutes have developed guidelines or legislation in their
struggle against corruption. The sources that have been analyzed are:
- Business Principles for Countering Bribery – Small and Medium Enterprise (SME)
Edition by Transparency international (2008).
- The part on corruption and bribery from the code of conduct of Shell; a large
western multinational enterprise that has active business in transition economies
- The guidelines by the organization for economic co-operation and development
(OECD)
- The rules of conduct to combat extortion and bribery by the international chamber of
commerce (ICC).
A full copy of each guideline can be found in appendices D to G.

3.3.1 Business Principles for Countering Bribery
In cooperation with the research institute Transparency International a group of private
sector interests, non-governmental organizations, and trade unions have developed The
Business Principles for Countering Bribery as a tool to assist companies to develop effective
approaches to counter and deal with bribery in all of their activities. Transparency
international has simplified these business principles in order to make them applicable to
small and medium sized enterprises since they tend to have less recourses than bigger
firms. The values held by the business principles are unchanged though. With this guideline,
a good programme on how to deal with corruption can be developed.
The most important point in the guideline is communication. Clear communication to internal
parties (i.e. employees) as well as to external parties (i.e. customers and suppliers) is
regarded as indispensible in the struggle against corruption. Everybody has to right to know
the point of view of the company and the company should oblige all parties to agree upon
the rules, preferably on a yearly basis. The full article can be found in appendix D.

3.3.2 Shell: code of conduct
On the website of Shell, their so-called code of conduct is downloadable. The code of
conduct is developed and published because Shell believes it is necessary to provide their
people, wherever they may work, with great detail on the standards of behaviour that Shell
stands for. These standards are set out in the code of conduct and are meant to make
everyone aware of the beliefs and values that apply to Shell’s everyday business.
Two pages of the code of conduct in the chapter Personal and Business Integrity are
devoted on their attitude toward corruption. The paragraph heads with “The direct or
indirect offer, payment, soliciting or acceptance of bribes or facilitation payments in any
form is unacceptable”.
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The code of conduct provides us with the information that “Shell has a clear position on
bribery and corruption: Shell employees do not offer or accept bribes. The direct or indirect
offer, payment, soliciting or acceptance of bribes in any form (including favours) by our
employees, is unacceptable. Shell promotes its policy on bribery and corruption amongst its
business partners, including joint ventures, contractors and suppliers”. (Shell, 2006)
Likewise, Shell complies with all national and international laws and regulations, including
guidelines by OECD and the rules of conduct to combat extortion and bribery by ICC, with
respect to improper payments. See appendix E for the full two pages on corruption and
bribery.

3.3.3 Guidelines by OECD
OECD enables governments and organisations to compare policy experiences in order to
seek an answer to common problems and to identify good practice in domestic and
international policies. In this setting, OECD has developed guidelines for companies in
combating bribery.
The general rule of OECD is as follows: Companies should not be involved, whether direct or
indirect, in the offering, promising, giving or demanding of bribes in order to obtain or retain
business. In order to obtain this goal, six rules are presented which can be found in
appendix F.

3.3.4 Rules of conduct to combat extortion and bribery by ICC
The international chamber of commerce has developed rules of conduct and
recommendations in combating extortion and bribery. The described that “small and
medium-sized enterprises are very often solicited for "extra payments" from the lower ranks
of bureaucracy and potential buyers of their goods and services” (ICC website) and often
feel cornered and do not know what to do.
In the rules of conduct, nine articles are included that are intended to serve as a method of
self-regulation by business against the background of applicable national and international
laws. In Appendix G the nine articles are included.
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3.4

Linking business models and corporate corruption

As presented earlier, the source of corporate corruption is private gain. Would it be possible
to outweigh this factor by other factors that can be influenced by a company? Since
Argandoña (2003) describes corporate corruption as an unsustainable competitive
advantage, I believe it is possible to create a sustainable competitive advantage that can
outweigh the unsustainable competitive advantage that is created by corporate corruption.

3.4.1 Rogers
To create a sustainable competitive advantage, the five attributes of diffusion of innovations,
as developed by Rogers (2003), will be integrated in Osterwalder’s framework. The
attributes are described below:
- Relative advantage: “the degree to which an innovation is perceived as being better
than the idea it supersedes. The degree of relative advantage is often expressed as
economic profitability, as conveying social prestige, or in other ways. The nature of
the innovation determines what specific type of relative advantage (economic, social,
and the like) is important to adopters, although the characteristics of the potential
adopters may also affect which specific sub-dimensions of relative advantage are
most important.” Rogers (2003)
- Compatibility: “the degree to which an innovation is perceived as consistent with the
existing values, past experiences, and needs of potential adopters. An idea that is
more compatible is less uncertain to the potential adopter and fits more closely with
the individual’s situation. Such compatibility helps the individual give meaning to the
new idea so that it is regarded as more familiar. An innovation can be compatible or
incompatible with (1) socio-cultural values and beliefs, (2) previously introduced
ideas, and/or (3) client needs for the innovation.” Rogers (2003)
- Complexity: “the degree to which an innovation is perceived as relatively difficult to
understand and use. Any new idea may be classified on the complexity-simplicity
continuum. Some innovations are clear in their meaning to potential adopters while
others are not.” Rogers (2003)
- Triability: “the degree to which an innovation may be experimented with on a limited
basis. New ideas that can be tried on the instalment plan are generally adopted more
rapidly than innovations that are not divisible. Some innovations are more difficult to
divide for trial than are others. The personal trying out of an innovation is one way
for an individual to give meaning to an innovation and to find out how it works under
one’s own conditions.” Rogers (2003)
- Observability: “the degree to which the results of an innovation are visible to others.
Some ideas are easily observed and communicated to other people, whereas other
innovations are difficult to observe or to describe to others.” Rogers (2003)
The first three of these attributes are implemented in the value proposition building block;
the last two of these attributes are implemented in the customer relationships building
block. It is expected that being increasing a company’s competitive advantage by increasing
certain combinations of these factors of innovation diffusion makes it possible to eventually
outweigh the factor private gain.
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4

Design principles for dealing with corruption

Previously, we have found out that it is important for a company not to become involved in
corruption and bribery because of the increased risks for a company. In this chapter, we will
present best practices on countering corruption that have been derived from the literature
review.

4.1

Academic literature based measures

Argandoña (2003) claims that it is difficult for a company to deal with corruption even if that
company has an explicit policy set out in a code of conduct against corruption and bribery.
He makes a number of suggestions for companies that wish to deal with corruption,
distinguishing between preventive and corrective measures. However, it must be noted that
none of these practices have been validated in practice.
Preventive measures

1. Declaration of intent. “The company’s top management must state very clearly its
determination to fully comply with all legislation, strictly prohibiting all forms of corruption,
active or passive, in the company, regardless of who pays, who gets paid, how much, etc.
This statement may be published in a code of conduct, a company credo, or in open letters
to employees, public speeches, company newsletters, etc. and it should be reiterated at
regular intervals.” (Argandoña, 2003) A company’s attitude not to give in to corruption has
to be integrated in their strategy and their business model. From the top management, this
attitude has to trickle down to become a part of a company’s culture and policies. Rationality
of the statement is important in order to make it credible.

2. Clearly defined responsibilities. At all times, it should be clear to everyone who is in
control and who bears responsibility in areas of activity where corruption can be present:
agreeing on contracts and authorizations for example. Sometimes it can be helpful to lay the
ultimate responsibility in the highest level of the company.

3. Provision of general decision-making criteria. “Top management must be in a position to
provide technical, economic, legal and ethical criteria for dealing with any problems that
may arise in relation to corruption. Often, these criteria will be of a general ethical nature,
but on other occasions the company will need to state openly the reasons why it rejects
corruption.” (Argandoña, 2003) This can be integrated directly in a code of conduct, but
another way can be to implement discussions sessions on ethical issues with employees and
third parties. “These criteria make it clear, for example, that suppliers, customers,
consultants, lawyers, etc. must be selected on the basis of their quality, cost, reputation,
service to the company etc.” It is important that aforementioned third parties are aware of
the criteria because they need to know who they are negotiating with, who makes decisions
that affect them directly and who these people report to.

4. Consideration of specific situations. It is often best to tackle corruption, bribery, and
extortion on the level of concrete detail. This enables a company to establish clear
guidelines. A number of examples given by Argandoña can be found below:
- “Donations to charitable or cultural institutions should always be an expression of
civic duty and should never be made in the hope of receiving favours in return. They
must always be recorded in the company’s accounts, indicating exactly how they
were made (bank transfer, cheque, etc.) and, if necessary, the name of the person
who took receipt of the donation or who acted as intermediary.” (Argandoña, 2003)
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-

-

-

-

“The company should explicitly prohibit the offering of gifts, payments, tips, services,
commissions, etc. beyond a certain amount that could be interpreted as a violation,
or an attempt to violate, the honesty and independence of judgment of the person or
persons who receive them, or that could jeopardize the company’s good name.
Accepting such gifts, tips, commissions etc., from any source whatever, should
likewise be explicitly prohibited.” (Argandoña, 2003)
“If company personnel must accept such gifts, a procedure for what to do with them
should be established: for example, the employee may be required always to issue a
receipt for the gift in the company’s name and to hand it over to a designated
company officer, who will do with it as the company deems appropriate (hold a
lottery among the employees, give it to charity, etc.).” (Argandoña, 2003)
“If necessary, small gifts may be accepted, out of courtesy and to facilitate the
normal conduct of business relations, provided they do not exceed a certain
maximum value, are in conformity with the law, do not impose an obligation on the
person who accepts them, and cannot put the company in an awkward position.”
(Argandoña, 2003)
“Facilitating payments (such as tips to speed up an order or payment) should be
prohibited.” (Argandoña, 2003)
“Anonymity should be restricted: managers and employees should always give their
names to the people they deal with on the company’s behalf, even if they do so by
electronic means.” (Argandoña, 2003)

5. Reporting mechanisms. At all times, employees have to know who they can address in
order to report corrupt behaviour or attempts at corrupt behaviour by both people within the
company and outside the company, or to ask for advice. Depending on the company’s
recourses this can be a person’s superior or a higher instance like an ombudsman.
Whenever someone is addressed on the topic of corruption it is vital to act quickly and
discreetly.

6. Transparency. “All of the company’s transactions that involve receipts or payments of
money must be faithfully, accurately and promptly recorded in the company’s accounts or in
the appropriate books. False, misleading or incomplete entries must be strictly prohibited,
and the people whose job it is to record such transactions must be required always to
adhere scrupulously to official accounting standards (those established by law and those of
the professional associations of accountants and auditors).” (Argandoña, 2003)
7. Restitution. “It should be clearly established that the company will always return illicit
payments and compensate those who have suffered as a consequence of corrupt behaviour
by its managers or employees. (Argandoña, 2003)

8. Supervision and control. “The company must allocate sufficient resources (material and
human) to monitoring the company’s activities for evidence of corruption. Furthermore, if
ever there is a suspicion that corruption may have occurred (actively or passively) within the
company, the evidence must be investigated. Particular attention should be given to the
offices or divisions in which problems of corruption are most likely to occur: purchasing,
sales, contracts, procurement, etc.” (Argandoña, 2003)

9. Training. “Although company personnel are quite likely to have already a sound ethical
training, this cannot be taken for granted. Nor can it be assumed that they will be capable of
correctly identifying the situations of corruption they encounter or of acting always in
accordance with established moral principles.” (Argandoña, 2003)

18

It can be helpful to assist its employees by: if necessary, offering moral and legal training
that enables them to understand what corruption and bribery consists of, why it should be
rejected and what consequences it can have; selecting managers with an ethically right
attitude; involve them in the development of the company’s code of conduct.

10. In search of excellence. “Companies cannot be content merely to avoid becoming a
target for other people’s corruption, or becoming guilty of corruption themselves through
their managers or employees. Rather, they must actively strive always to remain strictly
within the limits of the law and of morality. What’s more, they should proactively seek to put
an end to corruption, starting with their own industry and their own home town, region or
country. To do this the company must adopt an attitude of permanent rejection of
corruption, wherever it comes from and whatever its causes and effects, even if it appears
to benefit the company.” (Argandoña, 2003)
Corrective measures
“When a conflict situation arises because the company is an active or passive party to
corruption, the mechanisms mentioned earlier should be brought into play, above all those
designed to identify and punish the culprits and, if necessary, revise the plan currently in
place. The company must establish clear and just procedures for assigning responsibility for
corrupt behaviour. Any sanctions imposed must be proportionate, known and clear.”
(Argandoña, 2003)
However, the crisis can also be seen as an opportunity to take the company’s commitment
in their hands of policy with respect to corruption to a higher level. At this time, the
company has to seize the opportunity and give fresh input to their commitments against
corruption and bribery. If this is communicated to the outside world, what first was a serious
problem can be turned into a competitive advantage.

4.2

Practical literature based measures

CIMO logic (Denyer et al., 2008) is used to summarize the common best practices from the
practical sources that are presented in the previous chapter. CIMO stands for Context –
Intervention – Mechanisms – Outcome. In our research, Context and Outcome are the same
for all best practices:
- Context: A western company that develops business in a market with a high
perception of corporate corruption wants to do business without being involved in
these activities.
- Outcome: A western company develops business in a market with a high perception
of corporate corruption but due to the implementation of best practices it can do
business without being involved in corruption and bribery.
The Interventions and Outcomes are presented in table 1 on the next page.
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Table 1. Interventions and outcomes
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Take clear anti-bribery position and take away from any
activities that involve corruption or bribery.

1

Reference

Introduction of anti bribery measures in order to support Transparency International (2008)
anti-bribery position.
Shell (2008)

Mechanism

Transparency international (2008)
OECD (2008)
ICC (2005)

These contributions can and will not be used as a
substitute for bribes.

2d Contributions to political parties, charitable contributions
and sponsorships have to be treated very carefully.

The company will be aware of the problems with
Introduction of reporting system, possibly anonymous.
Employees should be encouraged to report every concern corruption and bribery.
or suspicious request

Transparency international (2008)
Shell (2006)
OECD (2008)
ICC (2005)

OECD (2008)

Awareness of the public about the company’s policy can
result in a competitive advantage.

4b Openness and dialogue with the public about the
company’s policy on corruption and bribery.

5

OECD (2008)
ICC (2005)

Financial transparency will be ensured and no off the
books records or secret accounts are allowed.

4a Internal or external financial auditing services.

Senior management has the responsibility to promote and Decisions taken by employees are monitored and critically Transparency international (2008)
enhance employee awareness and take sanctions if rules assessed by the management and, where necessary,
Shell (2006)
action is taken.
OECD (2008)
are violated.

OECD (2008)
ICC (2005)

No gifts will improperly affect business.

2c Utmost prudence should be paid to giving and receiving
gifts.

3

Third parties are aware of the risks of corruption and
Transparency international (2008)
bribery and know that they are not allowed to be involved Shell (2006)
in these activities.
OECD (2008)
ICC (2005)

2b Third parties should receive proper training and
instructions on how to not be involved in corruption and
bribery.

2a Employees should receive proper training and instructions Employees are aware of the risks of corruption and
Transparency international (2008)
bribery and know that they are not allowed to be involved Shell (2006)
on how to not be involved in corruption and bribery.
in these activities.
OECD (2008)
ICC (2005)

Intervention

#

5

Interviews

As described earlier, the data for the research has been gathered by means of semistructured interviews at several western companies that do business in Almaty. In order to
guarantee the validity of the dataset the interviews have been held with selected companies
from several sectors, with a western but diverse origin, with a diverse number of local
employees, and with people with highly responsible functions. An overview of the
interviewed companies is found in table 2.
Company

Sector

Origin

Chopin
Classical
EU
Tchaikovsky
Pop
EU
Haydn
Pop
EU
Mozart
Pop
EU
Fucik
Latin
EU
Vivaldi
Rock
EU
Wagner
Dance
EU
Liszt
Dance
US
Schubert
Rock
EU
Paganini
Classical
EU
Bellamy
Latin
EU
Table 2. Overview of interviewed companies

Local Company
Size
>50
20 – 50
<20
<20
>50
<20
>50
>50
<20
>50
20 – 50

Function Contact Person
CEO
CEO
General director, Co-owner
General director, Co-owner
Managing partner
Managing director, Owner
CEO
Financial manager
General director, Owner
CEO
CEO

First, in paragraph 5.1 each company’s business model is graphically presented according to
the method as developed by the Board of Innovation which can be found in chapter 3. From
these business models, best practices on how to (re-)design a business model are extracted
and presented in paragraph 5.1.1. Together with the best practices that have resulted from
the literature review – as presented in chapter 4 – these results will serve as an answer on
sub questions 1a, 1b and 1c.
Subsequently, the results of a Qualitative Comparative Analysis (QCA) will be presented in
paragraph 5.2. A dataset which has been composed from the semi-structured interviews
served as the input of this analysis. The goal of the QCA is to find out which factors of
innovation diffusion (Rogers, 2003) can possibly outweigh personal gain resulting from a
bribe. The results of the QCA will be explained in paragraph 5.2.1.

5.1

Board of innovation

In line with the modelling method of the Board of Innovation, as described in chapter 3, a
business model from each company has been drawn. All sketches are graphically
represented accompanied with a short description in this paragraph in alphabetical order; in
the next paragraph the results from the business models are presented. The meaning of all
building blocks can be found in appendices B and C.
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5.1.1 Business Models
Chopin

HQ

Inc

Inc

Inc

Figure 6. Graphical representation of the business model of Chopin

Chopin has established strict rules concerning (corporate) corruption in their code of
conduct. Every form of corruption is strictly prohibited. These rules are valid for employees
as well as for customers and third parties. Clear communication of the rules ensures that
everybody that has to be aware of these rules is aware of them. If a client breaks with the
rules, Chopin had the right to abandon further business with this client immediately. The
status of the company in the local market makes it possible for Chopin to make these rules;
it can be afforded to lose a few clients on this.
However, Chopin’s CEO claims never to come in touch with corporate corruption, in other
words; none of the clients of Chopin ever asked for a bribe nor was a bribe offered by an
Chopin employee
In addition, to protect their integrity, Chopin Kazakhstan works with an internal auditing
service to screen the activities of their biggest customers. If a customer is found to do dirty
business, the bank preserves the right to cancel all contracts with that customer and refrain
from further business.
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Tchaikovsky

HQ

Inc

Inc

Inc

Figure 7. Graphical representation of the business model of Tchaikovsky

The business model of Tchaikovsky is virtually the same as the business model of Chopin.
The code of conduct of Tchaikovsky prohibits every form of corruption; breaking these rules
can in the worst case result in immediate stopping all business. Like Chopin, this company
has a status that allows this method.
Although it has happened that customers demanded a bribe, this immediately resulted in
consequences that varied from demanding the involved customer’s employee to be replaced
or, in more serious cases, abandoning all activities with this customer.
Tchaikovsky has, like Chopin, the policy of screening a selected group of their customers to
protect their integrity. The difference is that Tchaikovsky has other criteria for this
screening: all local customers are screened by an external company and all international
customers are free from screening.
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Figure 8. Graphical representation of the business model of Haydn

During the interview, the director of Haydn indicates that it is impossible for a small
company like his to do corruption free business in the oil and gas industry in Kazakhstan.
However, he does not want to break the law and therefore decided to work with a local
intermediary in order to arrange payments. As presented in figure 8, Haydn delivers
products to the customers, but does not receive a direct payment from this customer. The
customer pays to the intermediary and whatever happens between the intermediary and the
customers will not be traceable in the books of Haydn. The intermediary subsequently pays
to Haydn. For this service the intermediary office receives a share of the total payment,
varying from 2% to 5%, depending on the total sales amount.
Although this procedure is questionably on ethical grounds, Haydn does not break any laws
because it does not pay any bribes. This is a typical example of a best practice to deal with
corporate corruption in a legal way but lacks ethical grounds.
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Mozart

HQ

Inc

Figure 9. Graphical representation of the business model of Mozart

Mozart was the only interviewed company that did not actually care about ethical or legal
standards. Although they do not pay bribes to customers, they found an interesting way to
create a competitive advantage. Internationally purchased products are repaired or
assembled in their workshop, and in this way transformed into products from Kazakh origin.
This gives a legal competitive advantage since the Kazakh government gives subsidies up to
15% for purchasing local produced products; a law known as local content law. In reality,
no reparation or assembly is actually performed in the workshop, but tight connections with
the government allow the product to be rated as local content.
Although the process is not lawfully performed it provides us with a best practice. By making
use of the local content law a financial competitive advantage of up to 15% over
competitors can be created. This competitive advantage is high enough to outweigh the
personal gain that results from corporate corruption.
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Fucik

HQ

Inc

Figure 10. Graphical representation of the business model of Fucik

Fucik probably has the most straightforward business model. Fucik is one of the companies
that has a good reputation and can therefore impose business rules to their customers: no
form of corruption will be tolerated.
Additionally, since accounting and auditing are part of their consultancy service, all
customers are internally screened for illegal or unethical activities in order to protect the
integrity and image of Fucik. In the contracts with their customer Fucik preserves the right
to stop all activities with a customer in case of violation on Fucik’s code of conduct.
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Vivaldi
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Figure 11. Graphical representation of the business model of Vivaldi

In this business model we see the same construction as in the business model of Haydn.
Vivaldi gives exact the same reason as Haydn for making use of this construction: it is
impossible for a small company to do business in the mining industry without paying the
requested bribes. In short, this means that deliveries are made directly to the customers but
that payments are re-routed through an intermediary who obtains 2% to 5% commission of
the total payment.
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Wagner
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Figure 12. Graphical representation of the business model of Wagner

Liszt

HQ

Inc

Figure 13. Graphical representation of the business model of Liszt
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Inc

For comparing purposes the business models of Wagner and Liszt represented side by side.
Independently from each other both spokesmen of the companies told a story from which
exactly the same business models could be drawn.
Both companies have an exceptionally good reputation in Kazakhstan and can with little
effort find a huge number of customers. However, both companies have decided to work
with a handful of direct customers only; so-called distributors. This gives the companies the
possibility to let their customers be tremendously rigorous screened by an external auditing
company at relative low costs. 100% screening of their customers enables the companies to
protect their integrity on the highest level.
The distributors have no choice but to agree to these rigorous checks in order to get a
contract by Wagner or Liszt. These contracts are renewed on a 1-year or 2-year basis and
can be cancelled immediately by the companies in case of violation of the rules. In case of a
cancelled contract, the reputation of the companies and their products ensures a large
number of new customers willing to take over the business.
Schubert

HQ

Inc

Figure 14. Graphical representation of the business model of Schubert

Schubert Central Asia started its activities in Kazakhstan in the mid 90’s, coordinated from
the United Kingdom where Schubert’s director had been working in the mining industry for a
few decades. In the year 2000 Schubert decided to stop coordination from the United
Kingdom and moved complete to Almaty. The relatively long presence of Schubert in Central
Asia has made the company very well known in the mining sector and has given the director
the opportunity to build a vast professional network within the industry. In addition, because
of the experience of Schubert’s director, the company not only sells products, but also
provides customers with the necessary knowledge and advice on what tools to use in what
circumstances and conditions. Due to this
Schubert is almost never asked to pay a bribe. However, Schubert makes no effort in only
doing business with ‘clean’ customers to protect their integrity. Schubert believes that since
they are only operational in Kazakhstan, there is no need for concern for integrity because
nobody in the country seems to be concerned about this topic.
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Paganini
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Figure 15. Graphical representation of the business model of Paganini

The business model of Paganini is the same as the business model that is used by Chopin.
This bank also has a good reputation that enables the company to impose rules to its
customers. The CEO of Paganini also that he or his employees never encountered corporate
corruption during the last three years.
Like Chopin, Paganini does not want to have any customers who are involved in corruption
or bribery in order to protect their integrity. An internal auditing department screens the
books of the biggest customers. Like the other companies, Paganini preserves the right to
cancel all contracts with a customer who violates the rules as provided by Paganini.
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Bellamy
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Figure 16. Graphical representation of the business model of Bellamy

Bellamy, a European engineering consultancy firm, has a very good reputation all over the
world when it comes to engineering projects in water and infrastructure. Since most of the
Kazakh oil and gas industry is located offshore on the Caspian Sea and the infrastructure in
that part of the country is not-so developed, a lot of projects that fit Bellamy’s profile are
performed. The Kazakh government has a certain share in all oil and gas related projects
and therefore has a big influence – not to say a veto – in choosing the partners.
Although Bellamy has a lot of experience and a very good reputation, this only is not enough
to be first choice at these projects. Therefore, the CEO has – successfully – been spending a
lot of time in building relationships with influential decision makers in the government, and
still spends a lot of time on remaining these relationships. These tight relationships with
government officials, instead of their portfolio or profile, give Bellamy the preference over
competition when it comes to engineering these projects. Although no corporate corruption
is integrated in the model, this way of getting business is seriously questionable and will
therefore not be integrated in further analysis.
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5.1.2 Board of innovation results
From the business models as represented in the previous paragraph, we can extract a
number of best practices. Firstly, four best practices on how to deal with corruption in a
legal and ethically acceptable way are described, followed by a description of the best
practice that allows western companies to cope with corporate corruption in a legal way but
that is questionable on ethical grounds.
Best Practice 1a:
The western company makes the rules for doing business and communicates these rules to
customers and third parties. When customers or third parties break these rules, appropriate
measures are taken. This can result in immediately cancelling all business with the offender.
(Schubert)
Best Practice 1b:
The western company makes the rules for doing business and communicates these rules to
customers and third parties. When customers or third parties break these rules, appropriate
measures are taken. This can result in immediately cancelling all business with the offender.
In addition, a selected group of customers is screened by an auditing service in order to
protect the image and integrity of the (parent) company. (Chopin, Fucik, Paganini,
Tchaikovsky)
Best Practice 1c:
The western company makes the rules for doing business and communicates these rules to
customers and third parties. When customers or third parties break these rules, appropriate
measures are taken. This can result in immediately cancelling all business with the offender.
In addition, all customers are screened by an auditing service in order to protect the image
and integrity of the (parent) company. This is made possible by purposely working with a
small number of customers. (Liszt, Wagner)
Best Practice 2:
Gain financial competitive advantage on legal grounds by selling products that meet the
local content law. This can be achieved by producing, assembling or repairing products in a
local workshop. (Mozart)
Best Practice 3:
Facilitate payments through an intermediary office in order to keep the books of the
company clean. (Haydn, Vivaldi)
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5.2

QCA

In addition to the analysis of the business models by using the Board of Innovation
framework, a QCA as presented by Ragin (1987) is conducted. Greckhamer et al. (2008)
define three phases in conducting a QCA. In the first phase a property space is constructed.
In this phase it is important to include the right cases and the theoretically relevant causal
factors. The second phase consists of an analysis of the constructed property space. This
examination includes the systematic identification of the conditions – or paths – that lead to
the occurrence of the outcome. In the third and last phase, the results from the second
phase are interpreted and evaluated.
During the construction of the property space, the following variables have been decided to
be theoretically relevant: Commercial success, changes in commercial success, involvement
in commercial corruption, better than competition on the different factors of innovation
diffusion, changes in the different factors of innovation diffusion. Commercial success is in
all analyses the dependent variable. It has been decided to exclude one of the cases from
the analysis. The excluded company was Liszt because the spokesman of this company was
not allowed to provide us with any information regarding the company’s performance,
whether be it in absolute numbers or relative figures in comparison to the competition.
In order to increase the reliability of the research, the property space has been
independently coded by two people. Because the property space is relatively small, it has
been decided to let the second coder code the full space instead of a subset of it. The
agreement rate (AR) on the dataset was 91% (Cooper, Hedges; 1994). The discrepancies
have been discussed and the correct information has been verified in the interviews. The
coders did not agree on two questions which therefore have been verified with the
company’s spokesman by phone. The resulting property space can be found in appendix H.
It must be noted that with this property space eight different QCA analyses will be
conducted:
- Factors of innovation diffusion leading to success (2008, 2009, 2010)
- Changes in factors of innovation diffusion leading to success (2008, 2009, 2010)
- Changes in factors of innovation diffusion leading to changes in success (2008-2009,
2009-2010)
The software that has been used for the analysis of the property space is called Tosmana.
This software tool is especially developed for small-N analysis by Cronqvist and Lasse
(2009). The entire output of the program can be found in appendices I to K and will be
discussed below.
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5.2.1 Factors of innovation diffusion in relation to success
To find (combinations) of factors of innovation diffusion that led to success the spokesmen
of the companies answered the question:
- How did your company’s core product score on factor of innovation diffusion in year
compared to your competition on a scale of 1 to 5?
Obviously this question had to be answered for all five factors of innovation diffusion. As
timeframe we used the years 2008, 2009 and 2010. Since QCA makes use of binary
variables the variable had to be coded into a Boolean. If the interviewee answered the
question with a 4 or a 5 this is coded into a 1 (better than competition on this factor of
innovation diffusion), if the interviewee answered the question with 1, 2 or 3 this is coded
into a 0 (not better than competition on this factor of innovation diffusion).

2008

1

2009

2010

1

1

1

2

2
2

1

2

1

1

1

1
2

2

Relative Advantage
Relative Advantage

Relative Advantage, Compatibility
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Relative Advantage, Compatibility, Complexity
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Relative Advantage, Compatibility, Triability

Relative Advantage, Triability, Observability

Compatibility, Triability, Observability

Figure 17. Factors of innovation diffusion in relation to commercial success; no corporate corruption

Figure 17 shows graphs for the combinations of factors of innovation diffusion that led to
commercial success, without being involved in corporate corruption. What immediately
catches the eye is that the factor Relative Advantage is included in all except for one
combination. This means that, with a total of 21 cases, in 95% of the cases Relative
Advantage is mentioned as the factor or one of the factors that led to success. Another
factor that is mentioned frequently (N = 12; 57%) is Compatibility, but always in
combination with one or more other factors. The other factors of innovation diffusion,
Triability (N = 7; 33%), Complexity (N = 3; 14%) and Observability (N = 3; 14%) are
included in significantly less combinations that led to commercial success. The complete
output of Tosmana can be found in appendix I.
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5.2.2 Changes in factors of innovation diffusion in relation to success
This part of the QCA is dependent on the question: Did your company increase factor of
innovation diffusion to a higher level than your competition in year. If so, it is represented
with a 1 in the property space, if not, it is represented with a 0 in the property space.
As expected, not so many changes in factors of innovation diffusion have been recorded;
only eight cases mentioned a change in the variables of innovation diffusion, of which five
led to success. In order to present a complete overview the cases where no change in
factors has been recorded have been included as well. This is the majority of the cases and
it is easy to explain. If a company’s core product range is successful there is no need to
make changes in the variables of innovation diffusion and the company usually keeps the
competitive advantage.
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Complexity, Triability

Relative Advantage

Figure 18: Changes in factors of innovation diffusion in relation to commercial success; no corporate
corruption

In figure 18 the changes in factors of innovation diffusion that led to success are presented.
In three out of five cases Relative Advantage is (one of) the changing factor(s) which
represents 60%. A change in the factor Observability is never found to be related to
commercial success (N = 0; 0%), changes in the remaining three factors are found to be
related to commercial success: Triability (N = 2; 40%), Compatibility (N = 1; 20%), and
Complexity (N = 1; 20%).
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5.2.3 Changes in factors of innovation diffusion in relation to change in
success
In this last part of the QCA a relation between the changes in factors of innovation diffusion
and positive changes in success are sought after. However, only three out of ten companies
reported unsuccessful years in 2008 which resulted in only three changes in commercial
success. One of these changes is in combination with involvement in corporate corruption
and is therefore excluded from the analysis. Eventually we have only two cases left. In the
first case a change in Relative Advantage led to a change in success; in the second case a
change in Compatibility and Triability led to success.
Obviously not all information can be derived from the data by QCA. One case in particular
that is not part of the output of the QCA is interesting to describe in this paragraph. Mozart
is a company that was involved in corporate corruption in 2008 and 2009, of which 2009
was a commercially successful year, but decided stop these practices as from 2010. In the
end of 2009 Mozart started producing good in Kazakhstan that meet the local content law,
increasing the Relative Advantage of these products to a high level. The result of this boost
in Relative Advantage was that, even without being involved in corporate corruption, the
company was still able to be commercially successful. This example supports the assumption
that it is possible to fight corporate corruption by changing a certain factor of innovation
diffusion of the core product range of a company.

5.2.4 QCA Results
All QCAs support the assumption that increasing the factors of innovation diffusion can be of
help in the struggle to counter corporate corruption. From the analyses it becomes clear that
Relative Advantage is the most important of the factors; only in one out of 21 cases Relative
Advantage is not mentioned as one of the factors of innovation diffusion that is better than
that of the competitors. Furthermore, being competitive on additional factors is of
importance as well. From the additional factors Compatibility appears to be the most
influential, followed by respectively Triability, Complexity and Observability.
When these results are projected on the business model framework of Alexander
Osterwalder, we find that the two most important factors – Relative Advantage and
Compatibility – can both be placed in the value proposition building block.
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6

Conclusion

In this chapter conclusions will be drawn from the results of the analyses. In the first
paragraph of this chapter the conclusions of the research will be presented. The following
paragraph describes the limitation of this research followed by a paragraph about
managerial implications. In the fourth and last paragraph the implications for future research
are presented.

6.1

Conclusions

Although the research is explorative in nature, a number of conclusions can be drawn out of
the results of the analyses which will be presented after each other.
The first analysis resulted in a number of business model redesign that can be used in order
to stop from being involved in corruption. Where redesign 1a, 1b, 1c and 2 are acceptable
from a legal point of view as well as from an ethical point of view; redesign 3 finds itself in a
gray area, the moral acceptability of this redesign is questionable at least.

(re-)design 1a:
The western company makes the rules and if third parties can not or do not want to
adapt to these rules: no business.

(re-)design 1b:
The western company makes the rules and takes care of image/integrity by
screening a group of their customers that meet certain criteria.

(re-)design 1c:
The western company makes the rules and takes care of image/integrity by
screening all of their customers. To make this possible, the company only works with
a handful of direct customers that can be controlled.

(re-)design 2:
Make use of laws that provide your company with a certain competitive advantage.
In the case of Kazakhstan this was local content law, in other countries it is probably
possible to find other laws that give you a competitive advantage.

(re-)design 3:
Make use of an intermediary company to re-route the necessary payments. This
solves two practical problems; (1) no illegal payments have to be made and (2)
where to find the desirable amount of money in cash.
The second analysis (QCA) confirms the possibility to outweighing personal gain – that
results from corporate corruption – by increasing the competitive position on the factors of
innovation diffusion. Relative Advantage is the most essential factor of innovation diffusion
that can outweigh personal gain but is often completed with one or two other factors. Of
these other factors Compatibility is the most important one.
The results from both analyses support each other. From the first analysis it becomes clear
that a high number of companies specify the rules that apply for doing business with third
parties. If these third parties do not want to act confirm these rules they do not have
business. However, it is not possible for everybody to do this. All companies that use this
tactic are said to have established names in the market and/or have a high competitive
advantage, therefore they can make the rules. This is confirmed by the results from the
second analysis. The result shows the possibility to outweigh the expected bribe by
increasing one or more of the factors of innovation diffusion. The most important of these
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factors can be related to the value proposition building block of the framework as developed
by Alexander Osterwalder.
We will now look at the research questions that are presented in chapter 2 and try to
answer these.

Sub question 1a: Which business model (re-)design principles exist in order to deal with
corruption in a legal acceptable way?
(re-)design 1, 2 and 3 do all meet legal standards.

Sub question 1b: Which business model (re-)design principles exist in order to deal with
corruption in an ethical and legal acceptable way?
(re-)design 1 and 2 both meet legal and moral standards. 1b and 1c even take it one
step further, these redesigns even protect the whole company’s integrity by
screening (a part of) their clientele on unacceptable practices.

Sub question 1c: Which of these business model adoptions have been successful?
All (re-)designs have proven to be successful.

Sub question 2a: Which factors could potentially outweigh the expected bribe in decisions to
buy?
Interviewed companies have tried all factors in order to outweigh personal gain, in
other words; all factors of innovation diffusion (Rogers, 2003) are believed to
potentially outweigh the expected bribe. However, some factors seem to be more
used than others.

Sub question 2b: Which of these factors, or combinations of factors, have proven to be
successful?
Relative advantage was better than that of the direct competitors in 95% of the
successful, uncorrupted cases. Compatibility is the second most important factor.
The most significant factors can both be projected in the business model framework
as developed by Osterwalder on product level.

What practices can be used to adapt business models of western companies to cope with
corporate corruption in Kazakhstan and still be competitive?
To answer this question I am obliged to refer to the sub questions. In order to do
counter corruption on business model level, (re-)design 1, 2 or 3 can be applied. In
order to counter corruption on product level, a company should be aware of how it
current scores, compared to the competition, on the factors of innovation diffusion of
its core product range. Then, ways should be found to improve a company’s position
on these factors to eventually outweigh the personal gain that results from corporate
corruption.
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6.2

Limitations

It is definitely true that this research has its limitations. One of these limitations is the
relatively small number of interviews. Eleven interviews were held within the time
constraints of this master’s thesis project. From such a small sample no hard conclusions
can be drawn. However, since the research is explorative in nature the small sample size is
acceptable and the results of the analyses are a good starting point for future research.
Corruption is a sensitive subject to speak about for many entrepreneurs in developing
markets, and although all interviewee seemed to be open and honest it is not possible to
verify the answers with an independent source. Although we can not be sure about how
sincere the interviewees have answered the questions, it is my personal belief that the
interviews took place in such a nice and informal environment that everybody, except for
the financial manager of Liszt, spoke openly and freely about all topics.
Another limitation is that of these eleven companies, only a few have been involved in
corporate corruption during the last three years. The companies that say to have been
involved in corruption are smaller companies with no direct ties to an international parent
company. Unfortunately only four of such companies have been included in the sample.
However, these small companies usually have to be more inventive in order to deal with
corporate corruption. It is certainly a limitation that only four of these have been included in
the sample.
No interviews with local companies have been included in the analysis. It could be
interesting to find out how these companies act in a corrupted business environment. Due to
many years of experience they have probably found more creative ways to get around
extortion.
In the research, the definition of success is probably deficient. The performance of a
company has been recorded as successful if the company spokesman said so. Firstly, since
the majority of the interviewed companies are not obliged to publish annual returns it is
difficult to verify the companies’ performance. Secondly, the variable success could be taken
apart in short term success and long term success to give the research more depth. More
about this adjustment can be found in the last paragraph of this chapter.
Maybe the biggest limitation to the research is that being not involved in corporate
corruption does not mean not being involved in any form of corruption at all. As we saw in
the examples of Mozart and Bellamy, both companies do business without being involved in
corporate corruption but they both are involved in questionable relations with government
officials.

6.3

Managerial implications

What can be done with the results of this research in a practice? Before carrying out any
(re-)design, it is important to choose on what ground to distance from corporate corruption.
This can be on legal grounds only, but I would recommend choosing – if possible – to
distance from corporate corruption on legal and ethical ground. When doing business in a
transition economy under an international parent company it is even of high importance to
choose for a situation that protects the integrity of the parent company.
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Introduce a code of conduct in which the rules are clearly stated. Communicate the rules to
employees and, if appropriate, to third parties and/or public.
On business model level, choose one of the (re-)designs that fits your actual choice – legal
or legal and ethical ground – and the profile of your company. For example, when starting a
new, relative small business without backup from a parent company, it is more or less
impossible to choose (re-)design 1 because it simply cannot be afforded to cancel contracts
because of corporate corruption.
On product level, find advantages over competition on factors of innovation diffusion. Keep
in mind that your Relative Advantage should be better than that of your competition. If this
is not sufficient and the performance on another factor of innovation diffusion has to be
increased it is wise to choose for Compatibility. Taking advantage over competition on one
or more of these factors helps in countering corruption.

6.4

Implications future research

To begin with, in future research more interviews are needed to confirm and strengthen the
results. In the sample I would certainly recommend to include local companies in addition to
the western companies. However, a native Russian speaker is indispensible when
interviewing local managers. As we did, I believe it is important to keep doing the interviews
in person, not via mail, email or telephone because this creates a distance that is
undesirable when speaking about a loaded topic like corporate corruption.
When the interviews are finished it is possible to use instead of QCA another type of
analysis, for example an ANOVA or a regression analysis that provides the researcher with
statistical information about the significance of the tests.
In my opinion it is highly interesting to expand the geographical range of the research. First
a comparison between post-soviet states could be made since these are culturally,
historically and sometimes geographically related to Kazakhstan. When this is done it could
be even more interesting to expand the geographical range of the research to other
continents where the perception of corporate corruption is high. South America, Africa and
Asia are the most obvious continents for this.
Additionally, as briefly described in the research’ limitations, the way of measuring a
company’s success could be improved to give the research more depth. A possible way to
accomplish this is by linking the Four Phase model as presented by Hardjono (1995) to the
theory. In this model, Hardjono presents four organizational values: Material, Commercial,
Socialisation, and Intellectual. These values can help an organization in creating short-term
value and/or long-term value. A first glance on this theory indicates that involvement in
corporate corruption helps a company in creating short-term value (i.e. by creating liquidity)
and that saying no to corporate corruption helps a company in creating or preserving longterm value (i.e. by creating or preserving integrity). This could possibly explain the
differences between the strategies of smaller and bigger companies, since the need for
short-term value is usually higher in a smaller company and the need for preserving integrity
is usually higher in a bigger company.
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7

Discussion

In this chapter the conclusion will be discussed. The discussion starts about the
generalization of the research findings, it continues with the scientific contribution of the
research findings and in the last paragraph one of the very basic assumptions that supports
this research will be firmly discussed; the ethical inappropriateness of corruption.

7.1

Generalization of research findings

Since corruption in general is supposed to be deeply rooted into culture it is hard to say
anything about the generalization of the research findings. However, during the majority of
interviews the Kazakh culture has been said to have most similarities with the Russian,
Belarusian, Ukrainian and Kyrgyz business culture, mainly because of the influence of the
former Russian elite in the business in these countries. Next most similar cultures are said to
be the other Central Asian cultures (Uzbek, Tajik, and Turkmen). Interviewees expect the
research findings to be applicable in aforementioned cultures to a large degree.
Best practice 2 – about the local content law – can obviously not be directly generalized to
other countries since this law is specific to Kazakhstan. However, this (re-)design principle
can be generalized by finding other (local) laws that give a lawful competitive advantage.
Many developing economies give local producing companies certain advantages.
Besides, when reflecting the results, I believe it is plausible to say that the findings are even
valid in other cultures and countries where corporate corruption is prevalent. The results
foresee a possibility to outweigh corporate corruption by raising one or more of the factors
of innovation diffusion to a higher level, eventually resulting in a competitive advantage that
can be – in contradiction to the payment of bribes (Argandoña, 2003) – sustainable over
time. I believe that this theory can be applied all over the world, whether be it in Central
Asia, South America, Africa, India, Indonesia, or anywhere else.

7.2

Scientific contribution of research findings

No academic research on the relationship between corporate corruption and business
models has been conducted yet. This master thesis is a first attempt to fill this gap in
literature. Because of the explorative nature of the research its best application is to be used
as a basis for future research.
A couple of best (re-)design best practices have been presented in the preceding chapter,
visualized by using the framework as developed by Board of Innovation. In addition, a QCA
has been performed with the data that resulted from the semi-structured interviews at ten
of the interviewed companies. There are strong indications that a relationship exists
between the factors of innovation diffusion and the power that a company has to counter
corporate corruption. It is especially interesting that the factors that are most important in
this light, Relative Advantage and Compatibility, can both be incorporated in the Value
Proposition building block of Alexander Osterwalder’s business model framework.
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7.3

The devil’s advocate: Is corruption truly unethical?

One question that has been heard many times during this research and which can have
serious implications for the results of this thesis is that of the correctness of the Western
mentality towards corruption and bribery. In other words: is corruption truly ethically
incorrect, or is it incorrect in western cultures and are we maybe the people who should
adapt to this custom?
Obviously, this question is not easy to answer. However, some critics indeed argue that the
struggle to counter corruption and bribery is one of those cases in which the western world
tries to impose its own views, norms and values on the developing world. Some of these
critics believe that giving and accepting of gifts is deep-rooted and accepted by everyone,
including government officials, doctors and businessmen in some cultures. This statement is
plausible but, as brilliantly described by Transparency International:

“Gift-giving is part of negotiating and relationship building in some parts of the world. But
cultural relativism ends where the Swiss bank account enters the scene.” (Transparency
International, 2010)
This answer to the question “is corruption truly unethical?” is, in my opinion, “yes”.
Corruption is unethical in all cultures. However, in all cultures there is a certain area of
acceptance: In the Netherlands it is culturally acceptable for businessmen to invite a
business partner for a lunch; and in Kazakhstan it is culturally acceptable to ask for a certain
bribe in doing business. In other words: it is a matter of degree, but all cultures have limits
to what is acceptable and what is unacceptable. However, I believe that business partners
should both adapt to the customs of the culture that is most conservative on the topic of
corruption to prevent from misunderstandings that could result in ethical or even legal
disputes.
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Appendix A: Original interview
Semi-stuctured interviews, guided by the nine building blocks of the business model as
provided by Alex Osterwalder.
Introduction
We are Tim Clement and Merijn Timmermans, both students at the Eindhoven University of
Technology, master program Innovation Management. A couple of years ago we became
interested in doing business in Russia and the former Soviet Republics. That is why we
chose to do our master thesis on this subject in Kazakhstan. The exact subject of the master
thesis is the applicability of Western developed business models in Central Asia.
Everything in this conversation is treated confidential. That is, during our current research
and in the future. Since the conversation is partially about the strategy of your company, we
can believe that you rather do not want us to make audio recordings of it. However, you
would really help us out if you would not mind us making audio recordings of our
conversation. As soon as these recording are worked out they will be deleted.

We start with an informal part where we let the company’s representative introduce the
company and himself. What we want to know from this part are the following things:
-

What is the core business of the company?
What is the function of the company’s representative?
What is the size of the company and how did the size develop in (at least) the last 2
years?
Does the company employ local or international employees and how is the ratio?
In which countries does the company employ activities? For how long has the
company been active in Kazakhstan and/or Central Asia? Where is your head office
located?

Explain what a business model is. A business model describes the rationale of how an
organization creates, delivers, and captures value. In other words: how does your company
make money. Four main areas of a business are covered: customers, offer, infrastructure,
and financial viability. The business model is like a blueprint for a strategy to be
implemented through organizational structures, processes, and systems. To make things
better understandable, we will show a number of examples.
These are understandable examples, but many entrepreneurs are not aware of what their
business model looks like. Even if you are not aware of the composition of your company’s
business model, you certainly do have one. During this meeting, we will try to map your
business model, guided by the framework as provided by Alex Osterwalder.
Mapping the business model

Customer Segments
The Customer Segments Building Block defines the different groups of people or
organizations an enterprise aims to reach and serve.
Customers comprise the heart of any business model. Without (profitable) customers, no
company can survive for long. In order to better satisfy customers, a company may group
them into distinct segments with common needs, common behaviours, or other attributes. A
business model may define one or several large or small Customer Segments. An
organization must make a conscious decision about which segments to serve and which
segments to ignore. Once this decision is made, a business model can be carefully designed
around a strong understanding of specific customer needs.
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A number of examples are: Mass market, Niche market, Segmented, Diversified, Multisided.
- Can you give us an idea of what the customer segment is that your company tries to
reach? It is possible that a company reaches more than one customer segment.
- What characteristics do these customers have?
- Are these characteristics specific for central Asian customers?
- Did you make changes in this building block? When, which, best practice, reason?

Value Propositions
The Value Propositions Building Block describes the bundle of products and services that
create value for a specific Customer Segment
The Value Proposition is the reason why customers turn to one company over another. It
solves a customer problem or satisfies a customer need. Each Value Proposition consists of a
selected bundle of products and/or services that caters to the requirements of a specific
Customer Segment. In this sense, the Value Proposition is an aggregation, or bundle, of
benefits that a company offers customers.
Some Value Propositions may be innovative and represent a new or disruptive offer. Others
may be similar to existing market offers, but with added features and attributes.
A number of examples are: Newness, Performance, Customization, Getting the job done,
Design,
Brand/status,
Price,
Cost
reduction,
Risk
reduction,
Accessibility,
Convenience/usability.
- What value do you deliver to the customer?
- In case of different customer segments: do you offer specific value for different
customer segments?
- Do you in this way satisfy customer needs?
- Do you offer one product, a bundle of products, additional services?
- Is in necessary to offer specific values to survive in Central Asia as a company?
- Did you make changes in this building block? When, which, best practice, reason?

Channels
The Channels Building Block describes how a company communicates with and reaches its
Customer Segments to deliver a Value Proposition.
Communication, distribution, and sales Channels comprise a company's interface with
customers. Channels are customer touch points that play an important role in the customer
experience.
Channels serve several functions, including:
- Raising awareness among customers about a company’s products and services
- Helping customers evaluate a company’s Value Proposition
- Allowing customers to purchase specific products and services
- Delivering a Value Proposition to customers
- Providing post-purchase customer support
-

How are you reaching your customers?
What kind of channels do you use, and what channels work best?
Through which channels do your customer segments want to be reached?
Are these channels or is one of these channels specific for central Asia?
Did you make changes in this building block? When, which, best practice, reason?

Customer Relationships
The Customer Relationships Building Block describes the types of relationships a company
establishes with specific Customer Segments.
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A company should clarify the type of relationship it wants to establish with each Customer
Segment. Relationships can range from personal to automated. Customer relationships may
be driven by the following motivations:
- Customer acquisition
- Customer retention
- Boosting sales (upselling)
In the early days, for example, mobile network operator Customer Relationships were driven
by aggressive acquisition strategies involving free mobile phones. When the market became
saturated, operators switched to focusing on customer retention and increasing average
revenue per customer.
The Customer Relationships called for by a company’s business model deeply influence the
overall customer experience.
A number of examples are: Personal assistance, Dedicated personal assistance, Self-service,
Automated services, Communities, Co-creation.
-

How are your customer relationships organized?
What type of relationship does each of your customer segments expect to establish
and maintain with you?
Which ones have you established?
How costly are they?
Do you think that this part of the business model differs when doing business on a
Western market? Is this difference specific for central Asia?
Did you make changes in this building block? When, which, best practice, reason?

Revenue Streams
The Revenue Streams Building Block represents the cash a company generates from each
Customer Segment (costs must be subtracted from revenues to create earnings)
If customers comprise the heart of a business model, Revenue Streams are its arteries. A
company must ask itself; for what value is each Customer Segment truly willing to pay?
Successfully answering that question allows the firm to generate one or more Revenue
Streams from each Customer Segment. Each Revenue Stream may have different pricing
mechanisms, such as fixed list prices, bargaining, auctioning, market dependent, volume
dependent, or yield management.
A business model can involve two different types of Revenue Streams:
Transaction revenues resulting from one-time customer payments
Recurring revenues resulting from ongoing payments to either deliver a Value Proposition to
customers or provide post-purchase customer support
A number of examples are: Asset sale, Usage fee, Subscription fee, lending/renting/leasing,
licensing, brokerage fees, advertising.
-

For what value are your customers really willing to pay?
For what do they currently pay?
How are they currently paying?
How would they prefer to pay?
How much does each revenue stream contribute to overall revenues?
Did you make changes in this building block? When, which, best practice, reason?
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What pricing mechanism do you use? See table for possibilities. How is this related to
central Asia?

Key Resources
The Key Resources building block describes the most important assets required to make a
business model work
Every business model requires key resources. These resources allow an enterprise to create
and offer a Value Proposition, reach markets, maintain relationships with Customer
Segments, and earn revenues. Different Key Resources are needed depending on the type
of business model. A microchip manufacturer requires capital-intensive production facilities,
whereas a microchip designer focuses more on human resources.
Key resources can be physical, financial, intellectual, or human. Key resources can be owned
or leased by the company or acquired from key partners.
A number of examples are: Physical, Intellectual, Human, Financial.
- What key resources do your value propositions require?
- What key resources do your distribution channels require?
- What key resources do your customer relationships require?
- What key resources do your revenue streams require?
- Is this specific for the situation in central Asia?
Did you make changes in this building block? When, which, best practice, reason?

Key Activities
The Key Activities Building Block describes the most important things a company must do to
make its business model work
Every business model calls for a number of Key Activities. These are the most important
actions a company must take to operate successfully. Like Key Resources, they are required
to create and offer a Value Proposition, reach markets, maintain Customer
Relationships, and earn revenues. And like Key Resources, Key Activities differ depending on
business model type. For software maker Microsoft, Key Activities include software
development.
For PC manufacturer Dell, Key Activities include supply chain management. For consultancy
McKinsey, Key Activities include problem solving.
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A number of examples are: Production, Problem Solving, Platform/Network.
-

What key activities do your Value Propositions require?
What key activities do your Distribution Channels require?
What key activities do your Customer Relationships require?
What key activities do your Revenue streams require?
Is there something typical for these key activities for the situation in central Asia?
Did you make changes in this building block? When, which, best practice, reason?

Key Partnerships
The Key Partnerships Building Block describes the network of suppliers and partners that
make the business model work
Companies forge partnerships for many reasons, and partnerships are becoming a
cornerstone of many business models. Companies create alliances to optimize their business
models, reduce risk, or acquire resources.
We can distinguish between four different types of partnerships:
Strategic alliances between non-competitors
Competition: strategic partnerships between competitors
Joint ventures to develop new businesses
Buyer-supplier relationships to assure reliable supplies
A number of examples are: Optimization and economy of scale, Reduction of risk and
uncertainty, Acquisition of particular resources and activities.
-

Who are your key partners and what kind of partnership is this?
Who are your key suppliers and what kind of partnership is this?
Which key resources are you acquiring from partners?
Which key activities do you partners perform?
Is there something typical for these key partnerships for the situation in central Asia?
Outsourcing is an upcoming trend in western economies, how is this in central Asia?
Did you make changes in this building block? When, which, best practice, reason?

Cost Structure
The Cost Structure describes all costs incurred to operate a business model.
This building block describes the most important costs incurred while operating under a
particular business model. Creating and delivering value, maintaining Customer
Relationships, and generating revenue all incur costs. Such costs can be calculated relatively
easily after defining Key Resources, Key Activities, and Key Partnerships.
Some business models, though, are more cost-driven than others.
So-called “no frills” airlines, for instance, have built business models entirely around low Cost
Structures.
Two drives, however many companies are somewhere in between: Cost-driven, Valuedriven.
A number of examples are: Fixed costs, Variable costs, economies of scale, economies of
scope.
-

What are the most important costs inherent in your business model?
Which key resources are most expensive?
Which key activities are most expensive?
Is this specific for your situation in central Asia?
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-

Did you make changes in this building block? When, which, best practice, reason?

Value disciplines
Companies that have taken leadership in their industries lately did this by narrowing their
business focus, not by broadening their focus. These companies have focussed on delivering
superior customer value in line with one of three value disciplines. These three value
disciplines are customer intimacy, operational excellence, and product leadership. In order
to keep their competitive advantage in line with one of the value disciplines, the companies
should keep the other two value disciplines at market standards.

Customer Intimacy
Companies pursuing customer intimacy continually shape and tailor their products and
services to fit customer needs. This value discipline is an expensive one on the short run,
but customers will be loyal to the company which will result in long term profits. If customer
intimacy is a company’s value discipline, managers look at the customer’s lifetime value
instead of the value of a single transaction. Although this value discipline can make it
difficult to survive the first years in a market, it eventually provides a solid market position.

Operational Excellence
If operational excellence is pursued, a company tries to lead its industry in terms of price
and convenience. In other words: these companies focus on delivering their products or
services to customers at competitive prices with minimal inconvenience. To achieve this,
among other things, overhead costs can be minimized, intermediate production steps can be
eliminated, business processes can be optimized, and transaction costs can be decreased.

Product Leadership
The third and last discipline is product leadership. Companies pursuing this discipline strive
to produce a continuous stream of state-of-the art products and services. Although this goal
sounds easy to achieve, it brings three major challenges. The first challenge is to be
creative. Creativity ensures the development of opportunities that are not easy developed by
other companies, but it also means recognizing and embracing ideas that usually develop
outside the company. The second challenge is to commercialize ideas quickly, which means
that all development processes have to be optimized for speed. However, developed
products still have to meet industry standards. Third and most important, these companies
should not let others develop products that make their own product obsolete. If a product
can be developed that makes their former development obsolete, they should prefer to
develop this alternative themselves in order to retain a sustainable market position.
-

Can you explain us which value discipline your company practises?
Do you think that you would practice another value discipline if you were doing
business in Western Europe or the United States?
Did your company introduce a new value discipline? When and which, reason, best
practice.

Company performance (company/business model level)
- Have you reached your goals/objectives in 2008, 2009, 2010?
- Are you satisfied with the turnover in 2008, 2009, 2010?
o Can you give us an indication relative to competitors on a 1-5 scale?
- Are you satisfied with the profit in 2008, 2009, 2010?
o Can you give us an indication relative to competitors on a 1-5 scale?
- Are you satisfied with the management of customer relations in 2008, 2009, 2010?
o Can you give us an indication relative to competitors on a 1-5 scale?
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-

Do you expect your company’s position to be sustainable in the coming years (i.e.
related to competitors)? What are your expectation for 2010, 2011 and 2012
What changes did you make in your business model in the last two years?
o How did these changes affect your turnover/profit/goals?
o Can you relate how the changes in your firm’s performance affect your
choices in your business model(s).

Product (category) performance (transaction level) (if a company offers one
product only, this level is the same as the company/business model level)
- What is your most successful product (category) in terms of profit? Is this also your
core product (category)?
- Are you satisfied with the turnover of your core product category in 2008, 2009,
2010?
o Can you give us an indication relative to competitors on a 1-5 scale?
- Are you satisfied with the profit of your core product category in 2008, 2009, 2010?
o Can you give us an indication relative to competitors on a 1-5 scale?
- Can you provide us with figures about the deals you negotiated in the last two years,
including the deals that failed?
o Success/failure? Why?
o How big was the deal (money or numbers)?
o New customer/existing customer? Who? International or local customer?
o Who was involved (employees)?
o Ethically correct?
- Can you give us a number of typical examples why a deal failed and why a deal was
successful?
- How did your company perform on the following factors of innovation diffusion
relative to competitors on a 1-5 scale (2008, 2009, 2010):
o Relative advantage
o Compatibility
o Complexity
o Triability
o Observability
- What specific steps did your company take in the last two years in order to take
advantage on competitors, expressed in terms of factors of innovation diffusion:
o Relative advantage
o Compatibility
o Complexity
o Triability
o Observability
- How did these steps influence your company’s performance?
- Can these factors potentially outweigh existing cultural values and customs in doing
business?
Questions that Tim wants to be answered
How important is the customer relationship building block in the model and is this
importance related to central Asia?
What is the impact of strong customer relationships on delivering value to the customer
segment for your company? (Only if the centre of gravity rests not on the customer
relationship building block: Don’t forget to ask about the consequences)
Is your company making use of CRM? For instance, are you actively:
- creating customer knowledge;
- building customer relationships;
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Which
-

shaping their perceptions of the organization and its products?
other blocks are affected with the practice of CRM? For instance:
Does the CRM also belong in the building block “key resources”?
Are there high costs regarding the practice of CRM?
Is there a need for strategic partners in order to build and / or obtain a relationship
with potential customers?
Can CRM be seen as a key activity in your company?

Does the need for strong relationships with your customers result in the practice of add-on
selling? For instance, are you making use of:
- Cross-selling; selling additional items related (or sometimes unrelated) to a
previously purchased item.
- Up-selling; the increase of order volume either by the sales of more units of the
same purchased item, or the upgrading into a more expensive version of the
purchased item.
- Selling a higher quantity of the same product or service. Longer or stronger
relationships = higher quantities.
Questions that Merijn wants to be answered
Did your company ever encounter difficult ethical situations? If so, how did you deal with
these difficult situations?
Many multinational companies like Shell and Philips have an extensive policy on how to deal
with ethical situations. Does your company have such a policy too? If so, how is this policy
communicated intern as well as extern? Is this policy represented in the business model as
well?
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Appendix B: Board of innovation players
The six players

Player 1: The organization.
This is obviously the starting point of any business model, your own organization. From
here, interactions with other players on the market will be laid out.
Player 2: Company
This can be any company, usually offering either a product and/or a service. Possibilities
are: client, strategic partner, etc. However, it must be kept in mind that an additional
symbol, player 4, exists for direct suppliers.
Player 3: Consumer
The consumer is the one that receives the product or service and pays for it, usually in cash.
It must be noted that in a business to business context, the direct customers of an
organization are other companies and will therefore not be illustrated as consumer but as
company.
Player 4: Supplier
Sometimes it is relevant to show how the supplier side of a business system works. This icon
can also be used for service suppliers like web or marketing agencies.

Player 5: Non-profit

11

Unions or charity organizations are not focused on making money but often they do have an
impact on your organization.
Player 6: Government
Many companies do not like the involvement of a government on their business model,
except when they have some money to offer.
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Appendix C: Board of innovation items to transfer
Ten items to transfer

Item 1: Product
The most straightforward item that is being transferred is an actual product. Products can
range from basic commodities up to finished goods. Keep in mind that nowadays products
can also be delivered digitally, i.e. iTunes.
Item 2: Service
Many companies offer only a service without offering a product. Others offer a service next
to the product. Offering a service next to a product is a first way to upgrade a business
model.
Item 3: Experience
Experience is an additional value to the product and usually increases trustworthiness of a
company.
Item 4: Reputation
Reputation is very important in doing business. Offering a product or brand with a good
reputation helps increasing business because customers are eager to do business.
Item 5: Money
This item represents standard payments. Money is regarded as the typical way of paying.
Receiving money is critical to a commercial successful company’s business model.
Item 6: Less Money
Another item that represents money has been introduced in addition to the aforementioned
item. This item is usually used to show small payments that imply additional money streams
that are added to a traditional business model.
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Item 7: Exposure/Attention
Active exposure or attention can be of big value for companies. Some businesses even
consider the spreading of their ideas and brand values more important than the immediate
return in money.
Item 8: Credits
Credit systems have been introduced a long time ago but are still on the rise, especially in a
business context.
Item 9: Data
The exchange of information is indispensible in nowadays business models. Data can be a
mixture of a number of information related items, i.e. content, data, knowledge, articles etc.
Item 10: Right
Several rights are represented by this item, i.e. ownership rights, intellectual property, CO2
emission rights, supply contracts, etc. Although quite abstract, the value of this item can be
very high.
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Appendix D: Business Principles for Countering Bribery
Business Principles for Countering Bribery – SME Edition
The Business Principles for Countering Bribery (Business Principles) were developed by a
group of private sector interests, non-governmental organisations and trade unions as a tool
to assist companies to develop effective approaches to countering bribery in all of their
activities.
This version is a simplification of the processes written to help smaller organisations with
fewer resources, through clarification of the issues and practical examples. The values held
by the Business Principles are unchanged.
1. THE BUSINESS PRINCIPLES
These are the business values by which you will do business.
Your business commits to:
• Conducting its business fairly, honestly and transparently;
• Not making or offering bribes, whether directly or indirectly, to gain business advantages;
• Not accepting bribes, whether directly or indirectly, to give business advantages;
• Developing a Programme to implement and support these Principles.
2. AIMS
The aims of these Business Principles are to help you to ensure you use good business
practices, to protect your reputation and to suggest ways to minimise the risk from bribery.
To achieve these Aims, your business should:
• Agree the values and practices by which your business operates;
• Look at your business and decide where the risks are;
• Agree as a business, the practices by which you can counter the risk from bribery;
• Outline the processes by which your business will do this.
3. HOW TO DEVELOP A PROGRAMME FOR COUNTERING BRIBERY
These are the practical steps you can take to decide how your business will keep to the
Business Principles and achieve the Aims. Examples of where you can gather information
are: embassies, trade organisations, and local TI National Chapters.

Assess your Risk
• Check if the countries in which you do business are at high risk from bribery
• Evaluate the sectors in which your company trades, on their exposure to bribery.
• Review your contracts with agents and other business partners, and check that the
payment terms and commissions are clear and appropriate for the services given.
• Determine what checks need to be made to assess the integrity of your suppliers, partners
and customers.
• If you are working in a supply chain, understand what your customers expect you to do to
counter bribery.
• Understand the laws and regulations which affect the business where you are operating;
bribery is illegal in most countries.
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BRIBERY IS ILLEGAL IN MOST COUNTRIES

Agree an anti-bribery Programme
Based on your risk assessment, your business can now develop a Programme for countering
bribery and make sure that your business always acts honestly and openly.
4. KEY BRIBERY ISSUES
These are the main issues which may directly affect your business and which you need to
assess and prioritise.
A bribe may take many guises other than money. It can be paid directly or as part of a
‘commission’ in a contract, but it can also be disguised as a gift, a benefit, a favour or a
donation. Bribes may also be paid without your knowledge by agents or third parties
working on behalf of your business or company.
Gifts and Entertainment
An expensive gift or the offer of lavish entertainment may be perceived as bribes under local
laws, and can all be used as bribes, more subtle than cash, but made with the deliberate
intention of improperly gaining a business advantage and perhaps preparing the way for
more extensive bribery. On the other hand, reasonable gifts and entertainment offered
openly in the normal course of business to promote good relations and mark special
occasions are not bribes. So it is important that everyone understands the difference. To
protect your business and the people working with you, agree on when gifts and
entertainment may be given and accepted and what records need to be kept. Make sure
your business partners know your rules.
Conflicts of Interest
A conflict of interest is when a personal interest or relationships is put before the business
interests. Conflicts of interests can warp judgment and lead to actions which are not honest
and open. These can sometimes lead to a situation where individuals act against their better
judgment and give or accept a benefit which may damage your business. The way to deal
with this is to have rules on how to manage situations where a conflict might happen. Even
without malpractice, conflicts of interest may be seen as corrupt activities. This can be just
as damaging as actual malpractice.
Charitable Contributions and Sponsorships
Bribes may be disguised as charitable contributions or sponsorships. Make sure that money
paid to a charity is not dependent on, nor made to win, a business deal. Always give the
money to the organisation and not an individual.
Sponsorship is where the business makes a payment, in cash or in kind, so as to be able to
link its name to a popular event, for example a sports activity, or a well known person, such
as a singer. The benefit to the business is association of its name with the well known and
famous, but the sponsorship should bring real, measurable benefits to the business such as
more publicity and a stronger brand. Make sure sponsorships are made for the benefit of the
business and not used as cover for bribery.
Facilitation Payments
Facilitation payments are just another form of bribery and, as such, are illegal in nearly all
countries. They may be small amounts demanded by providers of services to secure or
‘facilitate’ services to which you are entitled, such as connecting a telephone or obtaining a
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visa, or they may be amounts that are offered to customs, immigration and other officials to
‘speed up’ the granting of services and permits. They are unfortunately so common in many
countries that they are seen as ‘normal’ or ‘unavoidable’ but as they are illegal, they should
and can be avoided. Having a clear plan on how to ensure against making facilitation
payments will help you and your colleagues to deal with the problem.
Political Contributions
Bribes may be disguised as political contributions. If your business wants to make a
contribution to a political party, it is important that this decision is made openly. If you have
a Board of Directors, it should be recorded as a resolution. If you are a small business, it can
be written into notes of your management meeting. Make sure everyone in the organisation
knows that the decision to make a political contribution on behalf of the business must be
made with the agreement of the business, and should never be a decision made by one
person without full agreement of the management. Be sensitive to timing. If you are in
negotiation for a government contract or a licence, such as planning permission, or you
have a sensitive issue which the government is reviewing, contributions to the government
or local party may be seen as a bribe. Never give a contribution directly to an individual.
5. IMPLEMENTATION REQUIREMENTS
To put your Programme in place, you should take the following actions, depending upon the
size and structure of your business.
Organisation and Responsibilities
Agree a Programme with your business colleagues or employees, to ensure the Business
Principles are followed. Depending upon the size of your business, you could appoint one
person or group of people to administer the anti-bribery Programme. Everyone in your
business, or all your employees should understand that they each have a responsibility to
make sure that the Programme is followed and works.
Everyone in your business should be encouraged to contribute to the discussion and agree
to keep to the Programme.
Business Relationships
When working with third parties, it is no good committing not to pay or receive bribes, if
they are doing it on your behalf.
Your business should ensure that its Programme is followed in dealings with business
partners such as agents, suppliers and contractors. Check that they are legitimate and do
not have a record of paying bribes.
Commission payments should be reviewed to check that they are in proportion to the
services provided to your business. Make sure that the agent clearly understands your
Business Principles, and agrees contractually to abide by them.
Keep clear records of all your decisions e.g. on commissions agreed and instructions given
not to pay bribes. This will all help to protect your business.
Make sure your contractual terms require that third parties keep to your Business Principles
and that your contracts give you the right to terminate the agreement if bribes are paid or
accepted by your agents or intermediaries.
Employees
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Make sure that no-one in your business will be penalised for losing business through not
paying or accepting a bribe. Equally, it should be part of your Programme that anyone in the
organisation found paying a bribe or receiving a bribe will be disciplined. To make it
effective and enforceable, your people need to know that this is your policy. If you have a
Human Resources manager, he or she will need to be closely involved.
Training
Make sure that all the elements of your Programme are discussed and agreed by everyone
in your organisation, and those who join you later. They should also be understood and
agreed by your suppliers, contractors and other business partners. Make clear in your rules
that decisions must put the best interests of the business before personal interest or gain.
6. RAISING CONCERNS AND SEEKING GUIDANCE
This is an essential element in countering bribery. Your reputation will come from your
business values. Decide how best your business can deal with questions and reports and
how to learn from the experiences and make improvements to your Programme.
Agree with the people in your organisation, and where possible with your business partners,
the best way in which concerns about bribery can be reported without fear of reprisal, and
where advice can be found on how to handle incidents, before they become a problem.
7. COMMUNICATION
It’s no good having Business Principles and a Programme if no-one knows about them. Your
business should make sure that the Programme is made known to everyone in your
organisation, business partners and customers. This will have the positive effect of
enhancing your business reputation as a business which acts with integrity to counter
bribery, and also help to protect you and your colleagues if incidents of bribery arise.
8. INTERNAL CONTROLS AND MONITORING
It’s no good having a Programme unless it is supported by controls and records. These are
the checks and balances which will support your Programme and show that it is working.
Although your business will not have the same disclosure and audit requirements as public
companies, even the best run business can have problems, and good records are evidence
of good anti-bribery practice if questions arise. Advertise your Programme on your website if
you have one. Keep notes of meetings where decisions are taken.
Keeping accurate books and records which show all your financial dealings, is essential.
You should make sure that there are no off-the-books accounts. Remember that laws on
money laundering require accountants and lawyers to report anything which is not open and
which looks irregular. Having accurate records will help to protect your business if there is
ever a need to explain a transaction.
You need strong internal controls, capable of exposing irregularities. Such controls will only
work if they are well integrated into your processes and followed by everyone in the
business. Those administering the controls need to be properly trained.
Check from time to time that your processes are working, by carrying out a review. Do this
regularly and keep records of what you do to sort out anything which is not working.
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Review your Programme and discuss it regularly with everyone in the organisation, and with
auditors as appropriate. Keep records of these discussion and any actions taken as a result.
Make improvements to your Programme as you learn from experience.
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Appendix E: Shell’s code of conduct
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Appendix F: OECD
VI. Combating Bribery
Enterprises should not, directly or indirectly, offer, promise, give, or demand a bribe or other
undue advantage to obtain or retain business or other improper advantage. Nor should
enterprises be solicited or expected to render a bribe or other undue advantage. In
particular, enterprises should:
1. Not offer, nor give in to demands, to pay public officials or the employees of business
partners any portion of a contract payment. They should not use subcontracts, purchase
orders or consulting agreements as means of channelling payments to public officials, to
employees of business partners or to their relatives or business associates.
2. Ensure that remuneration of agents is appropriate and for legitimate services only. Where
relevant, a list of agents employed in connection with transactions with public bodies and
state-owned enterprises should be kept and made available to competent authorities.
3. Enhance the transparency of their activities in the fight against bribery and extortion.
Measures could include making public commitments against bribery and extortion and
disclosing the management systems the company has adopted in order to honour these
commitments. The enterprise should also foster openness and dialogue with the public so as
to promote its awareness of and co-operation with the fight against bribery and extortion.
4. Promote employee awareness of and compliance with company policies against bribery
and extortion through appropriate dissemination of these policies and through training
programmes and disciplinary procedures.
5. Adopt management control systems that discourage bribery and corrupt practices, and
adopt financial and tax accounting and auditing practices that prevent the establishment of
“off the books” or secret accounts or the creation of documents which do not properly and
fairly record the transactions to which they relate.
6. Not make illegal contributions to candidates for public office or to political parties or to
other political organisations. Contributions should fully comply with public disclosure
requirements and should be reported to senior management.
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Appendix G: ICC
Rules of Conduct to Combat Extortion and Bribery
Introduction
These Rules of Conduct are intended as a method of self-regulation by business against the
background of applicable national laws. Their voluntary acceptance by business enterprises
will promote high standards of integrity in business transactions, whether between
enterprises and public bodies or between enterprises themselves. These Rules will play an
important role in assisting enterprises to comply with their legal obligations and with the
numerous anticorruption initiatives at international level. They will also provide an
appropriate basis for resisting attempts at extortion.
These Rules of Conduct are of a general nature constituting what is considered good
commercial practice but are without direct legal effect. All enterprises should conform to the
relevant laws and regulations of the countries in which they are established and in which
they operate, and should observe both the letter and the spirit of these Rules. While the
highest priority should continue to be directed to ending large-scale extortion and bribery
involving politicians and senior officials, the 2005 revision of the Rules also provides for
action against facilitation payments to lower-level officials.
For the purposes of these Rules, the term “enterprise” refers to any person or entity
engaged in business and other economic activities, whether or not organized for profit,
including any entity controlled by a state or a territorial subdivision thereof; it includes a
parent and its controlled subsidiaries.
The success of the ICC Rules will depend on the “tone at the top”: a clear message from the
chief executive that bribery and extortion are prohibited and that an effective compliance
programme will be implemented.
Article 1: Prohibition of Bribery and Extortion
Enterprises should prohibit bribery and extortion at all times and in any form, whether direct
or indirect, including through agents and other intermediaries:
a) Bribery is the offering, promising or giving of any undue pecuniary or other advantage to:
o a public official, at national, local or international level;
o a political party, party official or candidate; and
o a director, officer, employee or agent of a private enterprise
in order to obtain or retain a business or other improper advantage, e.g., in connection with
regulatory permits, taxation, customs, judicial and legislative proceedings.
b) Extortion or solicitation is the demanding of a bribe, whether or not coupled with a threat
if the demand is refused. “Bribery” as used in these Rules shall include extortion.
c) Enterprises should not (i) kick back any portion of a contract payment to government
officials or to employees of the other contracting party, or (ii) utilize intermediaries such as
agents, subcontractors, consultants or other third parties, to channel payments to
government officials, or to employees of the other contracting party, their relatives, friends
or business associates.
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Article 2: Agents and Other Intermediaries
Enterprises should make their anti-corruption policy known to all agents and other
intermediaries and make it clear that they expect all activities carried out on their behalf to
be compliant with their policy. More particularly, enterprises should take measures within
their power to ensure:
a) that any payment made to any agent represents no more than an appropriate
remuneration for legitimate services rendered by such agent;
b) that no part of any such payment is passed on by the agent as a bribe or otherwise in
contravention of these Rules of Conduct;
c) that agents agree explicitly not to pay bribes. Enterprises should include in their contracts
provisions to terminate agreements with agents if a bribe is paid, except for agreements
with agents performing routine administrative or clerical tasks;
d) that they maintain a record of the names, terms of employment and payments to all
agents who are retained by them in connection with transactions with public bodies, state or
private enterprises. This record should be available for inspection by auditors and by
appropriate, duly authorized governmental authorities under conditions of confidentiality.
The foregoing provisions should be applied to all agents or other intermediaries used by the
enterprise to obtain orders and permits, including sales representatives, customs agents,
lawyers and consultants.
Article 3: Joint Ventures and Outsourcing Agreements
Enterprises should take measures within their power to ensure that anti-bribery provisions
consistent with these Rules of Conduct are accepted by joint-venture partners as applicable
to the joint venture and by parties to outsourcing agreements.
Article 4: Political and Charitable Contributions and Sponsorships
a) Enterprises should only make contributions to political parties, party officials and
candidates in accordance with applicable laws, and all requirements for public disclosure
should be fully complied with. The amount and timing of political contributions should be
reviewed to ensure that they are not used as a subterfuge for bribery.
b) Enterprises should take measures within their power to ensure that their charitable
contributions and sponsorships are not used as a subterfuge for bribery. Charitable
contributions and sponsorships should be transparent and in accordance with applicable law.
c) Enterprises should establish reasonable controls and procedures to ensure that improper
political and charitable contributions are not made. Special care should be exercised in
reviewing contributions to organizations in which prominent political figures, or their
relatives, friends and business associates are involved.
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Article 5: Gifts, Hospitality and Expenses
Enterprises should establish procedures covering the offer or receipt of gifts, hospitality or
expenses in order to ensure that such arrangements (a) are limited to reasonable and bona
fide expenditures, and (b) do not improperly affect, or might be deemed to improperly
affect, the outcome of a procurement or other business transaction.
Article 6: Facilitation Payments
a) Enterprises should not make facilitation payments. In the event that an enterprise
determines, after appropriate managerial review, that facilitation payments cannot be
eliminated entirely, it should establish controls and procedures to ensure that their use is
limited to small payments to low-level officials for routine actions to which the enterprise is
entitled.
b) The need for the continued use of facilitation payments should be reviewed periodically
with the objective of eliminating them as soon as possible.

Article 7: Corporate Policies
In order to prevent bribery and extortion, enterprises should implement comprehensive
policies or codes reflecting these Rules of Conduct as well as their particular circumstances
and specific business environment. These policies or codes should:
a) provide guidance and training in identifying and avoiding bribery or extortion in the daily
business dealings of the enterprise;
b) offer confidential channels to raise concerns, seek advice or report violations without
having to fear retaliation;
c) include disciplinary procedures to sanction misconduct; and
d) apply to all controlled subsidiaries, foreign and domestic.
Article 8: Financial Recording and Auditing
a) All financial transactions must be properly and fairly recorded in appropriate books of
account available for inspection by boards of directors, if applicable, or a corresponding
body, as well as auditors.
b) There must be no “off the books” or secret accounts, nor may any documents be issued
which do not properly and fairly record the transactions to which they relate.
c) Enterprises should take all necessary measures to establish independent systems of
auditing, whether through internal or external auditors, in order to bring to light any
transactions which contravene these Rules of Conduct. Appropriate corrective action must
then be taken.
d) Enterprises should comply with all provisions of national tax laws and regulations,
including those prohibiting the deduction of any form of bribe payment from taxable income.
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Article 9: Responsibilities
The board of directors or other body with ultimate responsibility for the enterprise, should:
a) take reasonable steps to ensure compliance with these Rules of Conduct, including
o making resources available and supporting management in implementing the
corporate policies reflecting them;
o establishing and maintaining proper systems of control and reporting procedures,
including independent auditing;
b) sanction violations and take appropriate corrective action; and
c) make appropriate public disclosure of the enforcement of its anti-corruption policies or
codes.
The audit committee of the board or other body with similar responsibility should conduct
regular independent reviews of compliance with these Rules of Conduct and recommend
corrective measures or policies as necessary. This can be done as part of a broader system
of corporate compliance reviews.
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Appendix H: QCA Property Spaces

Company
Tchaikovsky
Haydn
Mozart
Fucik
Vivaldi
Wagner
Chopin
Schubert
Paganini
Bellamy

Company
Tchaikovsky
Haydn
Mozart
Fucik
Vivaldi
Wagner
Chopin
Schubert
Paganini
Bellamy

Company
Tchaikovsky
Haydn
Mozart
Fucik
Vivaldi
Wagner
Chopin
Schubert
Paganini
Bellamy

1
1
0
0
0
1
1
1
1
1

Better than
Better than
competition Relative competition
No Corporate
Compatibility 2008
Corruption 2008 Advantage 2008
1
1
0
0
0
0
1
0
1
0
1
1
1
1
1
1
1
1
0
1

1
1
1
1
0
1
1
1
1
1

Better than
Better than
No Corporate
competition Relative competition
Corruption 2009 Advantage 2009
Compatibility 2009
1
1
1
1
0
0
1
1
0
0
1
1
1
1
1
1
1
1
0
1

1
1
1
1
1
1
1
1
1
1

Better than
Better than
competition Relative competition
No Corporate
Compatibility 2010
Corruption 2010 Advantage 2010
1
1
1
1
1
1
1
1
1
0
1
1
1
1
1
1
1
1
0
1

Success
2008

Success
2009

Success
2010

Success No Corporate
Changes in Relative Changes in
Company
2008
Corruption 2008 Advantage 2008
Compatibility 2008
Tchaikovsky
1
1
0
Haydn
1
0
0
Mozart
0
0
0
Fucik
0
1
0
Vivaldi
0
1
0
Wagner
1
1
0
Chopin
1
1
0
Schubert
1
1
0
Paganini
1
1
0
Bellamy
1
0
0
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0
0
0
0
0
0
1
0
0
0

Better than
Better than
competition Triability competition
Observability 2008
2008
0
0
0
0
0
0
0
1
0
0

0
1
0
0
0
0
0
0
0
0

0
0
0
0
0
0
1
0
0
0

Better than
Better than
competition Triability competition
2009
Observability 2009
0
1
1
0
0
0
0
1
0
0

0
1
0
0
1
0
0
0
0
0

0
0
0
0
0
0
1
0
0
0

Better than
Better than
competition Triability competition
Observability 2010
2010
0
1
1
0
1
0
0
1
0
0

0
1
1
0
1
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Changes in Triability Changes in
2008
observability 2008
0
0
0
0
0
0
0
0
0
0

0
1
0
0
0
0
0
0
0
0

Better than
competition
Complexity 2008
1
0
0
0
0
0
0
1
1
1

Better than
competition
Complexity 2009
1
0
0
0
0
0
1
1
1
1

Better than
competition
Complexity 2010
1
0
0
0
1
0
1
1
1
1

Changes in
Complexity 2008
0
0
0
0
0
0
1
0
0
0

Success No Corporate
Changes in Relative Changes in
Company
2009
Corruption 2009 Advantage 2009
Compatibility 2009
Tchaikovsky
1
1
0
Haydn
1
1
1
Mozart
1
0
0
Fucik
1
1
1
Vivaldi
0
0
0
Wagner
1
1
0
Chopin
1
1
0
Schubert
1
1
0
Paganini
1
1
0
Bellamy
1
0
0

Success No Corporate
Changes in Relative Changes in
Company
2010
Corruption 2010 Advantage 2010
Compatibility 2010
Tchaikovsky
1
1
0
Haydn
1
1
0
Mozart
1
1
1
Fucik
1
1
0
Vivaldi
1
1
0
Wagner
1
1
0
Chopin
1
1
0
Schubert
1
1
0
Paganini
1
1
0
Bellamy
1
0
0

Change in success
Company
2008-2009
Tchaikovsky
Haydn
Mozart
Fucik
Vivaldi
Wagner
Chopin
Schubert
Paganini
Bellamy

Change in success
Company
2009-2010
Tchaikovsky
Haydn
Mozart
Fucik
Vivaldi
Wagner
Chopin
Schubert
Paganini
Bellamy

Changes in
Complexity 2009
0
0
0
0
0
0
0
0
0
0

0
0
0
0
1
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Changes in Triability Changes in
2010
observability 2010
0
0
0
0
1
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Changes in Triability Changes in
2009
observability 2009
0
1
1
0
0
0
0
0
0
0

0
0
0
0
1
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Changes in Triability Changes in
2010
observability 2010
0
0
0
0
1
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0

Changes in
Complexity 2010
0
0
0
0
1
0
0
0
0
0

0
0
1
1
0
0
0
0
0
0

No Corporate
Changes in Relative Changes in
Corruption 2009 Advantage 2009
Compatibility 2009
1
0
1
1
0
0
1
1
0
0
1
0
1
0
1
0
1
0
0
0

0
0
0
0
1
0
0
0
0
0

No Corporate
Changes in Relative Changes in
Corruption 2010 Advantage 2010
Compatibility 2010
1
0
1
0
1
1
1
0
1
0
1
0
1
0
1
0
1
0
0
0
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0
0
0
0
0
0
0
0
0
0

Changes in Triability Changes in
2009
observability 2009
0
1
1
0
0
0
0
0
0
0

Changes in
Complexity 2009
0
0
0
0
0
0
0
0
0
0

Changes in
Complexity 2010
0
0
0
0
1
0
0
0
0
0

Appendix I:

Results of first QCA
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{

no_corporate_corruption *

CO_2008
CA_2008 * TR_2008
CA_2008
OB_2008

{

no_corporate_corruption_2009 *

Whereby success_2009 = 0
no_corporate_corruption_2009 * TR_2009

{

NO_CORPORATE_CORRUPTION_2009 * RA_2009 *

TR_2009 * OB_2009
CA_2009 * CO_2009
CA_2009 * TR_2009
CA_2009
TR_2009

Factors of innovation diffusion leading to success, all companies 2009 (total N=10)
Whereby success_2009 = 1
CA_2009

Whereby success_2008 = 0
NO_CORPORATE_CORRUPTION_2008
no_corporate_corruption_2008

{

NO_CORPORATE_CORRUPTION_2008 * RA_2008 *

Factors of innovation diffusion leading to success, all companies 2008 (total N=10)
Whereby success_2008 = 1
CA_2008

N=1

N=2
N=2
N=1
N=1
N=1
N=1
N=1

N=2
N=1

N=2
N=1
N=1
N=1
N=1
N=1

 success_2009 = 0

 success_2009 = 1

 success_2008 = 0

 success_2008 = 1
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{

Factors of innovation diffusion leading to success, all companies 2010 (total N=10)
Whereby success_2010 = 1
CA_2010
TR_2010 * OB_2010
NO_CORPORATE_CORRUPTION_2010 * RA_2010 *
CA_2010 * CO_2010
CA_2010 * TR_2010
NO_CORPORATE_CORRUPTION_2010 * CA_2010 * TR_2010 * OB_2010
no_corporate_corruption * CA_2010
N=2
N=2
N=2
N=1
N=1
N=1
N=1
 success_2010 = 1

Appendix J:

Results of second QCA

32

33

{
CHANGE_CA_2008

N=1

Changes in factors of innovation diffusion leading to success, all companies 2010 (total N=10)
Whereby success_2010 = 1
N=7
N=1
NO_CORPORATE_CORRUPTION_2010 *
{ CHANGE_RA_2010
CHANGE_CO_2010 * N=1
CHANGE_TR_2010
no_corporate_corruption_2010
N=1

Whereby success_2009 = 0
no_corporate_corruption_2009 * CHANGE_OB_2009

Changes in factors of innovation diffusion leading to success, all companies 2009 (total N=10)
Whereby success_2009 = 1
N=5
CHANGE_RA_2009 *
N=1
NO_CORPORATE_CORRUPTION_2009 *
{ CHANGE_TR_2009
CHANGE_RA_2009
N=1
N=1
no_corporate_corruption_2009 *
{ CHANGE_TR_2009
N=1

no_corporate_corruption_2008

NO_CORPORATE_CORRUPTION_2008 *

Whereby success_2008 = 0

Changes in factors of innovation diffusion leading to success, all companies 2008 (total N=10)
Whereby success_2008 = 1
N=4
NO_CORPORATE_CORRUPTION_2008 *
{ CHANGE_CA_2008
N=1
N=1
no_corporate_corruption_2008 *
{ CHANGE_OB_2008
N=1

 success_2008 = 0

 success_2010 = 1

 success_2009 = 0

 success_2009 = 1

N=1
N=1
N=1

 success_2008 = 1

Appendix K: Results of third QCA
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{

no_corporate_corruption_2009 *
CHANGE_OB_2009

CHANGE_RA_2009 *
CHANGE_TR_2009
N=1

N=1

N=5
 change_in_success_2008-2009 = 0

no_corporate_corruption_2010

NO_CORPORATE_CORRUPTION_2010 *

Whereby change_in_success_2009-2010 = 0

{
CHANGE_RA_2010

N=7
N=1
N=1

 change_in_success_2009-2010 = 0

Changes in factors of innovation diffusion leading to change in success, all companies 2009-2010 (total N=10)
Whereby change_in_success_2009-2010 = 1
NO_CORPORATE_CORRUPTION_2010 * CHANGE_CA_2010 *
 change_in_success_2009-2010 = 1
N=1
CHANGE_TR_2010

{

NO_CORPORATE_CORRUPTION_2009 *

Whereby change_in_success_2008-2009 = 0

Changes in factors of innovation diffusion leading to change in success, all companies 2008-2009 (total N=10)
Whereby change_in_success_2008-2009 = 1
NO_CORPORATE_CORRUPTION_2009 * CHANGE_RA_2009
N=1
 change_in_success_2008-2009 = 1
no_corporate_corruption_2009 * CHANGE_TR_2009
N=1

