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Abstract
In this study, we investigate the mediating effect of institutional networking on the relationship between
perceived corruption and the growth of small and medium-sized enterprises (SMEs). We also examine the
moderating impact of financial slack on the relationship between perceived corruption and institutional
networking. We test our moderated mediation model using data from 212 SMEs operating in Ghana.
The findings from the study show that perceived corruption is positively related to institutional network-
ing and this relationship is amplified when levels of financial slack are greater. The findings also show that
institutional networking positively mediates the relationship between perceived corruption and SME
growth. Theoretical and practical implications are discussed.
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1. Introduction

Developing nations are often fraught with corruption, which affects both business and society
(Barkemeyer et al., 2018; Bryant and Javalgi, 2016; Olken and Pande, 2012). Indeed, scholars argue
that corruption adversely impacts economic development and shifts the benefits from society to cor-
rupt individuals (Alm et al., 2016; Gründler and Potrafke, 2019; Mo, 2001; Murphy et al., 1991). As
entrepreneurship plays a key role in economic development and wealth creation (Baumol, 1990), this
issue has received growing attention in the entrepreneurship literature. Researchers have predomin-
antly utilised macro-level data to examine the relationship between corruption and entrepreneurial
activities (Anokhin and Schulze, 2009; Dreher and Gassebner, 2013; Mohamadi et al., 2017;
Wellalage et al., 2019a, 2019b). Interestingly, these studies present mixed findings. Although some
scholars have emphasised that corruption has a ‘sanding’ (negative) impact on entrepreneurial activ-
ities (De Rosa et al., 2015; Dutta and Sobel, 2016), others have highlighted its ‘greasing’ (enabling)
effect on entrepreneurial activities (Dreher and Gassebner, 2013; Fisman and Svensson, 2007).

Furthermore, recent findings indicate that the effect of corruption varies based on the type of cor-
ruption as well as on the types of entrepreneurs. In their study on private manufacturing small and
medium-sized enterprises (SMEs) in Vietnam, Vu et al. (2018) find that various types of corruption
(bribe) have different effects on firms’ financial performance. In particular, they find that some types
of bribe do not affect firm performance, whereas bribes to obtain government contracts and licences
harm firm performance. In contrast, firms that pay bribes for public services may have a higher
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performance compared to firms that do not. Similarly, scholars have recently examined whether the
sanding and greasing effects of corruption vary according to the type of entrepreneur (Goel and
Saunoris, 2019). They find that the sanding effect of corruption varies across types of entrepreneurs1

and it switches to greasing effect for nascent entrepreneurs.
Although in developed countries entrepreneurs can rely on various institutions when starting and

operating their businesses, entrepreneurs operating in developing countries often need to take actions
to manage the uncertainties associated with operating in such weak institutional environments (Ahsan
et al., 2020; Hunt, 2015; McMullen and Shepherd, 2006). This is because weak institutional environ-
ments are characterised by underdevelopment of market-supporting formal infrastructures such as
regulatory and legal systems (Khanna and Palepu, 1997; Puffer et al., 2010). Interestingly, Vorley
and Williams (2016) argue that entrepreneurs can adopt two strategies when operating in environ-
ments with high levels of corruption: avoiding the attention of government officials and engaging
in corruption. Although this research provides useful insights into the strategies that entrepreneurs
could adopt, we still have a limited understanding of the agency entrepreneurs display to manage
the challenges of operating in environments fraught with corruption.

In particular, we lack an understanding of the actions the key decision-makers of SMEs (e.g. owners
and CEOs) operating in such an environment take to ensure the survival and success of their firms. In
contrast to larger firms that have the significant financial resources and work with lobbyists to create
conducive environments for their businesses (Doh et al., 2003; Luiz and Stewart, 2014), SMEs have
limited resources and therefore need to be strategic in how they utilise these resources (Lee et al.,
1999; Terziovski, 2010). Furthermore, in SMEs, the key decision-makers play an influential role, and
they are directly involved in the actions that are taken to buffer their firms against adverse impacts
(Child and Hsieh, 2014; Ling et al., 2008; Sawyerr et al., 2003). Consequently, the entrepreneurial agency
they demonstrate could very well be the difference between the success and failure of their firms.

A significant amount of literature has emphasised that entrepreneurial networking is an important
action that entrepreneurs can engage in to acquire critical resources and enhance the performance of
their firms (for reviews see Hoang and Antoncic, 2003; Hoang and Yi, 2015). Networks enable entre-
preneurs to acquire critical resources, manage uncertainties and position their venture for success
(Hallen and Eisenhardt, 2012; Phillips et al., 2013). Recent findings indicate that entrepreneurs
develop networks to mitigate the uncertainties they perceive in starting and operating their ventures
(Engel et al., 2017; Magnani and Zucchella, 2019; Zheng et al., 2020). Given that corruption and asso-
ciated uncertainties can impact the ability of entrepreneurs to capture the value and the magnitude of
the value captured (Baker et al., 2005; Baumol, 1990), networking can play a critical role in ensuring
that entrepreneurs can create and capture appropriate value. Although the dominant focus of entre-
preneurial networking literature has been on personal (e.g. family and friends) and business ties
(suppliers and advisors), a small number of studies have examined institutional networks2 that entre-
preneurs develop with government officials to attain critical resources and special privileges (Adomako
et al., 2020; Ge et al., 2019; Wang et al., 2018; Zhang et al., 2016; Zhou, 2013).

Utilising insights from this literature, we argue that entrepreneurs who perceive the prevalence of
corruption in the environments in which they operate will develop ties with government officials (e.g.
ministers and regulators) who can help them protect their investments and attain success. However,
developing such institutional networks would require financial resources beyond what is necessary to
smoothly operate the firm. One operationalisation that has often been used in the strategic manage-
ment literature to measure the financial resources a firm has to engage in strategic activities is financial

1(1) Individuals who are in the process of setting up a business (nascent entrepreneurs); (2) individuals who own or man-
age a business that has been operational for more than 3 months but less than 42 months (new business owners); (3) indi-
viduals who own or manage a business that has been operational for more than 42 months (established entrepreneurs).

2Institutional networks are relationships that firms develop with public entities (Kim and Lui, 2015). Some scholars have
also referred to these ties as ‘political connections’ (Wang et al., 2018). We refer to these ties as ‘institutional networks’ as the
relationships that firms in our sample develop are not solely with politicians (e.g. members of parliament and regional min-
isters), but also with individuals working in various state institutions such as banks, taxation and regulatory entities.
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slack (Ang and Straub, 1998; Cheng and Kesner, 1997; Voss et al., 2008). We, therefore, argue that
financial slack, which reflects financial resources the firm possesses above what it needs for its current
operations (Kiss et al., 2018; Kraatz and Zajac, 2001), will enable the effective development of these
ties. Financial slack allows a firm to engage in strategic actions without putting itself at high risk by
increasing debt and financially overextending. Financial slack is especially valuable for SMEs in coun-
tries where corruption is prevalent as it is challenging to access credit in such environments (Wellalage
et al., 2019a).

In our study, using a sample of 212 Ghanaian SMEs from the manufacturing and service sectors,
we examine the mediating effects of institutional networking on the relationship between perceived
corruption and firm growth. Furthermore, we examine the moderating effect of financial slack on
the relationship between perceived corruption and institutional networking. The institutional environ-
ment in less developed countries differs significantly from that of more developed countries
(Adomako, et al., 2018; Fainshmidt et al., 2018). Entrepreneurs operating in such environments
have to actively navigate the business environments and manage uncertainties. As we have already
mentioned, entrepreneurs who perceive corruption to be prevalent are likely to be more active in
developing ties with individuals in government institutions (institutional networking). Such ties
could buffer firms from the unpredictability of the business environment as well as give them privi-
leged access to resources, which would likely enable them to attain higher performance (growth).

This study makes three main contributions. First, we contribute to the emerging literature exam-
ining the relationship between corruption and firm performance. Although the extant literature pro-
vides interesting insights, the findings from these studies are mixed and the mechanism through which
corruption affects firm performance is unclear. Second, we examine the mediating effects of institu-
tional networking to shed light on the mechanism through which corruption affects the performance
of SMEs. Entrepreneurs who perceive corruption in the environments in which they operate, actively
engage in actions to protect their investments. Such entrepreneurs develop relationships with officials
in government, regulatory and financial institutions to mitigate the uncertainties, including opportun-
istic behaviours by bribee, which enhances firm growth. Third, we find that financial slack moderates
the perceived corruption–institutional networking relationship. Financial slack allows entrepreneurs to
initiate and develop relationships with institutional ties (e.g. government and officials), without put-
ting the firm at risk by financially overextending.

Our paper proceeds as follows. In the next section, we develop a theoretical model focusing on the
relationships among perceived corruption, institutional networking and firm growth including the mod-
erating effects of financial slack. We follow this with a section describing the research methodology and
key findings. The final section outlines both the theoretical and practical implications of this study.

2. Theory and hypotheses development

2.1 Institutions and corruption

Institutions affect the allocation of entrepreneurial resources in a country (Baumol, 1990; Boudreaux,
2014; Grossman and Kim, 1995), and correspondingly entrepreneurs shape the institutions in which
they operate by actively responding to the institutional environment (Henrekson and Sanandaji, 2011).
Weak institutional environments provide a fertile ground for corruption to flourish and this necessi-
tates action from entrepreneurs to manage associated uncertainties (McMullen and Shepherd, 2006;
Tonoyan et al., 2010). In the context of developing economies, there is disorganised corruption,
where bureaucrats (e.g. government officials, civil servants and bank managers) collect bribes to per-
form their basic government functions (Shleifer and Vishny, 1993, Vu et al., 2018). This presents chal-
lenges to entrepreneurs in operating their business. Consequently, even tasks that are considered as
normal activities in developed institutional environments, such as attaining bank loans or business
permits, can be challenging in environments fraught with corruption. The prevalence of corruption
that the entrepreneurs perceive varies based on the type of industry in which they operate and the
number of times they have to interact with bureaucrats. Some industries such as the oil and gas sector
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in Ghana (Ablo, 2019) are highly regulated. When such regulatory requirements are coupled with
weak institutions, entrepreneurs are more likely to encounter corruption as the institutions responsible
for enforcing the laws to dissuade civil servants and political elites from engaging in corrupt beha-
viours are either unwilling to enforce them or incapable of doing so. Consequently, small firms will
likely need more resources to attain the approvals needed to operate a business in this sector compared
to, say, a small firm manufacturing furniture.3

Researchers argue that corruption increases the agency and transaction costs for entrepreneurs
(Anokhin and Schulze, 2009; Avnimelech and Zelekha, 2015; Jimenez et al., 2017). As corruption
entails government officials acting based on their self-interest, this has the potential to distort the func-
tioning of markets and market competition (Svensson, 2005). However, weak institutional environ-
ments, due to their bureaucracy and lack of supporting institutions, can hinder the entrepreneurial
process and make corruption an attractive option. Under such conditions, corruption can grease
the entrepreneurial process to prevent inordinate delays in procuring necessary approvals and/or
resources (Bardhan, 1997; Dreher and Gassebner, 2013). Entrepreneurs could receive special and
beneficial treatment by engaging in corruption, such as bank loans, permit approvals, direct contracts
and regulation favours (Acquaah, 2007; Dheer, 2017; Wellalage et al., 2019a, 2019b). Furthermore,
entrepreneurs in developing countries have limited alternate opportunities to earn income (Ahsan
et al., 2020), which may compel them to engage in bribery and other forms of corruption (e.g. circum-
venting tax and business laws) to succeed. Consequently, entrepreneurs who perceive the prevalence of
corruption in their environments may come to believe that engaging in corruption is the way to do
business and attain success. Researchers suggest that individuals’ perception of how prevalent corrup-
tion is in their environment can lead them to engage in similar practices and justify their actions
(Gorsira et al., 2018; Rose-Ackerman, 2001; Tonoyan et al., 2010). The cost of not engaging in cor-
ruption could be high for individuals who choose not to participate in this practice, and they will likely
be ignored in favour of those who do – that is, pay to play (Della Porta and Vannucci, 1999). Indeed,
Getz and Volkema (2001) argue that firms will engage in bribery if they perceive it to be prevalent, as
reluctance to do so can significantly harm their company.

Although bribing could grease the entrepreneurial process and enable firms to be successful,
engaging in bribery in a weak institutional environment is not without risk. Anokhin and Schulze
(2009) note that the bureaucrats whom the entrepreneur bribes may not perform the service despite
getting paid for it and they may demand additional payments without fear of repercussion as the
entrepreneur will have few, if any, options other than relying on them in such environments. To pre-
vent such opportunistic behaviour, the entrepreneur and/or the key decision-makers will likely attempt
to develop good relationships with various institutional actors. By developing good relationships with
institutional ties such as government officials, bank managers, etc., they can minimise agency and
transaction costs. In other words, good relationships with institutional ties could increase credit avail-
ability, shorten the administrative approval process, provide access to privileged information, and,
more importantly, mitigate opportunistic behaviours. Indeed, D’Aveni and Kesner (1993) emphasise
that such elite connections enable firms to manipulate the external environment and sway other actors
to behave in a manner that is beneficial to the firm.

Moreover, institutional ties can potentially enhance value creation and value capture, which in turn
bolster firm performance (Feng et al., 2015; Lepak et al., 2007; Semrau and Sigmund, 2012; Sun et al.,
2012). However, owners/CEOs of SMEs need to have sufficient financial resources to engage institu-
tional ties and develop good relationships with them, as such connections are often developed by
socialising in the same circles (Barton, 1985; Davis et al., 2003; Maclean et al., 2010, 2017). The chal-
lenge of accessing credit in environments where corruption is prevalent (Wellalage et al., 2019a) makes

3This is consistent with the notion of ‘local bribery environment’ that argues bribery is industry- and region-specific
(Fisman and Svensson, 2007; Hanousek and Kochanova, 2016). This suggests that firms operating in certain industries/
regions would need to rely more on institutional ties to attain resources and/or approvals, and therefore might perceive a
higher prevalence of corruption.
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financial slack even more valuable. Next, we explain the hypothesised relationships among the vari-
ables in the model.

2.2 Perceived corruption and institutional networking

Institutional networks may be broadly explained as the ties, contacts or relationships that the entre-
preneurs develop with actors in public organisations for the purpose of obtaining privileged services
(Acquaah, 2007; Luo et al., 2008). As discussed in the previous section, entrepreneurs who perceive
corruption in their industry environment are likely to engage in corruption to protect their invest-
ments and maintain their firms’ competitiveness (Getz and Volkema, 2001). This is more likely to
be true in a context where corruption is prevalent and the cost of doing business is high (Goel and
Saunoris, 2019; Mohamadi et al., 2017). Usually, poorly defined laws and unclear regulations increase
the cost of doing business and this could motivate entrepreneurs to bribe bureaucrats to circumvent
the burdensome process and sustain their firms’ competitiveness. Although corruption could facilitate
the entrepreneurial process, especially in countries with weak institutional environments (De Rosa
et al., 2015; Dreher and Gassebner, 2013), such environments also promote opportunistic behaviours
that the firms must safeguard against (Luo, 2005; Tonoyan et al., 2010).

Entrepreneurs engaging in bribery do not have the recourse of approaching the law in the event of
opportunistic behaviour by the bribee nor can they draw up formal contracts to ensure that the services
are rendered as per their payment agreements (Tonoyan et al., 2010). Researchers argue that entrepre-
neurs can reduce the uncertainties they experience by taking action (McMullen and Shepherd, 2006),
including designing an alternate mechanism to mitigate opportunism (Rose-Ackerman, 1999). Given
these challenges, entrepreneurs seek to establish relationships with institutional ties to gain privileged
access to resources as well as create a favourable environment for the firms (Acquaah, 2007; Dheer,
2017). In such environments, ‘who you know’ matters considerably as the ‘right’ connections can
open access to resources and eliminate obstacles that firms typically encounter (D’Aveni and Kesner,
1993; Guseva, 2007). More importantly, such ties can mitigate opportunistic behaviour and reduce
uncertainties (Adomako et al., 2020) as well as ensure that the corrupt transactions are performed
as agreed (Lambsdorff, 2005). These arguments lead us to suggest the following hypothesis:

H1: Perceived corruption is positively related to institutional networking.

2.3 Perceived corruption, networking and firm performance

A critical review of the literature indicates mixed findings regarding the effects of corruption on firm
outcomes. Although some studies find corruption to be detrimental (De Rosa et al., 2015; Fisman and
Svensson, 2007), others demonstrate that corruption is ideal for performance (Hanousek, and
Kochanova, 2016; Vial and Hanoteau, 2010). These seemingly contrasting outcomes may be due to
the fact that this relationship may be more nuanced and contingent on the agency of the entrepre-
neurs. We contend that institutional networks serve as a lynchpin in ensuring that entrepreneurs
can capture the value when they engage in corruption. Institutional ties provide three advantages to
firms in weak institutional environments (Acquaah, 2007; Tonoyan et al., 2010; Wellalage et al.,
2019a). First, institutional networks can provide valuable resources that are critical for firms’ growth,
especially in environments with weak institutions and less transparent bureaucracies. Second, institu-
tional networks reduce the length of the approval process required in the consumption of vital ser-
vices. Thus, entrepreneurs who leverage on this could enhance their firms’ speed to market. Finally,
and more importantly, these ties ensure that the bribes that entrepreneurs pay to ‘grease the wheel’
are not misappropriated by opportunistic actors. This is so because entrepreneurs who can establish
good relationships with institutional ties can create a trust-based network and ensure that the other
actors (that is, bribees) act in a manner that is favourable to the firm (D’Aveni and Kesner, 1993).
Indeed, strong bonding with ties can create an environment for corruption to flourish (Tanzi,
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1998). Findings from prior studies indicate that good relationships with network ties enhance trust,
which positively affects firms’ performance (Brüderl and Preisendörfer, 1998; Lin and Lin, 2016;
Mackinnon et al., 2004). Thus, we state:

H2: Institutional network mediates the effect of perceived corruption on SME growth.

2.4 The moderating role of financial slack

Financial slack is the level of liquid assets (e.g. cash on hand) available for immediate deployment by a
firm (Kiss et al., 2018; Kraatz and Zajac, 2001). Voss et al. (2008) suggest that financial slack is valu-
able, but generic and less rare compared to other types of resource slacks. Given that SMEs, especially
those in developing countries, are resource-constrained and are often confronted by challenges, such
as limited access to credit (Terziovski, 2010; Wellalage et al., 2019a), financial slack can be considered
a rare and valuable resource. This is because the possession of financial slack by SMEs enables them to
engage in strategic organisational activities (Ang and Straub, 1998; Cheng and Kesner, 1997; Voss
et al., 2008). SMEs are not restricted in the manner in which they can deploy financial slack and
they can apply it to any activity they deem as strategically important for firm survival and success.
That is, they can use their excess financial resources to engage in networking activities such as becom-
ing members of exclusive sporting clubs and cultural organisations which would enable them to social-
ise and develop relationships with elite ties (D’Aveni and Kesner, 1993). This could give SMEs
privileged access to resources and other benefits. Given the opportunity cost of not engaging in cor-
ruption in an environment where it is prevalent, along with the risk of losing competitiveness (Getz
and Volkema, 2001; Tonoyan et al., 2010), entrepreneurs might more likely be motivated to establish
relationships with elite ties (i.e. connections with important institutional actors) to influence the action
of other actors (D’Aveni and Kesner, 1993) as well as mitigate opportunistic behaviours (Lambsdorff,
2005).

In other words, although many SMEs may be motivated to engage in corruption in environments
with high corruption, only those who have financial slack are able to engage in networking activities
necessary to connect with elite ties. Although SMEs that lack financial slack could attempt to avail capital
from other sources of finances such as loans and utilise debt capital to establish relationships with insti-
tutional ties, the likelihood of attaining such loans in weak institutional environments is slim (Wellalage
et al., 2019a). As a result, firms that do not have financial slack may be locked out from accessing oppor-
tunities that privileged networks may beget (Della Porta and Vannucci, 1999; Getz and Volkema, 2001).
Thus, the ‘financial buffer’ stemming from the possession of financial slack reduces the risk to the SMEs
as it protects them from the uncertain outcomes of these strategic activities (Ang and Straub, 1998;
Cheng and Kesner, 1997; Voss et al., 2008). It gives SMEs the flexibility to develop good relationships
with different institutional ties that could help them protect their investments and attain future success.
The foregoing reasoning leads us to suggest a more positive effect of perceived corruption on institu-
tional networking when financial slack is higher. Accordingly, we hypothesise that:

H3: Availability of financial slack amplifies the effect of perceived corruption on institutional
networking.

3. Research method

3.1 Research setting: Ghana

In testing our hypotheses, we used data obtained from SMEs operating in Ghana. We focused on
Ghana because its environmental context was considered appropriate. First, many owners/CEOs of
SMEs in the country have ties with politicians and bureaucrats (Acquaah, 2007). Second, corruption
is pervasive, making the country rank 80th out of 180 countries according to Transparency
International’s 2017 Corruption Perception Index (CPI) (Transparency International, 2017). This
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high prevalence of corruption in Ghana presents unique challenges for entrepreneurs (Joseph, 2019;
Moo and Eyiah, 2019). This makes this context a suitable environment in which to test the proposed
hypotheses regarding the nexus between corruption and firm performance. Third, Ghana has
struggled to be competitive on the global stage in terms of developing vibrant markets. Moreover,
the institutional environment in Ghana presents an interesting context for the study because it differs
significantly from those in more developed countries (Amankwah-Amoah, 2016; Fainshmidt et al.,
2018). Overall, Ghana ranks 111th out of 137 countries, according to the 2017–2018 Global
Competitiveness Report (GCR). Thus, Ghana offers a typical developing country’s perspective to
test our conceptual model.

3.2 Sample and data collection

The sampling frame for this study was derived from the Ghana Revenue Authority (GRA) databases. We
contacted, by telephone, 800 firms to ask them for their participation in the study. Our sample met the
following criteria: (1) independent, i.e. not part of any company group; (2) owned and operated by an
entrepreneur or a team of entrepreneurs; (3) manufacturer of goods or a service provider; (4) employing
a maximum of 250 full-time employees; the criteria we used to classify the firms in our sample as SMEs
and (5) each respondent had to have direct executive authority for their respective firm.

The survey questions were in a randomised order to counter bias effects. To attenuate the threat of
common method bias (Podsakoff et al., 2003), we collected the data in two waves using a hand-
delivery survey strategy. First, we approached the entrepreneurs with questionnaires in person to col-
lect data on the independent variables (perceived corruption, institutional networking and the control
variables). After two rounds of reminders, we received a total of 272 responses, representing a 34%
response rate. We detected that 17 of the questionnaires were incomplete. These were therefore
discarded, leaving 255 complete responses (approximately 32% response rate).

Second, we collected data from the finance managers of the firms to measure financial slack and
firm growth. After making two reminders by telephone, we received a total of 228 responses. We
observed that 16 of the finance managers were also the founders/entrepreneurs of the firms. Hence,
we discarded those 16 questionnaires to minimise common method bias.

Overall, 212 complete responses across Time 1 and Time 2 were used for the analysis. This repre-
sents a 26.5% response rate (i.e. [212/800] × 100). On average, the firms employ 22 full-time employees
and have been in business for 8 years since their inception. The firms operate in multiple industries,
including agro-processing (40%), food and beverage processing (10%), textile and garment manufac-
turing (5%), security services (24%) and financial services (21%). Thus, the majority of the sampled
firms operate in the manufacturing industry (55%) whereas a few provide services (45%).

3.3 Measure of constructs

In line with the literature, a seven-point multi-item scale was used to measure the constructs.
We measured perceived corruption (α = 0.93) using a six-item scale from previous studies (Collins

et al., 2016; Doh et al., 2003; Uhlenbruck et al., 2006). This scale taps the extent to which entrepre-
neurs perceive corruption as pervasive within their politico-economic institutional environment.

Institutional networking (α = 0.88) was assessed using a four-item scale from Acquaah (2007). This
scale measures network relationships with government officials and politicians.

Financial slack: The approach used by Voss et al. (2008) was utilised to assess the firms’ cash
reserves at the end of the 2018 financial year to measure financial slack. Firm size was controlled
by dividing cash reserves by the venture’s total expenses in the 2018 financial year.

To measure firm growth, the dependent variable, the finance managers were asked in the survey to
record the level of employment growth in their firms 3 years before the data collection. Using these
data and following previous studies (Brouwer et al., 1993; Robson and Obeng, 2008), we included
an annualised growth rate for employment in the ordinary least squares regression.

Control variables: Several control variables such as firm size, firm age, industry type and founder
age/education were used because they were considered important factors which might influence the
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research model. Firm size was measured with the number of full-time employees, whereas firm age was
captured as the number of years the business has operated since its first sales. Industry was measured
with a dummy variable, with ‘0’ indicating manufacturing industry and ‘1’ indicating otherwise.
Finally, we controlled for founder age and education (‘1’ = ‘High School’, ‘2’ = ‘Higher National
Diploma’, ‘3’ = ‘Bachelor’s Degree’, ‘4’ = ‘Master’s Degree’ and ‘5’ = ‘Doctoral Degree’).

3.4 Tests for potential biases

We performed two major tests to check for potential biases. First, we checked the possibility of non-
response bias by comparing respondents and non-respondents in terms of firm age, size, industry, foun-
der age and education using Pearson’s chi-square test for discreet variables (Greenwood and Nikulin,
1996). We found no significant differences between the two groups. Thus, we concluded that non-
response bias did not influence our dataset (Armstrong and Overton, 1977; Rogelberg and Stanton,
2007). Second, we followed the procedure suggested by Lindell and Whitney (2001) to test for potential
common method variance. Accordingly, a marker test was used to assess the correlations between the
marker variable and the main constructs. The item ‘I enjoy coming up with new ideas for products’
was used as a marker variable, which is considered a measure of intrinsic interest in entrepreneurship,
a variable which is theoretically unrelated to firm growth. The results indicate a non-significant correl-
ation ranging from −0.01 to 0.03. The results of partial correlations were also significant, even after we
had discarded the effect of common method bias. A 95% sensitivity analysis was used to verify this con-
clusion. Overall, we believe that issues related to common method bias are negligible in this study.

3.5 Validity and reliability assessment

The reliability and validity of the constructs were subjected to exploratory factor analysis. A confirma-
tory factor analysis (CFA) was performed to refine the items using LISREL 9.30 and covariance matri-
ces as input data. The results of the CFA provide adequate fit for the data: χ2 (degree of freedom) =
920.44 (590); p < 0.00; RMSEA = 0.06; NNFI = 0.95; CFI = 0.97 and (SRMR) = 0.07. Also, the factor
loadings for each construct were significant at p < 0.01. This indicates the convergent validity of the
measures (Bagozzi and Yi, 1988).

The reliability of the constructs was assessed using composite reliability, average variance extracted
(AVE), and the highest shared variance (HSV) of the constructs. All the indices were greater than the
recommended threshold value of 0.70 (Bagozzi and Yi, 1988). Utilising Fornell and Larcker’s (1981)
approach, the discriminant validity of each construct was assessed by investigating whether the AVE for
each construct was greater than the shared variances of each pair of constructs. Discriminant validity
was determined as the AVE for each construct was larger than the HSV between each pair of constructs.

4. Results

The descriptive statistics for the model variables are presented in Table 1. Before conducting the main
regression analyses, the continuous variables were mean-centred to alleviate the potential multicolli-
nearity concerns associated with moderating hypotheses (Aiken et al., 1991). The results show that the
highest variance inflation factor (VIF) is 4.19, which is well below the recommended threshold value of
10 (Neter et al., 1990). We also checked the data for potential violations of normality assumptions and
outliers. The results suggested no significant violations. Thus, the data were deemed suitable for the
regression analysis. The hierarchical regression was then used to test the hypotheses. Table 2 presents
the regression results.

In models 1–4, the dependent variable is institutional networking. Model 1 includes all the control
variables. In model 2, we test the effect of perceived corruption on institutional networking. The
results showed that perceived corruption has a significant positive influence on institutional network-
ing (β = 0.25, p < 0.01), thus supporting hypothesis 1. When financial slack was added in model 3, the
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Table 1. Descriptive statistics and correlations

Variables Mean S.D. 1 2 3 4 5 6 7 8

1 Firm size (employees) 22.40 12.35

2 Firm age (years) 8.63 6.87 −0.04

3 Founders’ age 52.55 28.81 −0.02 0.00

4 Industry dummy 0.55 0.50 0.13 0.26** 0.02

5 Education 2.98 1.15 0.12 0.02 0.01 0.00

6 Financial slacka 17.85 42.20 0.19** 0.09 0.00 0.23** 0.08

7 Institutional networking 4.60 0.99 0.29** 0.14* 0.08 0.14* 0.13* 0.17*

8 Perceived corruption 4.93 0.70 0.21** −0.03 0.09 0.17* 0.09 0.25** 0.33**

9 Employment growth rate 7.35 12.84 0.08 −0.04 0.03 0.16* 0.24** 0.20** 0.26** 0.22**

S.D., standard deviation.
N = 212.
aThe mean value for this construct can be interpreted as a percentage.
*p < 0.05, **p < 0.01 (2-tailed test).
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Table 2. Findings of the moderated mediation regression model

Models 1–4: institutional networking Models 5–8: firm growth

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

Control variables

Firm size (employees) 0.18*** 0.18*** 0.19*** 0.18*** 0.09* 0.10* 0.10* 0.11*

Firm age 0.09* 0.10* 0.11* 0.11* −0.10* −0.10* −0.10* −0.11*

Founders’ age 0.04 0.05 0.05 0.05 0.04 0.04 0.05 0.05

Education 0.06 0.06 0.06 0.07* 0.09* 0.09* 0.09* 0.10*

Industry dummy 0.09* 0.09* 0.10* 0.11* 0.14** 0.14** 0.14** 0.14**

Independent variable

Perceived corruption (PC) 0.25*** 0.24*** 0.24*** 0.19*** 0.02

Moderator

Financial slack (FS) 0.18*** 0.18*** 0.22*** 0.22*** 0.18*** 0.18***

Interaction

PC × FS 0.46***

Mediator

Institutional networking 0.22*** 0.22***

Model fit statistics

F 1.50 3.93*** 5.71*** 7.28*** 2.66** 4.28*** 5.95*** 6.77***

R2 0.14 0.17 0.23 0.31 0.15 0.19 0.25 0.27

ΔR2 – 0.03 0.06 0.08 – 0.04 0.06 0.02

Largest VIF 2.44 4.19 2.19 1.31 2.01 1.29 2.53 2.54

N = 212.
***p < 0.01, **p < 0.05, *p < 0.10. Standardised coefficients are shown.
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effect of perceived corruption on institutional networking remained significant (β = 0.24, p < 0.01). In
model 4, we examine the moderating effect of financial slack on the relationship between perceived
corruption and institutional networking. The results suggest that the interaction term is positive
and significant (β = 0.46, p < 0.01), indicating that financial slack positively moderates the relationship
between perceived corruption and institutional networking. To establish the direction of the two-way
interaction, we followed the procedure advanced by Cohen et al. (2003) to investigate the moderating
hypothesis. The graphical representation in Figure 1 shows a stronger positive relationship between
perceived corruption and institutional networking when financial slack is high (versus low financial
slack). Simple slope analysis also shows that the effect of perceived corruption on institutional net-
working is significant when financial slack is high (t = 2.99, p < 0.01) but not when it is low (t =
0.45, ns). This indicates support for hypothesis 3.

The dependent variable in models 5–8 is firm growth. The results in these models allow us to test
the mediating hypothesis (H2). The mediating hypothesis was tested using the approach suggested by
Baron and Kenny (1986) and refined by Zhao et al. (2010). According to this approach, mediation
relationships must meet three conditions. First, the independent variable and the mediator should
be related significantly. The result in model 2 shows that the association between perceived corruption
and institutional networking is positive and significant (β = 0.25, p < 0.01). Second, the mediating vari-
able and the dependent variable should be significantly related to each other. The result in model 7
shows that institutional networking and firm growth are significantly related to each other (β =
0.19, p < 0.01). Third, the effect of the independent variable on the dependent variable must not be
significant when the mediating variable is added to the regression equation. In model 8, when per-
ceived corruption was included in the regression equation, institutional networking had a positive
influence on firm growth (β = 0.19, p < 0.01). However, the effect of perceived corruption on firm
growth was not statistically significant (β = 0.02, ns). Overall, the results of the mediation analysis sug-
gest that institutional networking mediates the effect of perceived corruption on firm growth. Thus,
hypothesis 2 is supported.

To gain additional insights into the mediation results, we utilised the Sobel test to investigate the
statistical significance of the indirect effects of institutional networking on firm growth (MacKinnon
and Dwyer, 1993; Sobel, 1982). Using this test, we calculated the magnitude of the unstandardised
indirect effect and its associated standard error. The results of this test indicate that the indirect effects
of institutional networking on firm growth (z = 2.98, p < 0.01) were consistent with our prediction and
statistically significant. This provides further support for full mediation (H2).

4.1 Robustness checks

The robustness of the results was established by performing several analyses. First, we undertook an
alternative regression analysis utilising return on assets (ROA) (Venkatraman and Ramanujam, 1986)
as our dependent variable. This measure was computed as the ratio of operating income to total assets
(Lee et al., 2016; Florio and Leoni, 2017). The results using ROA replicated our initial regression

Figure 1. Interaction effect of perceived corruption with financial slack on institutional networking.
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results. Second, we used financial resource availability (Cooper et al., 1994; Wiklund and Shepherd,
2005) as a proxy for financial slack and tested its effect on the relationship between perceived corrup-
tion and institutional networking (β = 0.33, p < 0.01). Finally, in the second wave of the survey, we
obtained information on bribery incidence from the finance managers and used this measure (‘It is
common for firms in my line of business to pay some irregular ‘additional payments/gifts’ to get things
done concerning customs, taxes, licences, regulations, and services’) as an alternative measure of cor-
ruption (Hanousek and Kochanova, 2016). Accordingly, we re-estimated the mediating effect of insti-
tutional networking on the relationship between corruption and firm growth. The results were
consistent with the findings in Table 2.

Thus, overall, the results obtained from the robustness test were in line with our initial findings.
Third, we performed the Durban–Wu–Hausman test to examine potential endogeneity in the
model by using instrumental variables (Wooldridge, 2002). The criteria for instrumental variables
consisted of those that affect the level of corruption, but which do not affect firm growth
(Semadeni et al., 2014). Consistent with the recommendations of Semadeni et al. (2014), we employed
multiple instrumental variables. Specifically, weak institutional environment and pressures from fam-
ily members for financial support met the aforementioned selection criteria and were used as instru-
mental variables. Accordingly, we regressed each variable separately on perceived corruption. We then
saved the residuals and entered them into the model. The p-values were not significant for either
residual, indicating that the effects of endogeneity are likely minimal in our research model.

5. Discussion and conclusion

Drawing on institutional theory and corruption literature, this paper argues that perceived corruption
affects firm growth through institutional networking. Accordingly, we put forward a moderated medi-
ation model that examined the relationship between perceived corruption and firm growth. Using data
from 212 SMEs in Ghana, the analysis revealed that the relationship between corruption and firm
growth is mediated by institutional networking, and this relationship is enhanced at high levels of
financial slack. In other words, the study shows that perceived corruption is positively associated
with institutional networking, which in turn positively impacts SMEs’ growth. Furthermore, the
research revealed that the relationship between perceived corruption and institutional networking is
stronger for SMEs that possess higher financial slack.

Theoretically, our study makes three main contributions. First, we contribute to the emerging lit-
erature examining the effect of corruption on firm performance. Given that the findings from previous
studies are mixed, our study sheds additional light on this relationship by testing the effect of perceived
corruption on SMEs’ firm growth. Thus, our findings complement the small number of studies that
have demonstrated the positive relationship between corruption and firm performance (Hanousek,
and Kochanova, 2016; Vial and Hanoteau, 2010). Second, our study provides a nuanced understand-
ing of the mechanism, institutional networking, through which corruption positively affects firm per-
formance. In doing so, we open up the ‘black box’ of the relationship between corruption and firm
performance. In the main, our findings provide useful insights into how institutional networking med-
iates the corruption–firm performance linkage. In this way, our study contributes to extant research
efforts exploring the effects of social ties on firm growth/performance in emerging economies (Guo
et al., 2014; Lin and Lin, 2016). Third, previous studies have considered institutional networking
and financial slack in isolation. Therefore, we extend the literature by simultaneously testing the rela-
tionships among these variables in a contingency model. The outcomes show that financial slack amp-
lifies the relationship between perceived corruption and institutional networking. By doing so, we fill
an important research void in the entrepreneurship literature regarding the ‘value’ of financial slack for
SMEs in environments where it is challenging to access credit (Wellalage et al., 2019a).

Our study also provides useful insights to SME founders and policy makers in developing countries.
First, given the importance of institutional networking in an environment where corruption is preva-
lent, SMEs would be better served by deploying resources towards developing and nourishing
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institutional networking. Such actions can help to mitigate the uncertainties associated with operating
in countries with weak institutional environments and where corruption is very prevalent. The finding
regarding the effect of networking suggests that entrepreneurs’ relationship with the government and
bureaucratic officials can go a long way in helping SMEs gain access to resources and privileges that
often are crucial for firm survival and success in such environments. As firms increasingly use insti-
tutional ties to access resources, future success is likely to be predicated on their ability to develop and
maintain diverse institutional ties. Thus, there is a need to develop and maintain ties across political
parties and agencies to mitigate network decay or obsolescence due to changes in government and
accompanying administrative changes. Relatedly, the finding concerning the moderating effect of
financial slack on the link between perceived corruption and institutional networking implies that
SMEs that possess financial slack will likely be in a better position to establish good relationships
with diverse institutional ties. This is because it is challenging to attain capital (e.g. loans) in such
environments. However, it is important to recognise that, although corruption may allow entrepre-
neurs to temporarily remove bureaucratic bottlenecks that significantly increase their transaction
costs, a culture of unrestricted bribery may encourage opportunistic civil servants to intentionally
impose such bottlenecks to enrich themselves. This could increase the cost of doing business and
adversely affect economic development.4

6. Limitations and future research directions

There are some limitations of our study, which can inform the direction for future research. First, this
study focuses solely on Ghana. Therefore, researchers should be cautious of generalising our findings
to other developing countries, given the variation in the political and socio-economic cultures and
practices across developing countries. Consequently, it may be useful for future research to test our
model with data from a more diverse and larger sample across national/cultural settings. Second,
future studies could determine the direction of the hypothesised relationships in our research
model by using a longitudinal method to investigate whether entrepreneurs’ perceptions of corruption
and institutional network change over time and how such changes influence firm growth. Relatedly,
future research could examine how firm performance, over time, influences the perception of corrup-
tion and institutional networking. Fourth, recent research has highlighted the contingencies such as
gender (Wellalage et al., 2019b), types of entrepreneurships (Goel and Saunoris, 2019), and types
of bribes (Vu et al., 2018) that can affect the relationship between corruption and firm performance.
Future research can incorporate these contingencies into our theoretical model to better understand if
and how these factors affect our findings. Furthermore, researchers can also examine the impact of
other forms of financial resources (e.g. loans) on the relationship between perceived corruption and
institutional networking. Finally, researchers can build on our study by examining a broader set of
firm outcomes. For instance, Lee and Weng (2013) find that bribery in the home country can dampen
firm exports. This suggests that, although corruption could enhance firms’ performance (growth), it
may also lower their competitiveness in international markets. We hope that the insights from our
study will prompt new research directions on this topic, especially in developing economies.
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Appendix 1: Survey items
Perceived corruption (0.93)

• In this industry, irregular, additional payments to various government officials are required to ‘get things done’.
• Businesses generally must engage in various types of corruption in order to compete effectively in this industry.
• Engaging in various types of corruptions is a normal part of doing business in this industry.
• Firms which do not engage in corruption will be at a competitive disadvantage compared to firms that do engage in
these types of actions.
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• Corruption is one of the most important considerations when doing business in this industry.
• Engaging in corruption is the way things get done in this industry.

Institutional networking (α = 0.88)

• Top managers at our firm have maintained good personal relationships with officials in various levels of government.
• So far, our firm’s relationship with regional government officials has been in a good shape.
• Top managers at our firm have developed good connections with officials in regulatory and supporting organisations
such as tax bureaus, state banks and commercial administration bureaus.

• Top managers at our firm have maintained good relationships with officials in industrial and investment institutions
(e.g. Investment Board, Export Promotion Council, Ghana Stock Exchange).
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growth: the roles of institutional networking and financial slack. Journal of Institutional Economics 17, 607–624. https://
doi.org/10.1017/S1744137421000011

624 Samuel Adomako et al.

https://doi.org/10.1017/S1744137421000011 Published online by Cambridge University Press

https://doi.org/10.1017/S1744137421000011
https://doi.org/10.1017/S1744137421000011
https://doi.org/10.1017/S1744137421000011

	Corruption and SME growth: the roles of institutional networking and financial slack
	Introduction
	Theory and hypotheses development
	Institutions and corruption
	Perceived corruption and institutional networking
	Perceived corruption, networking and firm performance
	The moderating role of financial slack

	Research method
	Research setting: Ghana
	Sample and data collection
	Measure of constructs
	Tests for potential biases
	Validity and reliability assessment

	Results
	Robustness checks

	Discussion and conclusion
	Limitations and future research directions
	References
	Appendix 1: Survey items


