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Abstract
Rising inequality is one of the grand societal challenges of our time. Yet, its

effects on firms – including multinational enterprises (MNEs) – and their

operations have not been widely examined by IB scholars. In this study, we
posit that income inequality within a country is positively associated with the

incidence and severity of crime experienced by businesses. Further, we propose

that this relationship will be negatively moderated by social cohesion (in the
form of greater societal trust and lower ethno-linguistic fractionalization) in

these countries, such that social cohesion helps to offset the negative impacts of

inequality on crime against businesses. We test these hypotheses using a
comprehensive data set of 114,000 firms from 122 countries and find

consistent support for our theses. Our findings, which are robust to different

alternative variables, model specifications, instrumentation, and estimation
techniques, unpack the intricate ways through which inequality affects

businesses worldwide and the associated challenges to MNEs. They also offer

important managerial and policy insights regarding the consequences of

inequality and potential mitigation mechanisms.
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‘‘As long as poverty, injustice, and gross inequality
persist in our world, none of us can truly rest’’.

Nelson Mandela

INTRODUCTION
Rising inequality within countries poses ubiquitous social and
economic concerns in both advanced and emerging economies
(Marsh, 2016; Wilkinson & Pickett, 2009). Inequality affects
businesses by undermining their legitimacy (Shrivastava & Iva-
nova, 2015), altering operational configurations (Audebrand &
Barros, 2018), and stimulating shareholder activism (Judge, Gaur, &
Muller-Kahle, 2010). Traditionally, international business (IB)
scholars have treated inequality as an issue that falls under the
exclusive purview of governmental policymakers. Of late, however,
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inequality has been identified as a grand societal
challenge that affects both domestic and multina-
tional firms (Buckley, Doh, & Benischke, 2017).
Subsequently, recent IB scholarship has begun to
examine its consequences by focusing on its impact
on the attractiveness of host countries (Bu, Luo, &
Zhang, 2021; Lupton, Jiang, Escobar, & Jimenez,
2020) or the role MNEs play in perpetuating
inequality (Giuliani, 2019). To date, the bulk of
this work remains predominantly conceptual, and
fails to provide a complete picture of the direct and
indirect costs that inequality imposes on business
organizations, including MNEs (Narula & van der
Straaten, 2021). In response to recent calls to
examine this phenomenon in a comparative, IB
context (Arikan & Shenkar, 2021; Rygh, 2020), we
examine the link between inequality and crime
against businesses across the globe, and its delete-
rious impact on firms operating in these
environments.

Crime has a significant and long-term impact on
both economies as a whole (Neves & Silva, 2014)
and firms doing business in unsafe environments
(Islam, 2014; Mazhar & Rehman, 2019). Estima-
tions of the societal impact of crime suggest that it
accounts for a significant proportion of a country’s
GDP (Brand & Price, 2000; Dettoto & Vannini,
2010) and is robustly associated with lower eco-
nomic performance.1 Crime that targets businesses
commonly results in reductions in sales growth,
employment, and capital investments (Oguzoglu &
Ranasinghe, 2013), slower development and adop-
tion of innovations (Saridakis, Mohammed, &
Sookram, 2015), and overall subpar firm perfor-
mance (Commander & Svejnar, 2011). Yet, despite
these critical implications for operation and per-
formance of organizations, we still lack robust
knowledge of the drivers and potential mitigators
of crime, particularly in a cross-country or compar-
ative context (Enderwick, 2019).

Combining elements from the economics of
crime (Becker, 1968) and institutional theory
(North, 1990), we argue that high levels of income
inequality will lead to greater crime against busi-
nesses due to higher payoffs for criminal activities
vis-à-vis legal work, the perceived deterioration of
individuals’ relative social position, and the weak-
ening of social institutions (Buonanno, 2003;
Damm & Dustmann, 2014; Hicks & Hicks, 2014).
In addition, we propose that the positive relation-
ship between income inequality and crime against
businesses will be weakened by greater social cohe-
sion as reflected by its relational and ideational

components (Moody & White, 2003) in the form of
higher societal trust (Uslaner, 2002) and lower
ethno-linguistic fractionalization (Luiz, 2015),
respectively. We test these hypotheses using data
on more than 114,000 firms from 122 countries
over the period 2006–2018. Our empirical results
provide support for our theoretical arguments and
are robust to different alternative variables, model
specifications, instrumentation, and estimation
techniques.
We offer several contributions. First, we develop

theoretical arguments that explicate the mecha-
nisms through which greater income inequality
within a country will trigger adverse effects on
businesses – including MNEs – via increased expo-
sure to crime (Dettoto & Vannini, 2010; Enderwick,
2019; Islam, 2014). Second, we examine potential
contingencies that influence the relationship
between inequality and crime against businesses
by focusing on the moderating effect of social
cohesion conceptualized via two components
(Moody & White, 2003): a relational one in the
form of societal trust (Beugelsdijk & Klasing, 2016)
and an ideational one in the form of ethno-
linguistic fractionalization (Luiz, 2015). Finally,
we answer recent calls by IB and management
scholars to examine inequality as one of the
prominent societal challenges of our time (Amis,
Munir, Lawrence, Hirsch, & McGahan, 2018;
Bapuji, Ertug, & Shaw, 2020; Buckley et al., 2017)
by explicating how inequality imposes direct and
indirect costs on business operations worldwide
(Falaster, Ferreira, & Li, 2021; Schotter & Beamish,
2013) via increased criminal activities. To the best
of our knowledge, we are also the first to conduct a
large-scale, cross-country investigation of the effect
of within-country inequality on firms, its implica-
tions for MNEs, and potential mitigating
mechanisms.

THEORETICAL BACKGROUND AND
HYPOTHESES

IB scholars have exhibited growing interest in
broader questions on the role of multinationals in
both causing and solving grand societal challenges
(Buckley et al., 2017). Despite this interest, much of
the research on inequality has emanated from the
allied social sciences of economics, development
studies, and sociology, with a few notable excep-
tions from the IB scholarly community that have
conceptually explored the interplay between
inequality and internationalization activities
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(Doh, 2018; Giuliani, 2019; Narula & van der
Straaten, 2021). In his review of research on MNEs
and inequality, Rygh (2020) concluded that ‘‘…few
IB studies have considered economic inequality,
and even fewer have linked economic inequality up
to the activities of MNEs’’ (p. 1), an assertion
echoed by Arikan and Shenkar (2021) who identify
inequality as one of the ‘‘neglected areas’’ in IB.
Likewise, while the role of societal issues such as
inequality and poverty in spurring various types of
criminal activities has been examined by scholars
from other disciplines, IB scholarship is yet to
engage meaningfully in this discussion, with a few
recent exceptions on crime and locational attrac-
tiveness (Bu et al., 2021; Falaster et al., 2021). We
build on these recent efforts to develop our theo-
retical framework to examine the link on the
relationship between inequality and crime against
business.

Theoretically, the relationship between inequal-
ity and crime can be examined through several
lenses. First, Merton’s (1938) strain theory suggests
that individuals become more frustrated when
placed near their more successful peers, and as this
disparity increases, and they become more likely to
channel their anger and resentment into crime.
Second, the social disorganization tenet highlights
the effect of inequality in lowering the ability of
communities to oversee their members, which,
combined with poverty, racial segregation, and
family instability, triggers an increase in crime
(Kornhauser, 1978). Lastly, the economic theory of
crime depicts it as a rational decision whereby
criminals weigh in the expected payoffs from illegal
acts vis-à-vis those from legal work (Becker, 1968),
both of which are affected by the availability and
equality of economic opportunities in a society.

Complementing these theoretical tenets, empir-
ical research in criminology and sociology has
found a consistent and strong relationship between
inequality and crime within different national
contexts (Hsieh & Pugh, 1993). Overall, despite
some heterogeneity in terms of the type of crimes
and national contexts considered, the link between
within-country inequality and criminal activities is
robust and sizeable (Demombynes & Ozler, 2005;
Kelly, 2000; Nilsson, 2004; Rufrancos, Power, Pick-
ett, & Wilkinson, 2013; Soares, 2004).2

Building on these insights, we move beyond
these generic effects and explore more specific
implications of inequality for crime against busi-
ness. Such an approach is warranted for several
reasons. First, crime rates against businesses are

usually higher than those against individuals (Hop-
kins, 2002) as businesses face crime from both
external and internal agents such as customers or
employees (Home Office, 2015). Second, crimes on
businesses have broader social implications as they
affect businesses both directly via operating costs
(e.g., theft, damages, security expenses) and indi-
rectly via negative externalities (such as employ-
ment, business closure, lower productivity), thus
diverting resources away from other productive
activities (Amin, 2010; Bapuji & Neville, 2015;
Gaviria, 2002).3 Third, a better understanding of
the mitigating factors of the relationship between
inequality and crime against businesses is impor-
tant for managers of firms (and MNEs) operating in
(or seeking to enter) these markets, as well as for
(local) governments in these countries seeking to
reduce these negative impacts (Bu et al., 2021).
Accordingly, in the next sections, we hypothesize
the direct effect of income inequality on crime
against businesses, as well as the moderating effects
of informal institutions related to social cohesion.

Inequality and Crime Against Businesses
Inequality is likely to increase crime risk among
businesses for at least three reasons. First, height-
ened inequality decreases the (perceived) ability of
individuals to secure sufficient income for satisfy-
ing their needs, while providing greater returns
from criminal activities relative to those from
lawful work. As such, higher inequality will ulti-
mately result in more crime by lowering the
opportunity cost of engaging in illegal activities
vis-à-vis obtaining an income through legal means
(Hicks & Hicks, 2014). Naturally, the ability to find
a job (Elliot & Ellingworth, 1992) and the potential
to secure a stable and sufficient income (Loncher &
Moretti, 2003) will affect this tradeoff. Therefore,
the presence of significant economic disparities
between the poor and the rich will make criminal
activities appear as more attractive alternatives
(Fajnzylber, Lederman, & Loayza, 2002). It has
been documented that areas of high inequality,
where poor individuals reside next to high-income
businesses or individuals, become breeding grounds
for crime (Amin, 2010; Kelly, 2000).
Second, the link between inequality and crime is

driven also by psychological processes related to
the (dis)satisfaction of an individual’s socio-eco-
nomic status relative to peers (Hicks & Hicks, 2014).
Poor individuals may be drawn towards criminal
activities as their relative position on the income
scale deteriorates, and they grow disenchanted by

Journal of International Business Studies

Income inequality, social cohesion, and crime against businesses Sorin M. S. Krammer et al.

387



the perceived implausibility of improving their
relative position. Therefore, a rise in inequality
might reduce the moral threshold of poor individ-
uals through an ‘‘envy effect’’ and spur them to
commit crimes (Buonanno, 2003). As symbols of
wealth and success, businesses, and in particular
foreign-owned firms (Bu et al., 2021), can become
easy targets of such envy-fueled criminal activities.

Finally, inequality tends to destabilize the social
fabric of communities, thereby weakening societal
institutions and the legitimacy of business. In the
wake of surges in income inequality, societies
witness eruptions in protest movements that advo-
cate for redistributive policies (Bapuji & Neville,
2015). Such protests provide opportunity and
motivation for arson and crime, even for ordinarily
law-abiding citizens that feel marginalized by soci-
ety (Robinson, 2005). Moreover, higher inequality
tends to erode the legitimacy enjoyed by local
businesses, turning them into permissible targets
for crime (Shrivastava & Ivanova, 2015). Businesses
are also more likely to be targeted by criminals in
less-equal societies since such societies tend to have
weaker rule of law (Sunde, Cervellati, & Fortunato,
2008) and underdeveloped institutions that cannot
enforce the law effectively (Chong & Gradstein,
2007; Damm & Dustmann, 2014).

In sum, income inequality will make criminal
activities toward business more alluring to low-
income individuals via increased payoffs relative to
legal work, perceived deterioration of their relative
social position, and the weakening of social insti-
tutions. Therefore, we posit that:

Hypothesis 1: Income inequality is positively
associated with higher crime experienced by
businesses.

The Mitigating Role of Social Cohesion
The effect of inequality on crime against businesses
will likely differ across countries because of idiosyn-
cratic institutional factors, both formal and infor-
mal (North, 1990). A natural candidate for such a
moderation role is the level of social cohesion,
which refers to a field of forces that act on members
to remain in the group (Festinger, Back, & Schach-
ter, 1950) and resist disruptive forces within the
group (Gross & Martin, 1952). Social cohesion can
be viewed as having a relational component (i.e., type
and strength of connections among individuals in a
social collective), which we suggest is reflected in
societal trust, and an ideational component (i.e., the
extent of members’ identification with the social

collective), which is reflected in lower levels of
ethno-linguistic fractionalization (Moody & White,
2003).
Defined as the belief in the honesty, integrity,

and reliability of other individuals (Uslaner, 2002),
societal trust has been a critical ingredient of
cooperation and productivity among individuals,
communities, and nations (Jones & George, 1998;
Putnam, 1993). Building on this body of evidence,
we posit that societal trust weakens the relationship
between inequality and crime for multiple reasons.
First, high-trust societies promote higher moral
standards, even in the absence of strong formal
regulations against criminal activities. In turn,
individuals in these societies are more likely to
develop a social conscience, which will reduce the
attractiveness of criminal endeavors (Halpern,
2001) and diminish the level of envy vis-à-vis
richer peers (Buonanno, 2003).
Second, there is substantial pressure among

community members in high-trust societies to
interact with all members (Halpern, 2001) regard-
less of their income status (i.e., an ‘‘ecological
effect’’). Societal trust enables disadvantaged com-
munity members, such as low-income individuals
and/or minorities, to successfully integrate with the
broader society. By enabling greater social and
economic interaction that facilitates social mobil-
ity, trust counters the possibility that marginalized
individuals and groups in unequal societies will
resort to unlawful means for economic progress
(Bellair, 1997). Through a favorable ecological
effect, trust thus weakens the link between crime
incidence and inequality by widening lawful means
of economic engagement for individuals that
would otherwise be potential perpetrators of crime.
Finally, high levels of trust in a community will

yield stronger binding forces between individuals
(Noteboom, 2000) that will weaken the negative
effects of inequality in such environments. Greater
trust between members of society will facilitate
coordination and collective action, creating pro-
ductive interdependencies that advance the greater
good for all members. High levels of social capital
will thus weaken the effect of inequality on crim-
inal behavior by providing a more inclusive and
representative institutional environment that
stands for individuals at the lower end of the
income spectrum (Kelman & Hamilton, 1989).
Similarly, in societies with higher trust levels
disenfranchised individuals are less likely to be
skeptical of the presence of MNEs (Lu, Song, &
Shang, 2018), and instead more likely to perceive
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opportunities for jobs and other income sources,
which in turn will reduce the engagement in
criminal activities (Daniele & Marani, 2011).

Hence, societal trust will act as an informal
governance mechanism to mitigate the effect of
income inequality on crime by maintaining a social
conscience, encouraging collaboration, and
strengthening bonding forces between community
members. We therefore hypothesize that:

Hypothesis 2a: Higher social cohesion in its
relational form (i.e., societal trust) will weaken
the effect of inequality on crime experienced by
businesses.

The ideational element of social cohesion cap-
tures latent commonalities in cognitive and cul-
tural cues that entail similarities in feelings of
shared destiny among individuals (Beugelsdijk &
Klasing, 2016). As such, it is shaped by social forces
such as language, ethnicity, and race. This influ-
ence is aptly captured by the concept of ethno-
linguistic fractionalization (Alesina & La Ferrara,
2005). In essence, ethno-linguistic fractionalization
(i.e., the probability that two randomly chosen
individuals belong to different ethnic and/or lin-
guistic groups) reduces the cognitive and cultural
homogeneity of a society, thereby reflecting a low
degree of social cohesion.

We argue that high fractionalization will
strengthen the effect of inequality on crimes expe-
rienced by businesses for three reasons. First, frac-
tionalization weakens the degree of a collective
vision and destiny in a society, thereby providing a
justification for some individuals to resort to crim-
inal activities. Further, greater ethnic and linguistic
diversity increases competition between different
groups for scarce resources (Putnam, 2007). This
struggle increases identification with ethno-linguis-
tic affiliations, resulting in in-group favoritism for
allocation of jobs and other resources, while reduc-
ing opportunities for out-group individuals (Coen-
ders, Lubbers, & Scheepers, 2004). In high
fractionalization contexts, excluded individuals
will be more inclined to resort to criminal activities
as means to secure sufficient income (Fajnzylber
et al., 2002).

Second, greater fractionalization is associated
with more ‘‘hate crimes’’ against business, defined
as offenses motivated by bias toward race, religion,
ethnicity, or national origin (Federal Bureau of
Investigation, 2015). From this perspective, a large
or growing minority group is often perceived as a

threat to the majority group (in terms of jobs and
wage competition), which in turn fuels ethnically
motivated criminal acts against this minority
(Jacobs & Wood, 1999). In addition, crimes against
minority-owned businesses can serve to preserve
power and income differences in a society by
curbing the economic potential of minority ethnic
groups (Levine & Campbell, 1972; Soylu & Sheehy-
Skeffington, 2015). As such, the perceived risk of
reprisal for crimes perpetrated against minority
ethnic groups can be contingent on the relative
size and power of the victimized minority group
(Disha, Cavendish, & King, 2011).
Finally, fractionalization can also affect the abil-

ity of societies to deal effectively with crime
(Papyrakis & Mo, 2014). Ethno-linguistic fraction-
alization will exacerbate the predilection of the
ethnic groups in power to redistribute wealth and
social goods based on arbitrary and self-serving
logics (Alesina & La Ferrara, 2005). Greater frac-
tionalization will result in more government inter-
vention, weaker legislation and de facto
enforcement, more corruption, and inferior provi-
sion of public goods such as educational programs
(La Porta, Lopez-de-Silanes, Shleifer, & Vishny,
1999). As a result, higher fractionalization will
significantly reduce the ability of local institutions
to deter crime against businesses via both punitive
(i.e., enforcing the law) and preventive measures
(i.e., educational access). Finally, given their inher-
ent liability of foreignness, MNEs will likely suffer
from crimes when societies are very unequal and
deeply fractionalized, as ethnic groups will con-
stantly fight for resources and political control and
MNEs can easily get caught in the crossfire (Oetzel
& Oh, 2019). In such contexts, real or perceived
favoritism to one or another ethnic groups can
easily expose them to serious risks of criminal act
by a competing group.
In sum, low ideational social cohesion as

reflected in high level of fractionalization reduces
social bonds among the larger collective by engen-
dering in-group favoritism and out-group discrim-
ination. This, in turn, will increase crimes by
disenfranchised minority groups against businesses
owned by ethnic majorities, as well as hate crimes
by majority groups against businesses owned by
ethnic minorities. Further, when fractionalization
is high, institutions are either unable to protect
minorities or they may actively discriminate
against them. Thus, we propose that:
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Hypothesis 2b: Lower social cohesion in its
ideational form (i.e., ethno-linguistic fractional-
ization) will strengthen the effect of inequality on
crime experienced by businesses.

METHODS

Sample and Data
We compiled our dataset from multiple sources
with the World Bank’s Enterprises Surveys (WBES)
serving as the primary data source. Table A1 (in the
Online Appendix – OA-attached to this paper)
provides a description of variables, operationaliza-
tion, and data sources. WBES is one of the most
comprehensive international firm-level datasets
that is widely employed across different disciplines,
including economics (Djankov, La Porta, Lopez-de-
Silanes, & Shleifer, 2002); finance (Beck, Demirgûç-

Kunt, & Maksimovic, 2005) and management
(Krammer, 2021; Krammer, Strange, & Lashitew,
2018; Uhlenbruck, Rodriguez, Doh, & Eden, 2006).
Our sample covers 114,000 firms from 122 coun-
tries surveyed between 2006 and 2018 across both
manufacturing (56%) and services (44%). Summary
statistics and correlations between our variables are
reported in Table 1.

Dependent variable
Our main dependent variable captures the incidence
of crime against firms, i.e., whether the business had
experienced ‘‘losses as a result of theft, robbery,
vandalism, or arson’’ during the past fiscal year. We
also conduct additional analysis using the financial
costs of crime (i.e., the estimated value of losses from
crime plus security expenses as percentage of firm’s
sales) for which data availability is more limited.
Overall, almost 20% of the firms in our sample

Table 1 Summary statistics and correlations

Descriptive statistics Correlation coefficients

Obs. No. of

countries

Mean Std.

dev.

Crime

incidence

Crime losses

(%)

Gini

coefficient

Crime incidence (binary) 132,347 122 0.199 0.399 1

Crime losses plus security expenses (%) 128,593 122 1.518 4.238 0.407 1

Gini coefficient 133,055 122 0.399 0.078 0.153 0.081 1

Income share of the top 10% 133,055 122 0.312 0.061 0.138 0.074 0.976

Trust 123,830 98 0.213 0.112 - 0.044 - 0.057 - 0.372

Linguistic fractionalization 128,174 114 0.462 0.292 - 0.029 0.068 0.113�

Linguistic fractionalization alternative 131,097 119 0.509 0.320 - 0.075 0.049 0.061�

Linguistic polarization 131,097 119 0.438 0.246 - 0.074 - 0.012 - 0.232

Political polarization 105,446 72 1.067 0.214 - 0.014 0.049 0.234

Political values (average) 105,446 72 5.749 0.375 0.041 0.104 0.302

Poverty rate 132,896 121 0.175 0.215 0.018 0.121 0.279

GDP per capita (PPP) 130,667 119 10,629 9455 0.026 - 0.08 - 0.161�

GDP growth 133,055 122 4.027 1.989 - 0.12 - 0.068 - 0.033�

Inflation rate 132,905 121 7.027 10.439 0.022 0.036 0.076�

Rule of law 133,055 122 - 0.391 0.714 0.021 - 0.095 - 0.119�

Control of corruption 133,055 122 - 0.398 0.681 0.071 - 0.076 - 0.013�

Secondary-school enrolment 127,801 115 0.704 0.272 0.022 - 0.105 -0.189

Youth unemployment 132,515 120 0.163 0.121 - 0.011 - 0.041 0.061�

Firm age 131,130 122 26.025 16.042 0.079 - 0.006 0.11

Firm size—employment (permanent) 130,964 122 70.315 148.683 0.072 - 0.021 - 0.008

Public firm (binary) 130,752 122 0.014 0.116 0.007 0.036 - 0.031

Foreign firm (binary) 130,713 122 0.107 0.309 0.057 0.034 0.098

Exporting firm (binary) 131,571 122 0.187 0.390 - 0.004� 0.003� - 0.031�

Security payment (binary) 132,527 122 0.626 0.484 0.151 0.171 0.077

� All correlation coefficients have p values below 0.05 apart from those marked with the symbol.
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experienced crime, and losses from crime plus
security expenses were equivalent to 1.5% of
annual sales revenues, suggesting significant effects
on businesses.

Independent variables
Income inequality is measured using the average Gini
coefficient between 2006 and 2018 (from the World
Bank’s World Development Indicators-WDI-) to
match the years covered by the WBES. As noted
above, we identify two elements of social cohesion.
To capture the relational component of social
cohesion which can be summarized as trust, we
employ data on trust from the World Values
Survey, the European Values Survey, and the Global
Barometer Survey. We used a standard measure of
trust in the literature based on the proportion of
individuals who responded positively to the ques-
tion: ‘‘Generally speaking, would you say that most
people can be trusted?’’ (Delhey, Newton, &Welzel,
2011; Knack & Keefer, 1997; Krammer, 2019). We
measured the ideational dimension of social cohe-
sion, fractionalization, using the level of linguistic
fractionalization (Docquier, Lohest, & Marfouk,
2007; Luiz, 2015; Miguel, Satyanath, & Sergenti,
2004) computed as the inverse of the Herfindahl
index for linguistic composition in a country,
drawn from Alesina, Devleeschauwer, Easterly,
Kurlat and Wacziarg (2003). Our robustness analy-
ses also include two alternative proxies for
fractionalization.

Control variables
In line with the economic approach regarding the
opportunity costs of criminal activities (Becker,
1968), we included the following controls for
economic opportunities (data comes from WDI): (1)
share of the population below the poverty line; (2)
GDP per capita (in purchasing power parity); (3)
GDP growth rate, and (4) the rate of inflation
(Consumer Price Index). In robustness analyses we
also included the youth unemployment rate and
secondary school enrollment rate. Considering the
importance of law enforcement and policing (Becker,
1968; Levitt, 1997), we also included a measure of
rule of law which measures the de jure enforcement
of ‘‘the rules of society’’ and containment of ‘‘crime
and violence’’. We also controlled for the level of
corruption in these countries as it is a good
indication of whether laws are de facto imple-
mented in these jurisdictions (Krammer, 2019).
Corruption levels were measured as the extent to
which ‘‘public power is exercised for private gain.’’

We also included several firm-specific controls,
including firm size (number of employees), age,
export status, and ownership characteristics indi-
cating (partial) foreign or governmental ownership.
In addition, we controlled for firm-specific security
deterrence using a dummy variable that captured
whether the firm spent money for ‘‘equipment,
personnel, or professional security services.’’
Finally, since crime rates are likely to vary across
years and industries, we also included year and
industry dummies in all our regressions.

Empirical Analysis and Results
For testing our hypotheses, we employ a probit
model in line with the binary nature of our primary
dependent variable (i.e., crime incidence). Since
our sample is stratified at industry level within
countries, we cluster the standard errors within
country–industry groups (Abadie, Athey, Imbens, &
Wooldridge, 2017).
Our baseline results are reported in Table 2.

Model 1 includes only control variables, Model 2
includes inequality, while Models 3 and 4 examine
the interaction between inequality and, respec-
tively, trust and fractionalization. Model 5 includes
both interactions simultaneously. Overall, we find
support for our hypotheses. The Gini coefficient was
positive and significant (b = 1.57, p value = 0.00,
Model 2) in line with Hypothesis 1. The interaction
term between the Gini coefficient and trust was
negative and significant (b = - 5.9, p value = 0.00,
Model 3), and the interaction between the Gini
coefficient and ethno-linguistic fractionalization was
positive and significant (b = 1.6, p value = 0.00,
Model 4), thus supporting Hypotheses 2a and 2b.

Magnitude of effects
Following standard practice, we discuss the mar-
ginal effects on the observed probability of crime
incidence against each of the two moderating
variables, and represent them graphically in Fig-
ure 1 (Hoetker, 2007; Wooldridge, 2016). The
average marginal effect of the Gini coefficient on
crime incidence is 0.39 (Model 2). Since the Gini is
measured in the range of 0–1, this value indicated
that an increase of one decile in the Gini coefficient
(or 10 percentage points) on the probability of
crime incidence is 0.039. In other words, the
probability of a firm experiencing crime increased
by 3.9% as the Gini rose by one decile, for example,
from the level seen in Ethiopia or Poland (Gini =
0.33) to that of Slovenia or Ghana (Gini = 0.43).
Compared to the average probability of crime
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incidence in our sample, which is 0.199, this value
represented a 19% increase in crime rate, showing
that variations in inequality are associated with
sizable differences in crime rates faced by firms.

Figure 1 presents the average marginal effects
across all observations. The left panel shows that
the marginal effect of inequality declines sharply
when trust increases (its average value is 0.21),
effectively nullifying the positive effect of inequal-
ity on business crime. This decline is so strong that
the marginal effect of inequality on crime becomes
statistically insignificant (0.14) when trust levels
reach 0.35 (i.e., case of Thailand, Ukraine, and
Armenia). In Bangladesh, where trust is at the first
quartile of the sample (0.13), the marginal effect of
inequality is four times higher (0.43). Similarly, the
right panel of Figure 1 shows that the marginal
effect of inequality is greater at higher levels of
ethno-linguistic fractionalization. The marginal
effect was 0.23 in China, where the level of
fractionalization is at the first quartile in the sample
(0.13). In contrast, the marginal effect was more
than twice as high (0.47) in Burkina Faso, whose
level of linguistic fractionalization was at the third
quartile (0.72).

Robustness Tests
We also conducted several tests to evaluate the
robustness of our findings. First, we check potential
endogeneity of trust in our model and instrument
trust with the degree of polarization in political

values in a country (from the World and European
Value Surveys). This instrumentation approach
follows Beugelsdijk & Klasing (2016) who found
that polarization of political values related to
government intervention and the need to redis-
tribute income is an important predictor of trust,
independent from the effects of fractionalization
and inequality. Given that trust, inequality, and
polarization are country-level concepts we perform
a two-step instrumental variable (IV) analysis
(Wooldridge, 2016): in the first stage we predict
the exogenous component of social trust in a
country-level setting (Table A2, OA – the Online
Appendix) while in the second stage we use these
predicted values to re-run our firm-level analysis4

(Table A3, OA). The estimates show good predictive
power and confirm that societal trust remains a
robust moderator of the effects of inequality on
crimes against businesses. More details on the
procedure and results are provided in the Online
Appendix.
Second, we employ alternate measures for our

variables of interest and successfully re-assess our
models. Hence, we use an alternative measure of
inequality that captured the income shares of the
richest 10% of the population (Table A4, OA) and
two alternate measures for fractionalization from
Desmet, Ortuño-Ortı́n and Wacziarg (2012) in the
form of language families and linguistic groups’
sizes in a country (Table A5, OA). Further, recog-
nizing the limitation of using a binary variable to

Figure 1 The marginal effects of income inequality on the probability of crime incidence.
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capture crime, we employ an alternative measure
that captures the value of firms’ losses from theft
plus security expenses as a percentage of its annual
sales. While this measurement provides a more
accurate, quantitative estimate of the effects of
crime on firms, it suffers from lower coverage in
terms of observations (Table A6, OA). Our results
(Model 2) suggest that one decile increase in the
Gini leads to an increase of crime loss and security
expense relative to sales by 0.32 percentage points,
a 20% increase relative to the mean. We also discuss
and graph again the marginal effects when using
this alternate DV in Figure A1 (OA).

Third, we include additional controls that influ-
ence certain types of crimes, but for which we lack
good coverage across all countries in our sample.
Specifically, we included secondary school enrol-
ment and youth unemployment rates (Lancher,
2007; Loncher & Moretti, 2003; Luiz, 2001). Results
(Table A7, OA) show that despite the decrease in
sample size, our hypotheses are supported after
controlling for these factors.

Fourth, we conducted an additional analysis at
the regional level to check whether cross-regional
differences in crime (rather than across firms) drive
our results. These initial results (Table A8, OA)
provided support for H1 and H2a but not for H2b.
We further investigate this issue by employing two
alternative fractionalizations measures to address
the significant reduction in terms of observations
(Table A9, OA) and these results provide support for
all our hypotheses.

Fifth, we examined the effect size indices follow-
ing Cohen (1988). While the f2 values were small
(i.e., 0.033 for crime incidence and 0.012 for crime
losses), they are in accordance with the multitude
and complexity of drivers for crime in the literature
(Becker, 1968). Moreover, we also replicated our
analysis on random sub-samples of one-half, one-
third, and one-quarter of total observations to
ensure that our results are not driven by the large
size of our sample. Our results remained robust in
these tests.

Finally, firms within a country share other mar-
ket and institutional conditions besides social
cohesion or inequality. To better isolate these
potential interplays, we also employ a mixed effects
probit with random country effects (Table A10,
OA). The results confirm our baseline findings.

Post Hoc Analysis
To further explore the applicability of our findings
for IB and internationalization outcomes, we

conduct an additional analysis that focuses on
foreign-owned firms and exporting firms in our
dataset. The results (Table A11, OA) show that
inequality is associated with greater crime inci-
dence for both foreign-owned firms and exporters.
Social cohesion also plays a moderating role,
although the specific mechanism seems to differ
between the two types of firms. For foreign firms,
trust significantly moderates the link between
inequality and crime (but not fractionalization);
for exporting firms, fractionalization significantly
moderates the link between inequality and crime
(but not trust). These results suggest that the
mechanisms through which the inequality–crime
link can be mitigated vary across different firm
types. Future research can provide substantive
evidence that explicates the link between crime,
inequality, and social cohesion for different inter-
nationalization processes.

DISCUSSION AND CONCLUSION
We examined the effect of within-country income
inequality on crimes against business, and the
potential moderators of this relationship in the
form of social cohesion across a large sample of
countries. Our analysis supports the thesis that
within-country income inequality is positively
associated with the incidence of crime against
businesses, and that social cohesion as reflected in
greater societal trust and lower fractionalization
mitigates this effect.

Contributions
Our study contributes to research in several ways.
First, it is likely the first attempt at theorizing the
impact of inequality on societies via crimes against
business organizations, including MNEs (Wilkinson
& Pickett, 2009). In so doing, we substantially
deepen current understanding of the relationship
between economic inequality and organizations
(Bapuji et al., 2020). Given the significant negative
implications of criminal activities for firms and
societies alike (Dettoto & Vannini, 2010; Mazhar &
Rehman, 2019), our study provides a much-needed
analysis of the drivers of crime in a comparative,
international context (Enderwick, 2019). This is
relevant for MNEs that seek to invest in countries
characterized by high inequality (Judge, Fainshmid
& Brown, 2014; Lupton et al., 2020), not just
because of the potential reputational and other
legitimacy risks, but also because such societies are
more likely to feature higher levels of crime against
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business that reduces their locational attractiveness
(Bu et al., 2021; Falaster et al., 2021).

Second, we uncover some important contingen-
cies that influence the relationship between
inequality and crime. By focusing on two compo-
nents of social cohesion (trust and fractionaliza-
tion), we show that two countries with similar
levels of inequality may not necessarily experience
the same level of crime against businesses. Greater
cohesion either via high societal trust or less
fractionalization mitigates the influence of inequal-
ity on crime, attesting to the importance of the
social context in mitigating the consequences of
unequal environments (Aguilera & Grøgaard, 2019;
Krammer, 2019; Luiz, 2015; Oetzel & Oh, 2019).

Finally, by demonstrating theoretically and
empirically the impact of inequality on businesses,
we answer multiple calls both in the IB (Arikan &
Shenkar, 2021; Buckley et al., 2017; Judge et al.,
2014) and management (Amis et al., 2018; Bapuji
et al., 2020) literatures to understand the conse-
quences of grand societal challenges for organiza-
tions. Our insights contribute to debates about the
role of inequality within countries in exacerbating
anti-globalization sentiments around the world
(Witt, 2019), particularly in the post COVID-19
global environment (Ciravegna & Michailova,
2021). While the neoclassic economic consensus
postulates that globalization has helped lift tens of
millions of individuals around the world out of
poverty and spurred economic convergence across
countries (Williamson, 1996), it has also increased
within-country inequality in terms of income,
education, and opportunities for certain groups of
individuals (Wilkinson & Pickett, 2009). Our study
demonstrates that, in addition to these first-order
negative externalities, there might be second-order
effects on the broader societal functioning, as
reflected in crime against business, which bear
clear negative implications for MNE investment
and operations in such countries. Such an acknowl-
edgement may also help policymakers develop
approaches that leverage the most positive aspects
of globalization while mitigating the negative
outcomes.

Managerial and Policy Implications
Our study offers important implications for orga-
nizational practice and policy. Considering that
income inequality influences crimes against busi-
nesses, MNEs should be careful about investing in
countries characterized by high inequality, not just
because of the potential reputational and other

legitimacy challenges, but also because such
endeavors are likely to turn costlier and riskier
due to higher rates of criminality against busi-
nesses. Subsidiary managers in such countries
might be wise to develop systems to improve the
security of business establishments and enhance
the safety of employees handling cash and other
valuable assets. Our results show that a decile
increase in inequality as proxied by the Gini
coefficient would trigger 3.9% increase in crime
incidence and 0.32 percentage point increase in
sale revenue losses (or 20% increase relative to
average losses). Further, managers of MNEs can
better manage operating costs and risks by making
viable decisions that consider a country’s trust and
fractionalization levels, rather than simply avoid-
ing all high-inequality countries as places to con-
duct business. Policymakers should consider that,
in addition to its social and economic impacts,
inequality also affects the business environment;
higher crime countries and regions are less likely to
attract both domestic and foreign investment. As
such, existing inequality within countries may
further undermine their social and economic
development by acting as a deterrent on business
investment and growth. Similarly, we document
the beneficial role of a cohesive society in the form
of greater social trust and lower ethno-linguistic
fractionalization. Indeed, our results illustrate the
significant deterring effects of social cohesion,
which, at sufficiently high levels, can nullify the
effect of inequality on business crime. These find-
ings support the implementation of cohesion poli-
cies as an avenue to both reduce social costs and
improve the business environments in these
countries.

Future Directions
Our work reveals several promising avenues of
research on the organizational effects of inequality
in an IB setting. For instance, future research can
examine how income inequality within countries
influences organizational performance through
other, less explored channels related to human
development. For example, income inequality has
been associated with a range of health indicators
(e.g., obesity, cardiovascular diseases, and mental
illnesses) whose effect on organizational perfor-
mance have yet to be examined. Future research
could reveal the ways in which organizations might
be bearing part of the costs of unequal socioeco-
nomic circumstances, just as societies often bear
the cost of organizational externalities such as the
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lack of health coverage for employees (Wilkinson &
Pickett, 2009), adoption of environmental stan-
dards (Bapuji et al., 2020), or skewed distribution of
revenues via global value chains (Nachum, 2021).

In addition, the recent COVID-19 crisis has
significant implications for the global evolution of
inequality. The pandemic has effectively sanded
the wheels of globalization, reversing the decades-
long trend of declining cross-country inequality
and further exacerbating within-country inequali-
ties (Ciravegna & Michailova, 2021). These trends
will have profound long-term implications that
could affect firms in both emerging and developed
countries via crime and other channels, weakening
their adaptability, survival, and success in this new
environment (Krammer, 2021).

Furthermore, IB scholars have recognized the
importance of crime-free environments for firms to
conduct their daily business operations (Bu et al.,
2021). Our findings suggest that social cohesion
can be crucial for reducing the exclusion of the
poor from social and economic engagement and
thus combat one of its unintended consequences,
namely crime (Hall, Matos, Sheehan, & Silvestre,
2012). In this way, we provide reinforcing evidence
of the relationship between business and society by
examining an important, yet under-researched area
of crime against businesses (Islam, 2014).

Lastly, our study makes an important case for
interdisciplinary approaches to addressing grand
societal challenges by incorporating insights from
other social sciences (e.g., economics, sociology,
criminology), not all of which are frequently inte-
grated in management and international business
studies. Different approaches and theoretical lenses
may yield different, yet complementary, insights
that can shed light on this complex phenomenon
(Hicks & Hicks, 2014). Within this large puzzle, our
study clearly shows that income inequality within a
country affects society through more crime, implic-
itly raising the costs of doing business and making
the country a less attractive choice for multina-
tionals (Falaster et al., 2021; Schotter & Beamish,
2013).

Limitations
Notwithstanding these contributions, this work has
several caveats that present opportunities for fur-
ther research. Firstly, our dependent variable did
not contain information on who (insiders or out-
siders vis-à-vis the firm) committed the crime.
Thus, an interesting extension would be to disen-
tangle the role of inequality on employees’ criminal

behavior (Greenberg, 1990). In addition, future
studies may want to contrast the effects of crimes
for private gains (e.g., theft, fraud) versus malicious
intent (e.g., looting, vandalism) as our data does
not distinguish between these categories.
Secondly, the socio-economic conditions in a

country tend to be relatively ‘‘sticky’’ or constant,
particularly in the short and medium term. Thus,
we adopt an empirical strategy that exploits cross-
country heterogeneities and controls for other
unobserved temporal and industry characteristics
that can affect firms’ exposure to crime. However,
we want to emphasize the need for better under-
standing of the temporal dynamics of this relation-
ship, which can be important for both scholarly
and policy considerations (Luiz, 2001; Oetzel & Oh,
2019).
Finally, WBES covers only formally registered

businesses and predominantly emerging markets.
However, in many emerging markets there are
many informal firms that may face greater exposure
to crime, since they operate outside legal protection
(Islam, 2014). This can imply that our estimations
are quite conservative in terms of the actual effects
of inequality on crime against businesses. Con-
versely, inclusion of more developed economies
(contingent on the coverage of future WBES rounds
of surveys) would increase generalizability of these
findings.

Conclusion
Widening inequality is a defining challenge for
developed and developing countries alike, and
COVID-19 and recent policy and technological
developments have only exacerbated this problem
(Chong & Gradstein, 2007). While IB scholars have
called for more research on inequality as one of the
great societal challenges of our time (Buckley et al.,
2017), work in this area has remained scant and
mostly conceptual. Answering recent calls in the IB
community (Arikan & Shenkar, 2021; Rygh, 2020),
we examine the impact of inequality on business
organizations and the role of societal contingencies
in influencing these effects (Amis et al., 2018). We
have documented a robust positive association
between inequality and crime against businesses,
and identified key environmental contingencies
(i.e., social cohesion, as reflected by societal trust
and lower fractionalization) that can blunt that
relationship. We hope that our efforts will stimu-
late other studies to provide a fuller picture of the
range of effects inequality has on social well-being,
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and to identify useful lessons for policymakers and
managers worldwide.

NOTES

1Brand and Price (2000) estimate the total crime
costs in Wales and England to be around 6.5% of
GDP, while Dettoto and Vannini (2010) evaluate
the burden of a relevant subset of crime offenses
(about 65% of the total) to equal about 2.6% of the
Italian GDP.

2For example, a reduction of inequality in
Colombia to the level of Argentina or the United
Kingdom would result in a 50% drop in crime
(Soares, 2004).

3The average crime losses experienced by Eastern
European firms were two times larger than what
they spend on R&D, while their security-related
expenses were six times larger (Amin, 2010).

4In the first stage, a joint test for the significance
of the level and polarization of political values
shows that they are significant with an F value of
3.95 and p value of 0.025, indicating strong instru-
ments. The two-step procedure provides unbiased
estimates for the coefficients that are equal with the
one-step 2SLS estimator but the standard errors for
the predicted variable are only approximations of
those from the one-stage process (Woolridge,
2016). Other studies that used this approach of
instrumentation include Carboni and Medda
(2018) and Kim, Baum, Ganz, Subramanian and
Kawachi (2011).
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