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Abstract

Petty corruption is a barrier to entrepreneurship in emerg-ing countries, justifying to investigate
its determinants. Using data on 1,240 entrepreneurs across Indonesian regions, we analyse
the effects of social capital. Two-evel ordered probit regressions show that weak-ties discourage
entrepreneurs' bribing, strong-ties encourage it, whereas this latter effect is moderated by the
quality of access to formal credit. Bribing banks or turning to relatives for exter-nal funding are
alternative solutions for entrepreneurs facing poor access to formal credit, a common feature in

emerging countries, and the second solution is preferred given the risk and psychological costs of

corruption.
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1 INTRODUCTION

Petty corruption is a strong impediment for entrepreneurs in emerging countries, adding to the costs of doing
business and thus deterring entry (Kuncoro, 2004; Wu, 2009). Addressing that problem requires analysing and
understanding the roots of entrepreneurs' bribing behaviours, by focusing in particular on the role of the institutional
environment (Zhou, Han, & Wang, 2013).

In emerging countries plagued by corruption, entrepreneurs bribe due to failing formal institutions (Belitski,
Chowdhury, & Desai, 2016; Hanoteau & Vial, 2020), and this includes situations in which institutional distortions are
maintained or introduced by corrupt bureaucrats willing to extort money (Chéne, 2019; Kuncoro, 2004;
Tanzi, 1998)
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Informal institutions, which consist of unmodified attitudes and beliefs embodied in society, also shape individ-
ual behaviours (North, 1990). Among informal institutions is social capital, defined as the characteristics of social
organizations, such as norms, networks, and trust that ease action and cooperation for mutual benefit
(Putnam, 1993). There are strong ties (or bonding) and weak ties (or bridging and linking) forms of social capital, and
they vary according to the features of networks and the strength of relationships (Aldrich & Meyer, 2015). They
generate contradictory social effects (Pena Lopez & Sanchez Santos, 2014), justifying to disentangle the relation
between social capital and corruption.

Early studies on this relation have focused on weak ties only, finding a negative effect on corruption
(Bjernskov, 2003; Uslaner, 2005). Acknowledging the different forms of social capital, subsequent studies observe
differentiated effects. Strong tie social capital increases corruption, whereas weak tie social capital reduces it
(Graeff, 2005; Pena Lépez & Sanchez Santos, 2014).

However, all these empirical studies share common weaknesses. First, they consider corruption as a monolithic
object aggregated at the country level, whereas it encompasses diverse forms, such as petty and political (or grand)
corruption. These forms vary according to the scale of transactions and the actors involved, such as large established
firms or small new ventures (Nguyen, Doan, Nguyen, & Tran-Nam, 2016; Tanzi, 1998). Ignoring this diversity is likely
to introduce a veil in the analysis.

Second, and as Pena Lépez and Sanchez Santos (2014) acknowledge it, these studies, including theirs, have been
incomplete so far, overlooking the complexity of the relation, which is another source of bias.

In this paper, we address these research gaps, first by disentangling corruption to unveil the real effects of social
capital. We focus on petty corruption as it is widespread in emerging countries (Chéne, 2019), and a main concern
for entrepreneurs, as they are especially vulnerable to it and harmed by it (Tanzi, 1998). We assume the increasing
(decreasing) effect of weak (strong) ties social capital on entrepreneurs' bribing.

Second, we account for the complexity of the relation by acknowledging that social capital and petty corruption
offer alternative solutions for entrepreneurs. Both fulfil the same function of offsetting failing formal institutions,
leading us to assume that the quality of access to formal credit moderates the relation between social capital, either
weak or strong ties, and entrepreneurs' bribing. Indeed, in emerging countries, small firms have poor access to formal
sources of external financing (Du, Guariglia, & Newman, 2015; Le & Nguyen, 2009), and they bribe to get a better
access to credit (Chaudhuri & Gupta, 1996; Fungacova, Kochanova, & Weill, 2015). Alternatively, entrepreneurs turn
to their networks or social groups through which they get better access to credit and funding (Hoang &
Antoncic, 2003; Le & Nguyen, 2009).

We also contribute to the empirical literature as we use micro-level data, whereas most studies on corruption
are country-level (e.g., Donfouet, Jeanty, & Malin, 2018; Pena Lopez & Sanchez Santos, 2014). We analyse the
bribing behaviour of 1,240 Indonesian entrepreneurs clustered into 17 provinces. We use a 2-level ordered probit
procedure, and the results confirm the assumptions.

In the next section, drawing on the literatures on entrepreneurship, institutions, corruption and social capital, we
formulate hypotheses. Section 3 describes the dataset and the empirical methodology, whereas in Section 4, we
present the results and discuss them. The last section concludes with policy implications.

2 LITERATURE REVIEW AND HYPOTHESES
2.1 Petty corruption and entrepreneurship

Corruption is the abuse of a public office for private enrichment (Bardhan, 1997). It is the “misuse of an

organizational position or authority for personal or organizational (or sub-unit) gain, where misuse refers to

departure from accepted social norms” (Anand, Ashforth, & Joshi, 2005, p. 10). It has different forms that vary

according to scale and actors. Political corruption involves large-scale transactions and large firms, and is
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perpetrated by high-level administrative and political leaders who manipulate policies, institutions and rules to
sustain their power or for personal enrichment (Transparency International, 2009). It benefits a few individuals
at the cost of the entire society, due to its detrimental and long-term economic effects (Nguyen, Doan, Nguyen,
& Tran-Nam, 2016).

Petty (or bureaucratic) corruption is “everyday abuse of entrusted power by public officials in their interactions
with ordinary citizens” (Transparency International, 2009). It occurs through small-scale transactions, involves low-
to mid-level bureaucrats and civil servants, and is widespread in developing and transition countries (Chéne, 2019). It
can take collusive or non-collusive forms, which differ according to incentives (Sundstrém, 2019; Tanzi, 1998). It is
collusive when citizens, motivated by the benefits of an illegal act, pay bribes to avoid the sanctions for breach of
the law. It is non-collusive when citizens are forced to bribe to get the resources or services they are entitled to
(Foellmi & Oechslin, 2007). For instance, in emerging countries, generally characterized by deficient formal
institutions (Tanzi, 1998), entrepreneurs must bribe to offset the failure of the formal institutions they rely on
(Belitski, Chowdhury, & Desai, 2016; Hanoteau & Vial, 2020).

Bureaucrats willing to extort bribes can also intentionally maintain or create these institutional distortions
(Chéne, 2019; Kuncoro, 2004; Tanzi, 1998). They raise artificial difficulties, interpret rules, or extend delays to harass
firms and instigate illegal payments.

Although it involves small-size bribes, petty corruption is a heavy burden for small firms and entrepreneurs, due
to its high frequency, the direct costs it imposes, and as small and new businesses are particularly vulnerable to it.

Petty corruption is widespread in emerging countries, as illustrated by population surveys finding that 65%, 70%
and 32% of interviewees respectively in Vietnam, India, and Indonesia report paying bribes to access public services
(Pring, 2017). In the latter country, the percentage rises to 85% for local businesses (Von Luebke, 2009).

Petty corruption adds directly to operating costs in proportions that range up to 2.5-4.5% of firms' sales in
Sub-Saharan African countries (Clarke, 2011), 5% of firms' operating costs in China (Kraar, 1995) and between
10.4% and 20% of operating costs of small firms in Indonesia (Kuncoro, 2004; Tanzi, 1998).

These additional costs of doing business are particularly acute for small businesses, especially emerging ones,
due to their vulnerability. Indeed, they are more easily bullied, making them favourite prey of corrupt bureaucrats,
whereas large firms, thanks to their experience and connections in the administrative and political spheres, can bet-
ter handle the red tape, resist harassment, and avoid petty corruption (Tanzi, 1998).

Small and new firms can more hardly pass these additional costs on to their customers, as they operate in much
more competitive markets compared to large enterprises. As a result, petty corruption hurts the growth of small
firms, but not of large ones, because the former are forced to bribe, whereas the latter can avoid it, or choose to do
it if this is their strategic interest (Zhou & Peng, 2012).

The extent and significant effects of entrepreneurs' petty corruption justify focusing research on it and its
determinants.

lllegal corruption is risky, leading to its informality and concealing characteristics, source of other risks. First, an
actor involved in corruption has no legal mean to enforce the tacit “informal contract” behind corruption, and ensure
that the other party will fulfil their promise. Second, s/he is vulnerable to whistleblowing. These risks are mitigated
with reciprocity, dependence, and mutual trust (Graeff & Svendsen, 2013). A bureaucrat would not accept a bribe
without trusting the bribe-giver. Corruption thus cannot be an impersonal transaction, but requires social connected-
ness between actors (Kravtsova & Oshchepkov, 2019). They must belong to common and close social networks, to
ensure mutual trust, and that they can hide their fraudulent act (Graeff, 2005).

Corruption is not only illegal, it is also an outrage to the rest of society, as agents violating laws to favour their
particular interest, deviate from universalistic norms accepted by and valid for everyone (Graeff & Svendsen, 2013).
They also bring about a negative externality, as corruption induces a net burden on society (Mauro, 1995). This out-
rage justifies a psychological cost of corruption that may refrain agents to engage in it (Rotondi & Stanca, 2015).
However, they are more likely to accept this cost if they belong to a group favouring particularism over universalism.
Particularism is the feeling of obligation to help and give resources to persons to whom one has personal obligation,
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the family above all, but also friends and close peer groups (Lipset & Lenz, 2000). Universalism is the expectation that
anyone conform with accepted social norms (Graeff & Svendsen, 2013).

Thus, if the extent of corruption is conditioned in the short run by the strength of formal institutions such as the
legal system (Baumol, 1990; North, 1990), in the long run, it is influenced by social norms and social networks
(Pena Lépez & Sanchez Santos, 2014), and this justifies investigating the role of social capital (Bjgrnskov, 2012;
Lambsdorff, 2006).

2.2 Strong-ties and weak-ties social capital

The diversity and complexity of social capital have led to distinguish between strong-ties (or bonding) and weak-ties
(or bridging and linking) forms (Estrin, Mickiewicz, & Stephan, 2013; Gedajlovic, Honig, Moore, Payne, &
Wright, 2013; Putnam, 1993).

Strong-tie social capital rests on repeated connections among individuals emotionally close, such as family and
friends, and results in tight bonds to a particular group, building norms of reciprocity and loyalty (Gedajlovic, Honig,
Moore, Payne, & Wright, 2013). It is characterized by high level of particularistic trust and cohesion within small
groups (Estrin, Mickiewicz, & Stephan, 2013) and homophily (i.e., high levels of similarity) in demographic features,
interests, attitudes and resources (Putnam, 2000).

These features of strong-ties social capital are a fertile ground for the expansion of corruption in close and
socially exclusive networks (Lambsdorff, 2006; Rotondi & Stanca, 2015). Strong ties, characterized by frequent inter-
actions, closeness and peer pressure within small groups, favour dependence, reciprocity, and loyalty, leaving low
room for opportunistic behaviour. This raises strong cohesion within groups and agents involved in corruption are
more confident about the enforcement the tacit informal contract, thus increasing predictability (Harris, 2007).

Sociological studies suggest that high level of particularism is conducive to lower civicness and higher prevalence
of corruption (Rotondi & Stanca, 2015). A social environment of an inward looking and exclusive group of similar
people sharing common interests fosters in-group favouritism, which can easily lead to corruption. In this social
cocoon, members are less likely to consider deviations from norms of fairness and universalism as morally wrong,
thus lowering the psychological cost of corruption, and raising its acceptability (Anand, Ashforth, & Joshi, 2005). The
acceptability of corruption is further enhanced in a context where bribing is common, potentially considered as nor-
mal phenomena, and following social norm, however abnormal. This encourages entrepreneurs to bribe like peer
firms (Zhou, Han, & Wang, 2013). This leads us to hypothesize that:

Hypothesis 1a (H1a).. Strong-ties social capital has a positive impact on entrepreneurs' bribing

The second category is weak-tie social capital, which encompasses bridging and linking sub-categories
(Estrin, Mickiewicz, & Stephan, 2013).

Bridging social capital refers to relationships among dissimilar people (e.g., socio-economic status, age,
education) loosely connected across diverse social groups, such as religious ones (Aldrich & Meyer, 2015). People
have faith in different people pertaining to different groups, which is generalized trust (Uslaner, 2002).

Linking social capital refers to the relationships regular citizens have with those in power and with institutions
(Szreter & Woolcock, 2004). It materializes into the respect of universal norms, and trust in administrative processes,
social, economic and political institutions (Bjgrnskov, 2012). It is characterized by universalistic trust (Pena Lopez &
Sanchez Santos, 2014).

In societies where universalism and generalistic trust dominate over particularism, people are less likely to
deviate from common norms and the search for general interest. They are rather eager to cooperate with other
people, different from themselves, and outside their narrow circle, leading to lower corruption incentive (Graeff &
Svendsen, 2013). People trust more institutions, governments and bureaucracies are more efficient, and there is
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strong economic development. Studies show that this induces lower corruption (Bjgrnskov, 2012), and we therefore

assume that:

Hypothesis 1b (H1b):.. weak-tie social capital has a negative impact on entrepreneurs' bribing

The hypotheses 1a and 1b suggest that strong-tie and weak-tie social capital are contextual factors likely to
encourage or discourage entrepreneurs' bribing. However, social capital, in its various forms, is not sufficient to
explain the existence of corruption and entrepreneurs' primary incentive to pay bribes (Lambsdorff, 2006; Rotondi &
Stanca, 2015).

Resources and the institutional environment are firms' main motivations to bribe in emerging markets (Zhou,
Han, & Wang, 2013). Where the access is deficient or unfair, firms bribe to get the resources they need
(Mauro, 1995; Rose-Ackerman, 1999). In particular, they bribe bankers to get a better access to loans (Chaudhuri &
Gupta, 1996; Tonoyan, Strohmeyer, Habib, & Perlitz, 2010; Zhou & Peng, 2010). This is observed in countries char-
acterized by deficient formal institutions, such as loose accounting standards, weak legal system and low government
effectiveness resulting in high level of risk aversion of banks (Beck, Demirglic-Kunt, & Levine, 2006; Weill, 2011),
and this is especially the case in emerging and transition economies (Chen, Liu, & Su, 2013; Fungacova, Kochanova,
& WEeill, 2015).

Labour force, physical infrastructures and finance are essential for new firms (Evans & Jovanovic, 1989; Lajqi &
Krasniqi, 2017), whereas access to external finance is the main constraint during the early stages of new businesses
development (Ahlstrom & Bruton, 2006; Demirgtic-Kunt, Klapper, & Panos, 2011). Access to these resources is one
dimension of the institutional environment (Veciana & Urbano, 2008), conditioned by other formal institutions like
laws, regulations, and policy implementation (Lajgi & Krasnigi, 2017; Stenholm, Acs, & Wuebker, 2013), often defi-
cient in emerging countries. For instance, in Indonesia, as in other emerging countries, SMEs have poor access to for-
mal banks financing (Ayyagari, Demirgiic-Kunt, & Maksimovic, 2010; Ghani, Kerr, & O'Connell, 2014). They face
severe liquidity constraints and formal credit rationing, mainly due to underdeveloped capital markets and venture
capital. SMEs must rely almost exclusively on bank loans as a source of formal external funding (Le & Nguyen, 2009).
Second, there is an institutional bias against SMEs (Du, Guariglia, & Newman, 2015). In their distribution of credit,
state-owned banks favour public and large private firms (Ayyagari, Demirglic-Kunt, & Maksimovic, 2010). This
favouritism has several origins. The asymmetric information about SMEs results in higher agency costs and uncer-
tainty for lenders and financiers, justifying their strong risk aversion when dealing with SMEs. This is exacerbated by
loose accounting procedures and unpredictable law enforcement in emerging countries (Bai, Lu, & Tao, 2006). In
response to banks' risk aversion, and high rejection rate of loans applications, entrepreneurs propose bribes to
enhance their chances to get a loan (Weill, 2011).

Alternatively, entrepreneurs mitigate banks' risk aversion by circulating, through their social networks,
information about their capabilities, reliability, credit worthiness, and projects quality (Nguyen &
Ramachandran, 2006; Shane & Cable, 2002). This reduces information asymmetry, enhances mutual trust, raises
legitimacy in the eyes of bankers, thereby allowing entrepreneurs better access to external financing (Ahlstrom &
Bruton, 2006; Le & Nguyen, 2009; Welter & Smallbone, 2006). Good and frequent relationships with executives
at other firms, including but not exclusive to the financial sector enable a manager to spread knowledge
informally. Such ties are important for SMEs applying for loans (Nguyen & Ramachandran, 2006). Better informa-
tion on SMEs' financial and operating situation, reduces information asymmetry, thus raising bankers and
financiers' willingness to lend money (Le & Nguyen, 2009; Okten & Osili, 2004). Endorsements from other firms
help creating a positive image of the firm, increasing its legitimacy and the likelihood of getting credit. (Du,
Guariglia, & Newman, 2015).

In emerging countries, networking with diverse actors from the economic, administrative, public and private
spheres, enables SMEs to lower the information asymmetry and to get better access to trade credit and bank loans
(Hoang & Antoncic, 2003; Le & Nguyen, 2009), thus compensating the lack of effective market institutions.
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Where formal institutions are failing, leading for instance to weak contracts enforcement and underdeveloped
credit market, social capital contributes to financial development (Guiso, Sapienza, & Zingales, 2004). Indeed,
informal financial institutions complement the formal financial system, by servicing the lower end of the market. This
is vital for entrepreneurs (Beck & Demirgiic-Kunt, 2006; Sanders & Weitzel, 2013), who, instead of knocking at
formal banks, turn to their personal networks of relatives and friends to obtain directly the financial resources they
need. This is actually the main source of external funding for SMEs in emerging countries such as China and Vietnam
(Hussain, Millman, & Matlay, 2006; Le & Nguyen, 2009).

An entrepreneur's ability to obtain external funding directly through his social capital depends on the extent
of his/her close social network, the strength of personal ties, and the financial resources embodied in the
network. This fits with Bourdieu's (1986, p. 3) definition of social capital as the “aggregate of the actual or
potential resources which are linked to possession of a durable network of more or less institutionalized
relationships of mutual acquaintance and recognition,” and refers more specifically to strong-tie characteristics
of social capital.

Personal relationships and networks thus appear as effective substitutes for well-established formal institutions
when these are underdeveloped or deficient (Du, Guariglia, & Newman, 2015; Lajqi & Krasniqi, 2017). Entrepreneurs
respond to these deficient institutional settings and get better access to financial funding through social capital
(Du, Guariglia, & Newman, 2015; Welter & Smallbone, 2011), directly by obtaining the resources embodied in their
networks, or indirectly through the effects of higher information circulation, trust and legitimacy on formal bankers'
risk aversion.

Bribing and social capital thus fulfil the same function, compensating for the failure of formal institutions that
would result otherwise in entrepreneurs' poor access to credit. They are alternative solutions to the same institu-
tional void and an entrepreneur is likely to prefer social capital given the economic and psychological costs of corrup-
tion. Depending on the quality of access to credit, an entrepreneur bribes to obtain external funding if s/he cannot
rely on sufficient social capital for the same purpose. The relationships between these variables can be formalized as
the moderating effect of the quality of access to credit on the relation between social capital, either strong or weak
ties, and entrepreneurs' bribing. This leads us to hypothesize that:

Hypothesis 2(H2). The level of access to formal credit moderates the effects of social capital, either strong-ties or

weak-ties, on entrepreneurs' bribing

3 DATA AND METHODOLOGY

Our data originate from two sources, the Global Entrepreneurship Monitor (GEM) survey (Reynolds, 2014) in
Indonesia for the year 2016, and the Indonesian Family Life Survey 2015 (IFLS-5). This latter is a large population
survey on households and local leaders. It is representative of the population of a subset of Indonesian provinces,
and in 1993 (first wave of the survey), the 13 provinces covered out of 22, accounted for 83% of the Indonesian
population. As some Indonesian provinces have been divided after 2001, their number has risen (Strauss, Witoelar, &
Sikoki, 2016). Indonesia has large within variations of local institutions and corruption, and shares common institu-
tional features with other emerging countries (Miguel, Gertler, & Levine, 2005).

3.1 Dependent variable

Our measure of individual bribing is from the GEM Indonesia 2016 and a question added about the frequency of
exposure to petty corruption: “How often do you incur additional costs that are not actually written, so that the
business is run smoothly?”. Respondents answered on a scale ranging from the value 1 (never) to 7 (always).
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Interviewing about bribe payments is a sensitive issue, subject to social desirability response bias (SDRB).
Individuals tend to hide or deny behaviours that are deemed illegal, unacceptable, or deviating from social norms,
thus leading to misreporting and under-reporting (Bernardi, 2006; Krumpal, 2013). Revealing a bribing behaviour
may raise a sense of culpability for an undesirable act, and the potential SRDB can be reduced through the design of
the survey context, and the wording of the question (Krumpal, 2013).

Confidentiality is an important contextual characteristic of sensitive surveys. It aims at lowering respondents'
concerns, raising their trust in data protection, and inducing them to cooperate, thus increasing the rate and accuracy
of responses (Krumpal, 2013). The GEM survey explicitly assures interviewees that their answers are kept anony-
mous (Bosma et al., 2020). In GEM Indonesia 2016, the question about petty corruption is embedded in a larger
series containing and starting with general and unoffending questions. This reduces the focus on a specific behav-
iour, thus mitigating a feeling of a jeopardy (Clarke, Friesenbichler, & Wong, 2015; Krumpal, 2013).

The wording of questions matters as well, and they must be formulated in a neutral and unthreatening way
(Henderson & Kuncoro, 2004; Krumpal, 2013). The words “corruption” and “bribe” are replaced, such as for instance
in the Word Development report 1997, which measures the extent of business corruption with a question asking
about “irregular additional payments to get things done” (Harris, 2007, p. 16). The annual survey of Vietnamese
SMEs measures the extent of petty corruption using the terms ‘informal payments and fees’ for smoothing business
operations (Nguyen, Doan, Nguyen, & Tran-Nam, 2016; Rand & Tarp, 2012).1 In the Indonesian annual census of
manufacturing, establishments report anonymously their ‘gifts and donations’ in the category ‘other expenditures’,
and this is considered as a measure of bribing expenditures (Behrman & Deolalikar, 1989; Kenny, 2009). In the same
Indonesian context, Henderson and Kuncoro (2004) measure petty corruption based on questions about gifts and
informal payments. Similarly, the GEM Indonesia 2016 survey asks about petty corruption using the terms
“not written (informal) additional costs.”

Indirect questions such as “is it common for firms in my line of business” (Harris, 2007, p. 16) are used to miti-
gate SRDB, enabling interviewees to answer without implicating themselves, thus potentially reducing under-
reporting. However, this potential is challenged by empirical studies obtaining equivalent results when using both
direct (e.g., “do you”) and indirect questions (Bernardi, 2006). This is the case with surveys on bribing, a possible
explanation being that reticent respondents also answer strategically to indirect questions (Clarke, Friesenbichler, &
Wong, 2015). In addition, if indirect questions have the potential to mitigate under-reporting, this comes with other
disadvantages in terms of measurement errors, comparatively to direct questions. Although it is assumed that
respondents answer indirect questions based on their own experience, there is no certainty that this is the case. The
answer is likely to be inaccurate, as the interviewee tries to figure out someone-else's concealed behaviour
(Clarke, 2011; Kenny, 2009). Furthermore, relating bribes with the respondent's own characteristics, when the
answer is about someone else bribing, is a problem especially for micro-level analyses (Clarke, Friesenbichler, &
Wong, 2015). This justifies using direct question on bribing, as done in previous surveys of firms' petty corruption,
such as in Vietnam (Nguyen, Doan, Nguyen, & Tran-Nam, 2016; Rand & Tarp, 2012) and Indonesia (Kuncoro, 2004),
and as we do here using the GEM Indonesia 2016.

The elicitation mean also matters, as firms may be reluctant to reveal absolute monetary figures about bribes
(Clarke, Friesenbichler, & Wong, 2015), whereas eliciting the information through a dummy (e.g., “yes or no”), or a
frequency (e.g., “how often”) is deemed less frightening by respondents (Kenny, 2009; Nguyen, Doan, Nguyen, &
Tran-Nam, 2016).

We verify the response rate for the question on petty corruption It is very high and the same as for the question
on age, which can be considered as neutral (Krumpal, 2013). Although we can-not rule out a remaining SRDB and
underreporting, other studies that have used very similar questions to measure petty corruption, in particular in
South-East Asia (Nguyen, Doan, Nguyen, & Tran-Nam, 2016; Rand & Tarp, 2012), lead us to consider the answers to
the GEM Indonesia 2016 as a relatively truthful and accurate indicator of entrepreneurs' bribing.

This survey uses the question “Do you have to pay informal/communication fees?” (CIEM, 2011: 28).
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3.2 Main explanatory variables: social capital

We build two measures of strong-ties/bonding social capital. The first is an indicator of informal financial family ties
based on a question in the GEM survey: “What was your relationship with the person that received your most
recent personal investment?”. If the answer is a family member (close or relative), the variable Finance family takes
the value 1, and O otherwise. The second is an indicator of the trust level in neighbours using the following
question from the IFLS-5: “I would be willing to ask my neighbours to look after my house if | leave for a few
days?”. The answers range from ‘strongly disagree’ to ‘strongly agree’, and are recoded from the value 1 meaning
low, to 4 meaning high level of trust. The answers are then averaged at the province level, and the variable is
labelled Neighbours’ trust.

The variables of weak-ties/bridging and linking social capital originate from the IFLS-5. To measure the strength
of bridging social capital, we compute a Herfindahl-based index of religious fractionalization at the province level.
We then invert its sign to obtain an indicator of Religious homogeneity ranging from —1 to 0O, high to low bridging
social capital (Churchill, 2017).

We consider two measures of linking social capital. First, an indicator of trust in local institutions, based on a
question about the perception of safety at the village level: “In most parts of the village, is it safe for you to walk
alone at night?”. The answers range from “strongly disagree” to “strongly agree,” and are recoded from the value
1 meaning low, to 4 meaning high level of trust. The answers are then averaged at the province level, and the
variable is labeled Village safety trust.

The second indicator is based on a question about people general trust: “Say you lost a wallet or a purse that
contained Rp. 200.000 and your identity card. I'd like you to think about how likely it is that it will be returned with
the money if it were found by someone else. Say it was found by a complete stranger. Is it likely or unlikely that it
will be returned to you with the Rp. 200.000?” The answers range from “very unlikely” to “very likely” and are
recoded from the value 1 meaning low, to 5 meaning high level of trust. The answers are then averaged at the prov-
ince level, and the variable is labelled General trust.

3.3 Control variables

From the IFLS-5, we build two indicators of the level of access to credit. The first is based on the question:
“How many times did you or other members of the household borrow from a source other than your family or fri-
ends over the past 12 months?” We then compute the percentage of households, at the province level, that were
able to obtain at least one loan over the past twelve months. We label that variable Access credit1.

The second indicator is computed based on the two following questions: “Were you or other members of the
household turned down in your efforts to secure a loan over the past 12 months?”, and “Did you or other members
of the household try to borrow any money or goods from a source other than your family or friends over the past
12 months?”. We compute, at the province level, the percentage of households that were not turned down in their
effort to secure a loan over the past 12 months, over the number of households that tried to borrow during the same
period. This variable is labelled Access credit2, and has the same meaning as Access credit1. We use these indicators
alternatively for robustness check.

From the GEM Indonesia 2016, we get other control variables that are considered as micro-determinants of
bribing. These are Gender, Age, Location, Income, Education, Household size (Mocan, 2008), and Cultural trait (Pena
Lopez & Sanchez Santos, 2014), and are all at the province level.

Gender is a dummy equal to 1 if the entrepreneur is a man, and O otherwise. Age is in years, given that inter-
viewees are 18-64 years old. Location is a dummy equal to 1 if the entrepreneur's location is urban, O if it is rural.
Income is the entrepreneur's household total annual income, scaled in nine categories ranging from 1 (income lower
than Rp. 18 million) to 9 (income strictly higher than Rp. 240 million). Education is the interviewee's highest
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educational grade, ranging from 1 (secondary level or lower) to 5 (master level and above). Household size is the num-
ber of members in the entrepreneur's household, and it measures family structure. Cultural trait is an indicator of the
Hofstede's individualist or collectivist cultural dimensions. It is based on a question added to the GEM Indonesia
2016: “How often do you donate your blood?”, with answers ranging from 1 (never) to 7 (always).

Variables originating from the GEM Indonesia 2016 and IFLS-5 are respectively at the individual entrepreneur
and province levels. 1,450 entrepreneurs have answered to the GEM Indonesia 2016, and they pertain to intentional,
nascent, confirmed and just failed entrepreneurs categories. We merge the two datasets using province codes, and
we end up with a cross section sample of 1,240 entrepreneurs across 17 Indonesian provinces. Our empirical
approach is therefore 2-levels, with the individual entrepreneur level nested into the province (group) level. Failing
to account for this hierarchical structure of the data could lead to underestimate the standard errors of the estimated
parameters, and thereby overstate their significance (Huang, 2018).

Given the discrete and ordinal nature of the dependent variable Entrepreneur bribing, we use a 2-level ordered

probit procedure to analyse the data. For Hypotheses 1a and 1b, we test a model of the following reduced form:

Model 1: Yij =apt alxij + azcj' +a3Zij + Ui,

Y; stands for the individual bribing of entrepreneur i in province j. X;; are the indicators of social capital. G is the
quality of access to credit, Z; a vector of other control variables, and uj is the error term. We add to this model an
interaction term Xj;. C; to test H2:

Model 2: Yij =apt alxij + a2CJ~ +a32ij + a4Xi,-.CJ- + Ujj.

We employ a mean-centring approach to reduce potential multi-collinearity induced by the interaction terms.
Variables are mean-centred which does not impact the tests' statistical significance (Aguinis & Gottfredson, 2010).
To verify the appropriateness of a multilevel model, we estimate the intra-class correlation (ICC) statistics which is a
function of the individual variance in Entrepreneur bribing (within group), and the variance between provinces. For
this purpose, we run an empty model (Huang, 2018) and the estimated ICC of 0.113 means that heterogeneity
between clusters explains 11.3% of the overall variance. Failing to account for this heterogeneity would lead to inef-
ficient and biased estimates, justifying the use of a multilevel model.

The number of groups is well above the minimum of 10 necessary to conduct a multilevel analysis, whereas the
number of observations per group has a minimum of 22 and is 73 in average, which is above the rule of thumb of
30 (Huang, 2018). We verify the robustness of the results by using Stata-14 mixed-effect regression command
(mixed) (Sujarwoto & Tampubolon, 2015). The results, available from the authors, remain very similar (same sign and
statistical significance) with those obtained with the 2-level ordered probit procedure.

Table 1 exhibits the descriptive statistics and the correlation matrix. Some of the social capital indicators are cor-
related, leading us to include them separately in the regression models. The same holds for Access credit1 and Access

credit2 with some of these indicators.

4 RESULTS AND DISCUSSIONS

The Table 2 presents the model 1 regressions in which we test successively the effects of different social capital vari-
ables on Entrepreneur bribing. We do not include all indicators of bonding, bridging and linking social capital together,
as they are correlated. Columns (1) and (2) exhibit the results of regressions including the two indicators of strong-
ties social capital, Finance family and Neighbours’ trust, and run alternatively with Access credit1 or Access credit2. The
estimated parameters for Finance family and Neighbours’ trust are positive and significant, thus supporting H1a that a
higher level of strong-ties social capital encourages entrepreneurs to bribe more.
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We then test the effect of Religious homogeneity, the measure of weak-ties/bridging social capital, but removing
Neighbours’ trust as both variables are correlated. The estimated coefficients (columns (3) and (4)) for Religious
homogeneity are negative and significant, supporting H1b that weak-ties/bridging social capital reduces entrepre-
neurs' bribing. It is also supported when we include Village safety trust as a measure of weak-ties/linking social
capital. Its estimated parameter is negative significant (column (5)). However, H1b is not supported when we
consider General trust, the indicator of weak-ties/linking social capital. The estimated parameter is not significant
(column (6)). In regressions (5) and (6), Access credit1 and 2 are omitted given their significant correlation with the
indicators of weak-ties/linking social capital.

The last two columns (7) and (8) present the results of model 1 regressions keeping only the control variables to
check the model stability. The results remain the same across the various regressions. The negative estimates for
Access credit]l and 2 confirm that a poor access to formal credit raises entrepreneurs' incentive to bribe (Beck,
Demirglic-Kunt, & Levine, 2006; Chen, Liu, & Su, 2013; Fungacova, Kochanova, & Weill, 2015). The estimates for
Education, Income and Cultural trait are significant, confirming that they are micro-determinants of bribing
(Mocan, 2008; Pena Lopez & Sanchez Santos, 2014). The estimates for the other control variables Household size,
Gender and Location are never significant. The likelihood ratio chi-square statistics and their associated p-values,
equal to 0.000 in all regressions, show that the model as a whole is statistically significant.

The estimated parameters of an ordered probit regression are difficult to interpret beyond their sign and statisti-
cal significance, whereas the marginal effects are more intuitively meaningful (Williams, 2012). We compute the mar-
ginal effects of each main explanatory variable at the mean values of the other control variables, and for each of the
seven categories of the dependent variable Entrepreneur bribing, using Stata-14 post-estimation commands. The
results shown in Table 3 indicate that one unit increase in Finance family is associated with entrepreneurs being 10%
less likely to “never” bribe, 2% less likely to bribe “very rarely,” 4% more likely to bribe “sometimes,” 2% more likely
to bribe “quite often,” 5% more likely to bribe “often,” and 1% more likely to “always” bribe. These marginal effects
sum up to zero, and the sequence of their signs is consistent with the negative sign of the estimated parameter in
Table 2a. One unit increase in Neighbours’ trust is associated with entrepreneurs being 77% less likely to “never”
bribe, 13% less likely to bribe “very rarely,” 32% more likely to bribe “sometimes,” 13% more likely to bribe “quite
often,” 37% more likely to bribe “often,” and 6% more likely to “always” bribe. Religious homogeneity is associated
with entrepreneurs being 22% more likely to “never’ bribe, and 11% less likely to bribe “often.” Village safety trust is
associated with entrepreneurs being 77% more likely to “never” bribe, 15% more likely to bribe “very rarely,” 31%
less likely to bribe “sometimes',” 14% less likely to bribe “quite often,” 41% less likely to bribe “often,” and 7% less

likely to “always” bribe.

TABLE 3 Marginal effects by category of the dependent variable entrepreneurs' bribing

Categories of the dependent variable

2-very 5-quite
Entrepreneur bribing 1-never rarely 3-rarely 4-sometimes often 6-often  7-always
Finance family -0.10* -0.02* 0.00 0.04* 0.02* 0.05* 0.01*
Neighbours’ trust -0.77* -0.13* 0.01 0.32* 0.13* 0.37* 0.06*
Religious 0.22* 0.04 0.00 0.09 0.04 -0.11* -0.02
homogeneity

Village safety trust 0.77* 0.15* 0.02 -0.31* -0.14* -0.41* -0.07*
General trust -0.07 -0.01 0.00 0.03 0.01 0.03 0.01

Notes: the numbers in parentheses are those of Table 2 and indicate the model specification that served to post-estimate
the marginal effects at the means, using STATA-14 margins command.

Note:

*p < 0.10, **p < 0.05, ***p < 0.01. Robust standard errors in parentheses. All regressions include a fixed effect on
entrepreneurs categories (intentional, nascent, confirmed, just failed), and are clustered at the provinces level.
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Some of these marginal effects are quite significant in terms of their magnitude, such as for Neighbours’ trust
and Village safety trust, and to a lesser extent, Finance family. This underlines the important effects the forms of social
capital have on entrepreneurs' bribing. These marginal effects are nonetheless estimated through a cross
section study, whereas social capital, and informal institutions in general, are unlikely to vary rapidly overtime
(Miguel, Gertler, & Levine, 2005). Building trust needs time.

Then, we test the moderating effect of the quality of access to formal credit on the relationship between social
capital and entrepreneurs' bribing. We introduce an interaction term which is the product between one measure of
the quality of access to formal credit, and one social capital indicator, whereas these two variables are also included
in the regression model, as shown in Equation (2). The Table 4 presents the results of model 2 regressions in which
we consider alternative interaction terms computed as different combinations of Access creditl and 2 on the one
hand, and indicators of strong-ties social capital on the other. The Table 5 present the results of the same model, but
with interaction terms built for the weak-ties social capital indicators.

For the interaction term computed between Access credit1 and Finance family, the estimated parameter is nega-
tive and significant (Table 4, column (1)). This supports H2 that the quality of access to formal credit moderates the
relationship between strong-ties/bonding social capital and entrepreneurs' bribing. It is further supported when the
interaction term is computed between Access credit1 and Neighbours’ trust, as the estimates is negative significant

(column (2)). In columns (3) and (4), the interaction term is computed with the same indicators of strong-ties social

TABLE 4 Multilevel ordered probit regressions on entrepreneurs bribing with moderation effect - strong-ties
social capital

(1) (2) 3) (4)

Finance family 1.159*** (0.316) 0.623(1.817)
Neighbours’ trust 8.282** (3.795) 33.50 (22.31)
Access credit1 (%) —0.873** (0.405) 31.05(20.13)
Access credit2 (%) —2.366 (1.581) 87.79 (70.65)
Interaction terms
Finance fam. X Access credit1 —1.750*** (0.509)
Neighbour trust X Access creditl —11.03* (6.795)
Finance fam. X Access credit2 —0.333(1.902)
Neighbour trust X Access credit2 —-32.14 (24.42)
Gender 0.063 (0.051) 0.063 (0.049) 0.062 (0.052) 0.064 (0.050)
Age 0.034 (0.034) 0.035 (0.033) 0.035 (0.033) 0.037 (0.033)
Location —0.013 (0.131) —0.004 (0.128) —0.014 (0.131) —0.009 (0.128)
Household size —0.006 (0.019) —0.002 (0.019) —0.005 (0.019) —0.001 (0.020)
Income 0.108*** (0.039) 0.112*** (0.040) 0.108*** (0.037) 0.112*** (0.038)
Education 0.092** (0.044) 0.095** (0.045) 0.090** (0.045) 0.094** (0.045)
Cultural trait 0.092** (0.036) 0.088** (0.037) 0.094*** (0.037) 0.094** (0.037)
N 1,240 1,240 1,240 1,240
Log pseudolikelihood —2074.58 —2075.08 —2075.87 —2074.24
Wald chi2 716.99 722.39 862.08 358.15
Prob>chi2 0.000 0.000 0.000 0.000

Notes:

*p < 0.10, **p < 0.05, ***p < 0.01. Robust standard errors in parentheses. All regressions include a fixed effect on
entrepreneurs categories (intentional, nascent, confirmed, just failed), and are clustered at the provinces level.
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capital, and with Access credit 2. The estimates for the interaction terms remain negative, but not significant. When
we compute the interaction term with the indicators of weak-ties/bridging and linking social capital, the estimated
parameter is never significant, as exhibited on Table 5.

Our results thus bring partial support to Hypothesis 2, as the estimated coefficient for the interaction term
is only significant in the case of strong-ties social capital (Finance family and Neighbours’ trust), and not for weak-
ties/bridging and linking social capital. Strong-ties social capital encourages entrepreneurs' bribing, as shown by
our support to Hypothesis 1a, but this effect is moderated by the quality of access to credit (support to H2),
and this is because strong-ties social capital provides a direct access to financial resources embodied in close

social networks.

5 CONCLUSIONS

Using Indonesian data on individual entrepreneurship and local institutions, we analyse the effects of strong-ties/
bonding and weak-ties/bridging and linking social capital on petty corruption. We find that strong-tie social capital
encourages entrepreneurs' bribing, whereas weak-tie social capital discourages it. Then, we show that the former
effect is conditional on the quality of access to credit, which moderates the relationship between strong-tie social
capital and entrepreneurs' bribing. Entrepreneurs have poor access to credit in emerging countries, due to deficient
formal institutions, and they have two alternative answers. They bribe bankers (Fungicova, Kochanova, &
Weill, 2015; Weill, 2011), or they obtain external funding directly from their close social networks of family and fri-
ends (Le & Nguyen, 2009). This second option fits with Bourdieu's (1986) view of social capital as the access to
actual or potential resources embodied in ones' personal network. Entrepreneurs prefer this alternative, as it does
not incur the legal, economic and psychological costs of corruption.

We contribute to the literature on the determinants of entrepreneurs' corruption in emerging countries (Belitski,
Chowdhury, & Desai, 2016; Hanoteau & Vial, 2020), by underlying the role of social capital and its different forms. It
complements the literature on social capital and corruption (Pena Lépez & Sanchez Santos, 2014), by acknowledging
that corruption is not a country-level monolithic concept, and that its relation with social capital is more complex
than previously envisioned. Indeed, we show the need to distinguish between petty and political corruption, and to
account for formal institutions' quality, as the actors involved face different institutional failures and have therefore
different motivations, which in turn conditions the effect social capital has on corruption. For instance, an entrepre-
neur offering a small bribe to a local civil servant has different motives compared to the top executive of a large cor-
poration offering a large bribe to a political leader.

The study also has implications for policy-makers concerned with the pervasive petty corruption that plagues
emerging economies and entrepreneurs especially (Tanzi, 1998; Zhou & Peng, 2012). There is not a one-size-fits-all
solution to combat petty corruption, given its collusive and non-collusive forms that differ according to incentives.
Rather, authorities should implement complementary measures for administrative simplification and efficiency,
detection and punishment, governance, and new technology implementation (Chéne, 2019). Our results suggest that
fostering weak-ties social capital, such as trust in others and in local institutions, may help lowering low-level bureau-
crats' extortion and entrepreneurs' payment of bribes. Practically, this can be operated through investing in educa-
tion, civicness, and concern for society (Bjarnskov, 2012).

Governments should also aim at fighting collusive petty corruption and bureaucrats' ability to extort bribes
through measures enhancing transparency, monitoring and control, and reducing face-to-face interactions.
Implementing electronic procedures can contribute to this aim (Chéne, 2019). Entrepreneurs' obligation to pay bribes
can be reduced by improving the quality of local institutions, ensuring that entrepreneurs have access to the
resources, such as external finance, they need to develop their business. These measures lower the barriers to entre-
preneurship, and also reduce entrepreneurs' need to pay bribes, thereby moderating the encouraging effect strong-
ties social capital has on entrepreneurs' bribing.
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Resumen. La pequeia corrupcion es una barrera para el espiritu emprendedor empresarial en los paises emergentes,
lo que justifica que se investiguen sus factores determinantes. Este articulo analiza los efectos del capital social med-
iante el uso de datos de 1.240 empresarios de todas las regiones de Indonesia. Las regresiones de tipo probit
ordenado de dos niveles muestran que las relaciones débiles desalientan el soborno de los empresarios, mientras que
las fuertes lo fomentan, aunque este Ultimo efecto estd moderado por la calidad del acceso al crédito formal. El
soborno a los bancos o recurrir a los familiares para obtener financiacién externa son las soluciones alternativas para
los empresarios con un dificil acceso al crédito formal, una caracteristica comun en los paises emergentes, por lo que

prefieren la segunda solucion, dado el riesgo y los costes psicoldgicos de la corrupcion.
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