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Abstract: This paper focuses on the concept of Corporate Social Responsibility (CSR) and its
relationship with sustainability. The authors investigate the linkages between CSR and sustainability
at both enterprise and country levels. The main focus of this study is the energy sector due to
its importance in terms of economic, environmental, and social impacts. There are some doubts
as to whether a socially responsible business meets public welfare expectations and fosters the
country’s social and economic development, as well as the successful achievement of sustainable
development objectives. However, it becomes apparent that the development of corporate social
responsibility in the energy sector faces a plethora of challenges. Corruption is one of the most
important challenges of sustainable energy development. The study analyzes the main areas of CSR
policies where energy companies are expected to make a positive contribution to sustainable energy
development: mitigation of environmental impact, economic and social development, and good
governance. The authors argue that the corruption risks represent a very important issue that is
hampering sustainable energy development, and CSR can be applied to mitigate these risks in the
energy sector. In addition, government policies might be necessary to create a favorable environment
for corruption risk mitigation. The study analyzes the main tools of corporate social responsibility
in the energy sector and addresses the impact of CSR on the sustainability of energy sector and
corruption risk mitigation. The study analyzes a corruption risk mitigation model in the energy sector
and provides recommendations for strengthening corporate social responsibility and mitigating
corruption risk. Our results show that CSR can play a vital role in dealing with corruption in the
energy sector at the enterprise level. It becomes apparent that anti-corruption standards represent
the main supporting means for achieving other CSR goals and principles. Therefore, mitigation of
corruption risks should become a priority for socially responsible companies that are operating in the
energy sector.

Keywords: corporate social responsibility; sustainability; energy; corruption

1. Introduction

Energy which represents the main driver of economic growth and has significant impact on the
environment is crucial for achieving sustainable development [1]. Sustainable energy development
is the main aim of energy policy in all countries around the world that are committed to sustainable
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development and climate change mitigation. There are three main dimensions of sustainable energy:
(i) energy security; (ii) energy environmental sustainability; and (iii) energy equity [2]. For example,
The World Energy Council’s Energy Trilemma Index was created to rank countries based on the
three main sustainability dimensions: (i) Energy Security; (ii) Energy Equity; and (iii) Environmental
Sustainability [3]. In fact, the energy sector is presently facing a plethora of challenges that are
concerned with sustainable development. In practice, despite the legal regulations, there are other
important issues that strongly depend on the related stakeholders, the level of the transparency, market
liberalization, as well as restructuring and competition in the energy sector. Even though climate
change remains the most important and widely discussed environmental problem of sustainable
energy development, there are other essential issues that have negative impacts on the achievement
of all dimensions of sustainable energy development with corruption being one of them. Many
researchers agree that it is one of the most serious problems linked to the energy sector, which has
a negative impact on all other issues of the energy sector and most importantly its sustainability
(see, e.g., Rimsaite (2019) [4]). This is linked to the political contestation and high influence of the
energy companies on the economy. The promotion of renewable energy sources (RES) imposes new
challenges for the sustainable energy development and corruption, as this is related to the market
and institutional failures, liabilities of origin, and their transferability across market participants and
across borders. In addition, technologically advanced countries like China are heavily investing in
wind and solar energy much more than the European Union (EU), the United States (US), and Japan,
and energy sectors in these countries are not liberalized and partially owned by the state [5]. The sector
of renewable energy is especially vulnerable to corruption, as far as public subsidies are very attractive
for criminals who are seeking for the formation of criminal associations between businessmen and
politicians having the power to influence the licensing process and policy regimes for the promotion of
renewables, especially in the countries with weak social capital and institutions [6].

The risk of corruption in the energy sector is linked to the supply chain of specific energy sources
and their significance in a given country. The socio-political and institutional environment, in which
extraction, transformation, and the use of energy carriers occur, plays an important role in defining
corruption risks. The cultural environment in the country, the strengths of institutions, the enforcement
of regulation, and the number of persons participating in the decision-making are of the key importance
in the occurrence of the corruption risks [4]. A lack of transparency and accountability as poor legal
and institutional systems creates conditions for the abuse of power and impunity of decision makers.
In order to mitigate corruption risks, it is necessary to consider each of these issues simultaneously. It can
help to mitigate corruption risks at the enterprise level that corporate control, prevention programs,
and Corporate Social Responsibility (CSR) standards, including codes of ethics that are accordingly
applied at the organizational level [7]. Corporate Social Responsibility initiatives guide and allow energy
companies to implement principles of sustainability at the enterprise level and have a direct impact
on the sustainable energy development on local and country level. However, government policies are
more important in mitigating corruption risks in the energy sector [8]. Though the development and
enforcement of anti-corruption laws have been emphasized during the past decades, which included
huge fines for companies and imprisonment of guilty corporate executives, the problem of corruption is
still relevant in the energy sector. The importance of proper legal regulation is linked to the fact that
energy resources are located in the developing countries where governments have principal control over
the decisions in the energy sector, especially in granting licenses and public procurement procedures [9].

The impact of CSR on corruption risk mitigation in the energy sector was investigated by
several scholars who discovered that CSR has a positive impact on restraining managerial self-serving
behavior in developed energy markets and countries that have strong institutions, high level of social
capital, and active social integrity [9–11]. However, the CSR initiatives appeared to be less effective
in mitigating corruption risks in emerging markets with weak regulation, ineffective institutions,
and lower legal protection of private property and investments [12]. The developed energy markets
play a significant mediating role. Therefore, the quality of institutions, social capital, and the level of
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market development maturity are the main drivers mediating positive impact of CSR on the restraining
self-serving managerial behavior [9]. In addition, oil extraction and mining companies that represent
controversial industries sometimes implement CSR in order to obtain legitimacy [13–17].

In 2000, when Global Compact was launched, its initial nine principles did not address the issue of
corruption [18]. Nevertheless, it soon became apparent that unless corruption was tackled, the Global
Compact would not be effective; and as a result, the tenth ‘Anti-corruption Principle’ was added in 2004.
Other CSR instruments, such as the Organization for the Economic Co-operation and Development’s
(OECD) Guidelines for Multinational Enterprises and business self-regulation initiatives, such as
codes of conduct of several multinational corporations, as well refer to the anti-corruption struggle as
a shared responsibility of business sector [19–21].

Our paper analyzes the main tools of corporate social responsibility in energy sector and addresses
the impact of CSR on the sustainability of energy sector and corruption risk mitigation. The paper
offers both theoretical and policy implications inputs. It addresses the key areas of corruption risk and
its impacts. Moreover, it develops corruption mitigation model for energy sector. This is a review paper
based on the analysis of scientific literature and synthesis of the main findings. The main limitations of
the applied approach are the lack of an empirical study.

The remainder of this paper is organized as follows. Section 2 provides a literature review on the
CSR and sustainable energy development and corruption risks in the energy sector; Section 3 deals
with the main drivers and impacts of CSR in the energy sector; Section 4 analyzes the ability of CSR to
deal with corruption risks in the energy sector; Section 5 provides corruption risk mitigation model for
the energy sector; Section 6 concludes and provides recommendations for strengthening corporate
social responsibility and mitigating corruption risk in the energy sector.

2. Literature Review

2.1. Corporate Social Responsibility in the Context of Sustainable Energy Development

Since the concept of sustainable development represents a crucial concept for the development of
modern energy sector, its practical implementation faces a large number of obstacles, mainly related to
the inability of markets to solve monopoly power, environmental, public goods, information limitations,
social inequality, and other problems inherited by the energy sector [22]. Though the liberalization
of the energy sector has been achieved in many developed countries with a positive impact on the
transparency and efficiency of energy industries, nevertheless, the free market cannot ensure the
achievement of social and environmental objectives of sustainable energy development [23]. Therefore,
the government interventions in the energy markets are necessary to tackle these problems, though the
government regulation is unable to solve these problems on a global scale as well.

The EU introduced its Shared Responsibility policy that sets out new market approaches in order
to reduce the negative impact on the environment and spread information widely [24]. On October
22, 2014, European Parliament (EP) and European Commission (EC) adopted a directive on disclosed
non-financial information of corporates (PE-CONS 47/1/14), which provides that companies should
disclose more extensive information on the sustainability of their activities in their annual accounts:
the key social and environmental factors affecting their activities, their fair and comprehensive policies,
and an overview of results and risks, as these should boost investor and consumer confidence, etc.
The requirements of the Directive cover the key areas of social responsibility and refer to the core
principle standards or reporting guidelines of social responsibility.

Alongside the regulatory requirements of mandatory environmental and labor relations which
are defined by legal acts, new means are created in order to encourage enterprises to pursue better
environmental and social standards [25]. Voluntary environmental and social activities are becoming
an important factor in improving the image and reputation of a company [26–29]. In addition, this
activity is economically viable and guarantees positive impact on the competitiveness and value
of enterprises [30–33]. Governments, international organizations, and the general public became
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interested in the voluntary environmental activities of companies only recently (in the late 1980s) [34–36].
These corporate initiatives complement mandatory environmental and social requirements that are
regulated by the governmental institutions.

The voluntary business initiatives, such as CSR, with their origins embedded in the concept of a
social contract, play an increasingly important role in the global sustainable energy development policy.
There are many voluntary initiatives aimed at promoting and improving CSR reporting at both global
and micro levels, such as the United Nations Global Compact (GC), OECD Guidelines for Multinational
Enterprises Carbon Disclosure Project (CDP), GRI G3 Guidelines, etc.: they are the key tools for enabling
sustainable energy development and implementing these principles at all levels [37–40].

Therefore, the vision of sustainable development for the energy industries poses new challenges
which are projected into the concept of CSR. Socially responsible energy companies need to analyze and
properly evaluate social consequences of their activities and their environmental impact. The World
Business Council for Sustainable Development (WBCSD) proposed the following definition of CSR:
“an ethical behaviour of the enterprise towards the community which consists not only of shareholders but of a
much wider circle of stakeholders with legitimate, business-related interests” [41,42]. Thus, it is clear that
CSR is, perhaps, one of the three most important elements of sustainable energy development, though
all these dimensions are closely linked. As a result, CSR in the energy sector is based on economic,
environmental, and social dimensions and fully consistent with the concept of sustainable business
due to the fact that each socially responsible company at the micro level can be regarded as sustainable
and directly contributing to the goals of sustainable development [43–46].

The United Nations initiated the Global Compact in 1999 introducing the key tool for developing
corporate social responsibility with an aim to encourage companies to carry out their business
responsibly and without inducing any harm to the environment, community, companies operating
on the market. Another goal was to join efforts with the UN, encourage governments and
non-governmental sector to address specific social and environmental problems in society in order
to contribute to the socially inclusive economic growth [47–50]. The 10 Principles of UN Global
Compact allow addressing corruption issues [51], which are especially relevant for international energy
companies that operate globally [52,53].

In order to provide new opportunities and reduce operating costs for energy companies,
the application of responsible business practices might help any company to create a competitive advantage
for itself [54–56]. The responsible entrepreneurial practices can boost the company’s profitability and
improve its image. The publicly available information about corporate social responsibility helps to build
trust and create an attractive and trustworthy employer’s image. A socially responsible company can
expect to have the best employees, attract as well as retain staff. This reveals clear links between sustainable
or socially responsible companies, high organizational culture, and sustainable leadership [57–60].

The concept of CSR allows justifying the importance of sustainable business development
in achieving sustainable energy development of the country [61–63]. As the major challenges of
enterprises that are operating in the energy sector are linked to serving society and corruption threats,
the corruption risks in the energy sector are addressed in the next section of this paper.

2.2. The Risk of Corruption in the Energy Sector

The risk of corruption in the energy sector is an important issue that needs to be addressed by
governments, enterprises, NGOs, as well as the general public. Corruption risk that is defined by
Transparency International is a potential probability that corruption may occur and the possible costs it
might cause. The increase in the corruption risk provides a higher probability of corruption or higher
cost linked to the probable corruption, or both. The decrease in the corruption risk provides the lower
probability corruption occurrence or lower cost associated with corruption, or both. There are many
important studies that are dealing with the cross-cultural drivers or determinants of corruption [64–67].
Based on the results of these studies, it becomes clear that the main drivers of corruption at a country’s
level are the level and pace of economic development, strengths of political institutions, activeness
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of civil society, and some cultural dimensions. In addition, formal and informal institutions have a
direct impact on the outcomes of corruption in any given country. This happens due to the fact that
ethical or unethical behavior of individuals and companies are shaped by societal norms and based on
formal and informal institutions. The legal system has the main impact on the level of corruption that
is available in a specific country. One can see that in countries with effective legal systems and good
law enforcement, the corrupt officials are usually tracked down and punished [65].

Other studies investigated the effect of political institutions on controlling corruption. They
demonstrate that the important drivers of corruption risk mitigation appear to be democracy, freedom,
and the activeness of civil society [6,67,68]. The political competition and accountability that is linked
to the good governance have a very positive impact on corruption mitigation [9]. For ensuring free
political competition, fair elections are necessary. Such type of elections forces politicians to face
their electorate and report on the implementation of their promises. The prevention of abuses of
authority should be stipulated by organizing different branches of government in a way to restrain
each other. The monitoring of executives is necessary by legislation and the enforcement of institutions,
including the oversight of parliamentary committees. The transparency is the main feature of political
competition and accountability. The main constituents of transparency are the freedom of press
and expression, which have been shown by the press and government to mitigate corruption in the
country [9]. In most of the studies dealing with corruption mitigation report that such indicators
of institutional quality, enforcement of legislation on investor protection, and political freedom all
have the decisive impact on the corrupt behavior. In addition, it was found in many studies that
developed and emerging markets have significant differences in their institutional qualities [67,68].
There are only a few studies dealing with the measures envisaged to mitigate corruption risk on
the enterprise level. Krishnamurti et al. [9] analyzed corruption risk in the defense industry and
proved that institutional and governance quality and legislation enforcement are the best means to
control corruption. It was found [9] that the power distance and uncertainty avoidance as well have
significant influence on corruption risk at the enterprise level. Another study [9] proved that the
visibility and shareholders involvement play a crucial role in mitigating corruption risk at the enterprise
level. Therefore, all studies unanimously agreed that institutional indicators are the main drivers of
corruption at the enterprise level. Several new studies found that stakeholders are more likely to trust
high-CSR firms and their engagement by implementing CSR which could reduce the risks linked to
the opportunistic behavior of the company’s executives [25,26]. Usually, the managers of socially
responsible companies are less keen to engage in selfish behavior than the executives representing
firms with low CSR. Therefore, an enterprise with high scores of CSR are expected to be more ethical
as they are likely to have a low risk of corruption [25,26]. Based on the conducted analysis of literature,
it can be concluded that enterprise engagement in CSR activities mitigates its corruption risk.

In addition, several studies found that for energy companies which usually have a high corruption
risk the impact of CSR depends on motives for the implementation of CSR and the economic
development level of the country. The energy resources are mostly located in the countries that have
underdeveloped infrastructure, institutions, and control systems which are unable to deal with the
corruption risks. Africa, Latin America, Asia, and the Middle East are the main exporters of oil and gas
resources and, in the same time, underdeveloped energy markets. Countries located in these regions
usually have lower rankings in Transparency International Corruption Perceptions Index, i.e., they
yield higher level of corruption risks [68].

There are many mergers and acquisitions that are happening in the energy sector, including state
owned companies that are dominating the energy sector. In these undertakings, governmental officials
are appointed to the supervisory board in order to ensure the interests of the state. Such stakeholders’
appointments could create a situation that is favorable for the conflict of interests. The operating
environment of the enterprise, location, and the nature of its activities all have an impact on the
corruption risk in the energy sector. Taking into account monopolistic character of energy utilities,
the public procurement has the major role in the corruption risk. Moreover, corruption risks may occur
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during the purchasing of products or services from utilities, especially if contracts and licenses are
involved. The bribes may often be offered to managers that are performing the procurement function
by enterprise in exchange for winning the tender. During bidding situations, several enterprises might
agree in advance about the lowest price and compromise the bidding. In a situation when there are
few suppliers, the risk of corruption increases. All these result in a violation of a fair competition
and breaking the competition law. However, this situation is quite frequent in the energy sector [4].
Moreover, the breach of the public procurement can happen. There is a high corruption risk in
state-controlled energy utilities during the appointment of board members in the supervisory board.
Consequently, without duly implementing procedures for the appointment of supervisory board
members, there is also a high risk of corruption in the energy utilities. The corruption risks can be
mitigated if unanimous procedures of public procurement or the selection of board members would
be applicable to all companies. Currently, each energy company being a part of the group has the
right to make these decisions independently. The restructuring and unbundling of energy companies
and the liberalization of energy markets can provide benefits for corruption mitigation in the energy
sector [4]. The competitive markets exacerbate the negative effects of regulatory uncertainty of energy
companies and the potential corruptive actions [69]. The literature review on the impact of energy
market liberalization and the lessons that were learned from the other countries showed a positive
impact on the corruption mitigation in the energy sector [69,70]. The energy utilities are usually
considered as the party that is giving bribes, and governmental executives are regarded as the party
that is demanding these bribes. The corruption risks in the energy sector are mostly linked to the
important role of government in the energy sector due to the organization of tenders and granting
licenses. In addition, the energy sector is heavily regulated and the main activities in this sector are
licensed or require specific permits to be granted by the regulatory bodies and governmental officials.
As the energy resources are usually found in poor and underdeveloped market economies that have
weak political and social institutions, this makes corruption risks even higher. Therefore, the upstream
oil and gas companies are especially exposed to the corruption risks [71]. In addition, most of the
foreign governments are highly intricated in businesses that are operating in oil and gas sectors due to
the abundance of state-owned enterprises, including joint ventures with a state [4].

Corruption risk is linked to the likelihood of corruption occurrence and anticipated negative
impact of this phenomenon. High corruption risk ranking of a country signifies that the likelihood
of a demanded bribe is greater than that in the other states. There is a sectoral corruption risk as
well, which indicates that due to high regulation, enterprises that are operating in specific sectors are
exposed to a higher corruption risk level. In the energy sector, transaction risks are linked to public
procurement procedures, the licensing procedures, and the large number of suppliers and third-party
intermediates, such as agents that are usually yielding high corruption risks. Therefore, the energy
sector is highly regulated, and governmental agencies issue a lot of approvals that are represented by
the licenses, approvals, permits, and exemptions that are necessary for the energy undertakings to
operate. These permits and exemptions are linked to the environmental assessments, the exploitation
of energy resources, imports, and exports of energy carriers, employment of local nationals, safety and
environmental standards, and various taxes.

In addition, there are many corruption risks that exist in the renewable energy sector due to the
fact that publicly supported renewable energy sources are able to attract criminal attention and favor
the formation of illegal associations between business people and policy makers; in order to affect the
tendering and licensing process [6]. The climate change policies, implemented in the energy sector,
are as well linked to high corruption risks, as governments pledge to use billions for climate finance,
but governance structures, managing the response to climate, are in the most climate and corruption
vulnerable countries [68].

The corruption in the energy sector is a function of the size of the rewards under a public officials’
control, the discretion that these officials have in allocating those rewards, and the accountability
that the officials face for their decisions. As discretion increases and accountability decreases, the
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potential for corruption grows. Corruption can occur in all project cycles. In legal systems with higher
regulatory interference in business, the incidence of corrupt practices is significantly higher. Various
empirical studies proved the relationship between the extent of bribery and the amount of time that an
enterprise’s manger spends with public officials. The governmental regulations allow public officials
to use them for corrupt practices. The main drivers of corruption are as follows: (i) the size of rewards
and penalties under a bureaucrat’s control, (ii) the amount of discretion they have for allocation of
rewards and penalties, and (iii) the lack of accountability for their decisions and actions.

In order to combat corruption risk at the enterprise level, the compliance with the law should
be ensured and the compliance programmes should be developed. Enterprises should develop the
compliance programs in order to detect and prevent corruption by applying risk-based approach.
The compliance programmes include risk assessment procedures and compliance actions related to
the identified risk levels. These procedures require an understanding of both the probability that the
bribe might be paid and the magnitudes that might occur if a bribe is paid. Therefore, it is necessary
to evaluate these corruption risks and allocate enterprise compliance resources in a sensible way.
The CSR practices include compliance programmes and corruption mitigation actions. One of the most
important issues is personnel training and information provision.

In Table 1, the main corruption risks in the energy sector are identified by grouping them according
to the project implementation cycle.

Table 1. The main corruption risks in the energy sector.

Influence of the
Energy Sector

Selection of
Options Project Planning Contracting Construction Operation and

Maintenance Decommissioning

All sectors:
nuclear, oil, gas,

renewables,
electricity, heat,
energy storage,

etc.

Undue political
influence in

setting the site
and type of
installation

Undue political
influence on

technical
specifications and
cost assessment

biased to a
particular

technology

Undue political
influence on the

selection of
contractor

Undue political
influence on

construction cycle

Undue political
influence on

operation and
maintenance

Undue political
influence on
selection of

options,
contracting, etc.

Preconditions

Non
-transparent

process;
considered

limited options;
limited public
involvement

Poor
Environmental

Impact
Assessment (EIA)

following
non-transparent

EIA clearance

Non-transparent
prequalification;
confusing tender

documents;
non-transparent

selection
procedures;

tender
clarifications not

shared with
other bidders

Concealing
sub-standard

work; agreeing to
unwarranted

contract
variations, delays,
creating artificial
claims; bribery to

avoid delay
payments; bribes
for resettlement

and compensation

Commitments
not kept;

underfunding of
environmental

mitigations

Non -transparent
process;

considered limited
options; limited

public
involvement and
non-transparent

selection
procedures

Result

Selection of
unnecessary
projects in

wrong locations

Over-or under
design

Deception and
collusion,

agent’s fee

Delays; increased
costs; construction

environment
violations

Corruption in
operation and
maintenance
procurement,

insurance fraud
on equipment

and
performance
guarantees

Delays; increase in
costs;

environmental
violations

Impact
Negative

environmental
impact

Waste of resources

Waste of
resources and

selection of
worse possible

contractor

Driving up costs,
delaying of the

project, lowering
service quality
and reliability

Waste of
resources, costs

overruns, proper
functioning at

risk, increase in
accident

probability

Driving up costs,
delaying of

implementation,
lowering quality

and reliability,
negative

environmental
impact

Source: Own results based on references [4,6,9,15,18,72,73].

For assessing the corruption risk at a specific phase of a project cycle, it is necessary to define
whether there is an incentive of a person to pay a bribe and what is the probability to make improper



Sustainability 2019, 11, 4128 8 of 20

payment as well obstacles for executives to make questionable payments. In order to develop an effective
legislation, there should be strict laws in place, prohibiting corrupt behavior in the country [4–7].

As can be noticed from Table 1, the corruption in the energy sector has a long-term negative
impact on the country and all the stakeholders that are involved. The impact of corruption on the
main stakeholders in the energy sector is presented in Table 2.

Table 2. The impact of corruption on stakeholders in the energy sector.

Stakeholders Impact

Energy consumers Higher energy prices; less affordable and reliable energy supply; negative
environmental, health, and safety impacts.

Local inhabitants and
communities

More negative environmental and social impact projects; fewer social or
external benefits; higher impoverishment risks; fewer funds for local
communities for compensation of damage, mitigation of negative impacts
and benefit-sharing; fewer climate change mitigation commitments and a
higher vulnerability to climate change.

Energy companies

Lower efficiency in operation; higher negative environmental impacts and
environmental taxes; higher costs of energy supply; higher interests and
borrowing costs, including higher equity costs; fewer financial resources for
service expansion and quality improvement; delayed and overpriced
infrastructure projects; higher debts, losses, and risk of bankruptcy.

Governmental institutions and
bodies

Higher energy sector costs; higher budget spending for repayments of loans
or loans guarantees and support for vulnerable population; negative impact
on social and environmental policies implementation; negative
environmental impacts and related health impacts requiring more
mitigation actions; slower economic growth and job creation; increase in
energy and other poverty and vulnerability of population; increase in social
tensions, political instability risks, etc.

Independent Power Producers,
private business developers in

the energy sector

Distortion of competition; unfair competition and efficiency losses; wasted
tender payments and other additional expenses and losses; rescinded
approvals, terminating the projects.

Financing institutions
Higher risks and dangers of reputation; higher demand for borrowing;
additional costs and fraudulent claims; adverse selection and moral hazard
problems; risk of bankruptcy and financial crisis.

Source: Own results based on references [4,6,9,15,18,72,73].

As can be noticed from Table 2, the corruption has a very negative impact and high costs for all the
stakeholders in the energy sector. Therefore, corruption mitigation practices should be implemented
by all stakeholders at macro and micro levels. As CSR indicates priorities of ethical behavior by
companies, these practices can help significantly in dealing with corruption in the energy sector.

3. Implementing Corporate Social Responsibility in the Energy Sector: Drivers and Impacts

The liberalization of the energy sector and development of IT technologies both provide more
transparency and more advantages for the energy consumers. Nowadays, customers can get a clear
overview on which company offers the best price for the same or similar products and services. It has
now become a norm that a website can offer customers free of charge service of comparing prices
between different energy providers as well as assistance in case they wish to switch from one energy
provider to another. Therefore, any energy consumer can easily find out which energy provider
offers the lowest price and make the switch. In addition, energy is a homogeneous product, and
from a customer’s perspective, it has identical features, benefits, and quality. This situation makes
energy suppliers to compete by using prices and availability. Therefore, energy suppliers need to
offer something more to make their customers loyal. Thus, they have to be proactive and study the
upcoming trends in order to find out if these are applied to their customers before their competitors will.
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Currently, the main trend is corporate social responsibility (CSR) or sustainability. CSR is becoming an
essential element of company strategies, given the recognized need to ensure the long-term success
in the future [5]. Utilities are pursuing social priorities that extend far beyond prior concerns for
reputation. CSR provides an opportunity and a source to create competitive advantages [2]. Moreover,
consumers are becoming more informed and engaged in what products and services to buy.

Due to these trends, utilities and energy multinationals experienced an increase in the CSR
practices during the last decades. The oil and gas undertakings have been among the companies that
have championed CSR. This is related to the fact that their activities are linked with high negative
environmental effects, such as oil spills, and have a negative influence on the local communities and
their living environment [7]. Some environmentalists claim that companies, operating in oil and gas
sector, can never become sustainable because production and consumption of oil and gas products are
harmful to the environment and cause greenhouse emissions. However, energy undertakings have
great potential for mitigating environmental impact and providing investments for the development of
their local communities. CSR can as well be a genuine source of differentiation from competitors [13–15].

As the international energy undertakings entered into the global market, their economic,
environmental, legal, and social practices have been followed by their global stakeholders. The potential
legal risks and possible negative environmental impacts are the core issues for the legitimacy of energy
companies’ practices. In addition, the leading energy multinationals have to implement advanced
technologies and processes as well as provide information and build close cooperation with all
stakeholders by emphasizing their CSR practices.

Spence [7] pointed out that undertakings that are operating in oil and gas sectors encounter
the following risks: environmental; health and safety; liability and reputational issues, having a
critical impact on the companies’ competitiveness as well as the long-term success. Taking this into
consideration, it is expected that energy multinationals should implement higher environmental
and labor management standards and comply with the most important international standards and
principles. Therefore, for the energy companies in implementing their CSR practices, it is necessary to
take into account the possible negative environmental and social impacts. Energy undertakings are as
well facing high corruption, human rights, and health and safety risks. Thus, energy undertakings
strive to meet the high standards of CSR by emphasizing sustainable management practices and
socially responsible activities [7].

The main international standards that are addressing social issues of energy utilities are
the following: United Nations (UN) International Convention on Civil and Political Rights; UN
International Convention on Economic, Social, and Cultural Rights; UN Universal Declaration of
Human Rights; International Labor Organization (ILO) Declaration on Fundamental Principles and
Rights at Work; OECD Guidelines for Multinational Enterprises; ILO Tripartite Declaration Concerning
Multinational Enterprises and Social Policy; UN Global Compact; Global Reporting Initiative; Council
of Europe’s Social Charter; UNCTAD’s Multilaterally Agreed Equitable Principles and Rules for the
Control of Restrictive Business Practices and Chapter VI on combating bribery, UN Convention against
Corruption, etc.

CSR deals with the following economic, social, and environmental issues of energy sector
development that are defined below.

As far as the access to safe and reliable energy supply, which is the main precondition for the
functioning of modern economies and sustaining high living standards and implementing sustainable
development, is in line with the Sustainable Development Goals, the energy sector is the major
source of atmospheric, water, and land pollution as well as the largest emitter of greenhouse gasses.
In fact, energy undertakings have a long history and experience on environmental issues reporting,
in comparison with social issues of their activities, though there is a clear agreement among stakeholders
that social issues are a vital element of CSR in the energy sector.

Energy exploration, production, transmission, distribution, and usage have negative environmental
impact on ecosystems, human health, workplace, community, and city at national, regional, and global
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levels; thus, energy undertakings are forced to mitigate these environmental impacts during all life cycles
of their products. The main negative environmental impacts of companies that are operating in the energy
sector that are addressed by the CSR practices are the diminishing and contaminated soil, water and
atmospheric pollution, climate change, acidification and eutrophication, loss of biodiversity, radiation
and production of radioactive and other solid wastes, etc. The negative environmental impact of energy
multinationals causes significant threats especially for developing countries, where a large number of
people live without infrastructure, and all environmental problems—caused by the operation of energy
companies—affect a greater number of people, who are more vulnerable to these impacts because of
lower living standards and limited access to all services. In addition, the development of infrastructure
in developing countries for hydro power plants and high-voltage transmission lines has a negative
impact on biodiversity rich and ecologically sensitive areas [13,14]. Therefore, energy undertakings
that are committed to the CSR practices should deal with environmental sustainability requirements.
Socially responsible energy utilities need to increase the use of renewable energy sources for energy
generation, pursue a long-term strategy for phasing out fossil fuels, and promote energy efficiency in
all processes. Other actions and long-term strategies to mitigate climate change and reduce greenhouse
gases (GHG) emissions are necessary to comply with environmental obligations of socially responsible
companies. Energy undertakings need to ensure public disclose of proper environmental information,
linked to their operations by developing indicators and providing monitoring and transparency.
Several important international environmental standards for energy undertakings that are operating
in developing countries are the following: 1992 Rio Declaration on Environment and Development;
Agenda 2030; 1992 Biodiversity Treaty; 1997 Kyoto Protocol and Paris agreement; ISO 14001; Chapter
V on Environment of the OECD Guidelines for Multinational Enterprises. There are other specific
international conventions that are addressing the responsibilities of energy multinationals in terms of
their environmental impacts [14].

The economic issues of CSR in the energy sector are linked to the impact of economic efficiency
and promotion of economic development of countries. It is obvious that energy undertakings must seek
profits to support their operations, and these issues have been increasingly debated in terms of CSR
practices [2,13]. Energy utilities are expected to contribute to sustainable economic development of
host countries by investing in infrastructure, research, and development; providing access to advanced
technologies to be used in the future, and guaranteeing security of energy supply for local communities
and enterprises.

CSR in the energy sector as well means paying fair taxes and conducting their operations in an
honest, transparent, and open manner. Seeking to provide contribution to host country economic
development, energy undertakings should evaluate the local needs and define whether additional
capacities are required or whether the energy needs could be met through demand-side measures
rather than additional supply. Other economic issues of CSR in the energy sector are the promotion
of competition, tackling corruption, paying fair taxes as well as promoting and investing in research
and development.

Energy multinationals can provide many social benefits to host countries: jobs, investments in
infrastructure, and budget revenues from taxes. Nevertheless, many oil-rich countries are experiencing
economic underdevelopment, low living standards, poverty, and social unrest due to political
mismanagement and military conflicts. As a consequence of oil exploration, these countries experience
large inflows of oil revenues, leading to their currency appreciation and making problems for export of
agricultural and manufacturing goods. Host country governments receive huge budget revenues from
oil companies, which pay taxes but have a negative impact on developing public policies to promote
economic growth and quality of life [20,21].

There are a few important cross-cutting aspects linked to all three pillars of sustainable energy
supply [5]. The cross-cutting standards are the bottom-line standards that are necessary to implement for
energy undertakings, and they consist of a minimum requirement for sustainable energy projects. First
of all, it is necessary to comply with all existing laws and regulations, both locally and internationally,
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respect human rights, and mitigate corruption. Other cross-cutting aspects are the following: striving
for energy poverty reduction, implementing the precautionary principle, evaluation and mitigation
of all risks, transparency, openness, accountability and information dissemination, involvement
of stakeholder in decision-making, ensuring wide public participation and engagement [24,25].
The international standards that are linked to cross-cutting issues include the UN Declaration of Human
Rights, ILO provision, etc., targeting equity, efficiency, participatory decision-making, sustainability,
and accountability, having a positive impact on corruption prevention, which is a serious challenge in
the energy sector for achieving sustainable energy development.

4. Corporate Social Responsibility as the Main Tool for Corruption Risk Mitigation in the
Energy Sector

As it was already mentioned, the risk of corruption is high in the energy sector due to the specifics
of this sector and high regulation level. This is the important cross-cutting issue of energy sustainability.
However, in contrast to the environmental reporting, the disclosure of information on corruption
risks and local community investments is weak in CSR practices and reporting initiatives [8]. In their
reports, energy undertakings disclose their spending on education and various philanthropic activities
as well as on stakeholders’ participation and involvement in their operations and decision-making.
However, these companies do not report on how effectively the money has been spent. Based
on such reporting, and publicly available information, it is difficult to assess the benefits for local
communities. Some studies proved that many community projects that are initiated by energy
companies in developing countries were badly planned and were ineffective. This is linked to the
fact that energy multinationals, operating in corrupt environments of developing countries, always
have a poorly developed legal system and law enforcement. Consequently, some corporate social
initiatives are just narrow philanthropic gestures, which do not provide long-term benefits for local
communities [16].

If governments have done their jobs in public governance properly, there would be no need for
CSR and other voluntary initiatives, as companies would be forced to deal with environmental and
social problems in realizing their business opportunities. This ability of the government to provide
good quality of governance can be assessed by regulatory quality indicators. The regulatory quality
indicator that was developed by World Bank measures the public perceptions of the ability of the
governmental institutions and regulatory bodies to enforce necessary policies that promote business
development. This indicator is calculated by combining several indicators from various areas linked to
the sphere of governmental regulation. The regulatory quality indicators can take a value in the range
between −2.5 and 2.5. The higher value shows a better regulatory quality in the country. The regulation
quality has the opposing effects on corruption prevention by promoting transparency in the energy
sector. The Freedom from Corruption provided by Heritage Foundation is an indicator that measures
the level of corruption perception in the range between 0 and 100, where the highest score shows that
there is no corruption, and the lowest score shows the highest corruption level [68].

International CSR initiatives provided various tools for business forcing energy companies to
take into account social and environmental issues of their operations. Seeking to define what are
the best-practice CSR policies in the energy sector helps to deal with the most critical social issue,
i.e., corruption; it is necessary to assess how energy undertakings are implementing these standards via
CSR practices. The main international CSR instruments for energy undertakings are the following: UN
Global Compact, OECD Guidelines for Multinational Enterprises, Carbon Disclosure Project (CDP),
Global Reporting Initiative (GRI) G3 Guidelines, UN Convention against Corruption. The UN Global
Compact and the OECD Guidelines for Multinational Enterprises are international standards for
socially responsible and ethical business conduct. The CDP and GRI G3 Guidelines provide reporting
guidelines for businesses in order to disclose information on relevant CSR issues for the stakeholders.
The UN Convention against Corruption is the most comprehensive tool to mitigate corruption risks
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within the business. These instruments provide initiatives for energy undertakings for reporting on a
wide range of social, economic, environmental, and cross-cutting issues.

The Global Compact provides opportunities for energy undertakings to share experience and
practices on developing business strategy, corporate image, and reputation as well as improve the
corruption risk management strategy [47–50]. The company or organization entering Global Compact
agreement is included in the list of Global Compact members, and its social responsibility practices are
published on the Internet. This, in itself, makes a big advertisement for the entire organization and
raises the image of its brand in the eyes of the consumers. The Global Compact Agreement is based on
the public accountability, transparency, and willingness of business to participate in the independent
actions in implementing the principles of the Global Compact. It is based on the principles of human
and labor rights, environmental protection, and anti-corruption.

Non-compliance with CSR in the future may lead to the loss of competitiveness. A responsible
and ethical company should be responsible for every activity that influences people, their communities,
and the environment. It is safe to say that CSR is an inevitable necessity of today. CSR is measured
and institutionalized on the basis of four key parameters: (a) markets, (b) employment, (c) public and
(d) environmental protection. Based on these parameters, CSR strategies are developed, specifying
and adapting corporate management to specific conditions. Socially responsible behavior of the
organization is created by selecting values (principles, norms, rules), according to their ability to
promote functionality, economic efficiency, and business competitiveness; at the same time, such
optimization of activities must be combined with human rights, dignity, the unconditional value of life,
etc. Thus, there is a need for business ethics when pragmatism and morality, economy and ethics are
combined [24].

It should be noted that the participation in all the mentioned CSR does not necessarily guarantee
that energy undertakings are operating responsibly and implementing all standards into practice.
It is necessary to ensure the compliance in practice and performing of audits [55,56]. There are as
well complaint procedures that can be applied by stakeholders, according to the OECD Guidelines;
however, the complaints procedure for the Global Compact is non-existent in practice. The reporting
based on the CDP and GRI guidelines provides that energy undertaking is aware of the most important
CSR issues, but it does not provide evidence of their importance for the enterprise in practice. Some
companies that are behaving in a responsible manner have not signed Global Compact or OECD
Guidelines and do not report on social and environmental impacts of their activities. Nevertheless,
the official implementation of these international CSR practices gives a good indication of socially
responsible intentions of energy undertakings.

The United Nations Global Compact is a “strategic policy initiative for businesses that are
committed to aligning their operations and strategies with ten universally accepted principles in
the areas of human rights, labor, environment, and anti-corruption”. The main ten principles of
Global Compacts are based on the following documents: The Universal Declaration of Human
Rights, The ILO’s Declaration on Fundamental Principles and Rights at Work, The Rio Declaration on
Environment and Development, and The United Nations Convention against Corruption [13].

The UN Global Compact (GC) is a partnership initiative and does not involve compliance
procedure; nevertheless, there are “integrity measures” based on the dialogue around allegations of
systematic and egregious abuse of Global Compact principles. Therefore, stakeholders are encouraged
to raise concerns about the firm’s alleged non-compliance with GC principles. Though the integrity
measures have been invoked less than 100 times since the initiative’s inception, none of them has
provided for the termination of the firm’s GC membership. Nevertheless, the initiated dialogue may
lead to the improvements of corporate behavior of the companies due to the negative publicity that
was achieved during the integrity procedures [1,2].

Though GC principles are not specific to the energy industry, they cover important issues that are
relevant to the energy undertakings: freedom of association, powers of collective bargaining, human
rights, elimination of forced and child labor, inequality and gender discrimination, precautionary



Sustainability 2019, 11, 4128 13 of 20

approach and greater environmental protection. After signing up to the initiative, energy companies
must provide regular updates and reports on their progress in implementing ten principles of GC.
There is an obligatory structure of reporting, and companies can choose their report template in order
to address ten principles of GC [2].

The OECD Guidelines are more specific comparing with GC. Though OECD Guidelines are not
sector specific, they cover a wide range of CSR issues that are relevant to the energy sector in ten
chapters: environmental protection, labor rights, corruption prevention and human rights, disclosure
of information, fair taxation, and sustainable supply chain management.

The CDP issues the annual request for information on behalf of institutional investors, purchasing
organizations, and government bodies. Literature shows that energy sector companies have the highest
scores in term of responding to the CDP (at 93%). It is a positive trend to take into account the enormous
importance of the energy sector in climate change mitigation [2].

The Global Reporting Initiative is an international CSR practice and reporting initiative based on
framework setting out the principles as well as indicators for assessing and reporting on enterprise
economic, environmental, and social performance. Energy sector-specific disclosure areas are the
following: availability of skilled workforce, percentage of employees that are eligible to retire in the
next 5 and 10 years, policies on health and safety of employees, percentage of total workers in formal
health and safety committees for monitoring occupational health and safety programs, health and
safety issues that are addressed in formal trade unions agreements, programs for lifelong learning,
percentage of employees that are receiving regular performance and career development reviews, etc.

All discussed CSR initiatives that are implemented in energy sector highlight the responsibility of
energy undertakings to ensure that all environmental, social, and other standards are implemented
throughout the supply chain of undertakings as well. The Global Compact applies “sphere of influence”
to address the supply chain and requires enterprises to implement GC principles within the sphere
of their influence, i.e., GC requires implementing CSR beyond the individual company level. OECD
Guidelines address supply chain issue and require a firm to ensure its suppliers to manage the
climate-related risks as well. Energy undertakings are required to report to the CDP together with all
their suppliers and complete all questionnaires linked to the GHG emissions, energy consumption and
cost, and climate change mitigation strategies [4]. The GRI provides the following specific disclosure
areas in the energy sector: policies and requirements regarding health and safety, days worked by
suppliers’ employees, percentage of suppliers’ employees that have undergone relevant health and
safety training, benefits provided to the full-time employees, percentage of significant suppliers that
have undergone screening on human rights.

In dealing with corruption, all CSR initiatives are obliged to use comparably new international
CSR instrument: the UN Convention against Corruption. The UN Convention against Corruption
noted that it is not a traditional CSR tool as CG, GRI, or CDC, but a very relevant one for dealing with
cross-cutting issues linked to anti-corruption. Other initiatives, for example, the Extractive Industry
Transparency Initiative, are proved to be inefficient [4].

As corruption risks were usually mitigated by developing strong legal frameworks on international
and national levels, the CSR practitioners were more concentrated on environmental and social issues
and left corruption aside. However, the CSR initiatives in cooperation with the business and
other stakeholders should strive to implement the UN Convention against Corruption, which is
the most effective tool to mitigate corruption risks on all levels. The treaty sets obligations and
recommendations that may have significant influence on business, especially in the energy sector.
The preventive anti-corruption policies and practices in the private sector should be developed, and the
bribery of foreign public officials as well as in the private and public sectors should be criminalized.
The Convention requires ensuring that legal persons that are held liable are subject to criminal or
non-criminal sanctions, including monetary sanctions. The CSR practitioners should force governments
to implement the Convention. All business communities, especially in the energy sector, need to apply
transparent business standards that are set by the Convention, as this will provide benefit and fair
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competition for all. Therefore, CSR movement and, most importantly, the energy enterprises, which
are committed to higher CSR standards, should influence governments to implement the requirements
set by the Convention.

All international anti-corruption initiatives and standards provide recommendations for companies
that in order to deal with corruption risks, firms should prepare the risk management plan, covering the
corruption prevention, evaluation, and monitoring issues. In order to minimize the corruption risks,
the anti-corruption programs should include the highest standards of the corruption awareness, which
the top managers are required to pass to all employees and accordingly fulfill in the employers’ contracts.
The disclosure and dissemination of information are necessary to ensure effective implementation
of anti-corruption programs. All relevant information should be provided on the firm’s website,
including corruption prevention programs, codes of ethics, corruption prevention procedures and
recommendation, including reports on implementation of anti-corruption programs.

The empirical results [9,13–16,21,25] show that firms with higher standards of CSR have lower
corruption risk levels, as CSR mitigates corruption risk at enterprise level very well. This is as well
linked with the country-level CSR. The institutional quality, energy market development, legislation
for investors’ protection and freedom of the press as well strengthens the positive impact of CSR on
the corruption mitigation at the enterprise level. The empirical results proved the differences between
developed and emerging energy markets in terms of CSR engagement, having impact on corruption
risk. There is a strong relationship between CSR-corruption risk level and the level of energy market
development. In the emerging energy markets, the interaction between institutional quality and CSR
has a positive mitigating effect on the corruption risk mitigation. However, in developed energy
market, this interaction is not remarkably strong. The interaction of the freedom of the press and
CSR provides the strongest influence on corruption risk mitigation in the emerging markets. This is
linked to the fact that developed energy markets already have freedom of press and high-quality
institutions, and the increase in institutional quality or freedom of the press has no significant influence
on corruption risk mitigation. All empirical results show the importance of institutional quality for
the analysis of the CSR impact on the corruption risk mitigation. In the section that follows, which is
based on the literature review and analysis, the authors develop a model for corruption risk mitigation
in the energy sector.

5. Model for Corruption Risk Mitigation in the Energy Sector

In order to mitigate corruption risk in the energy sector, it is necessary to guarantee the complete
commitment of all stakeholders in building integrity and struggling with corruption in the energy
sector. The involvement of civil society and the private sector, as well as legislators, regulators,
and system of justice, is necessary to protect and share the usage of energy resources in the country.
The disclosure and dissemination of information and data is necessary to support the development
of anti-corruption actions and the advance of anti-corruption programs to ensure the impact of such
programs on corruption prevention in the country.

The government should guide these processes, and the necessary steps are as follows:

(a) to ensure a multi stakeholder approach;
(b) to produce reliable data on the extent of corruption in the energy sector and assess the economic

and social costs associated with corruption;
(c) to put the principles of transparency, accountability, participation, and anti-corruption in practice.

In Figure 1, four main issues of dealing with corruption risks in the energy sector are addressed.
It is necessary to stress that in developed economies, transparency, accountability, and participation
are ensured by laws and strong regulation institutions, which are able to enforce these laws. However,
in developing countries with lower institutional indicators, the situation requires more efforts
and actions.
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As one can see from Figure 1, the developed model includes an active role of government in
combating corruption in the energy sector. However, the roles of business companies and all other
stakeholders are important as well. Governments should create a favorable environment for businesses
to operate without bribes and achieve a competitive advantage by implementing CSR policies and
instituting systems and policies to mitigate corruption risks [4,9]. International CSR initiatives create
good opportunities for companies to avoid corruption as companies engaging in socially responsible
behaviors are more resistant to corruption risks.

6. Conclusions

Sustainable energy development is the main condition of national security, social stability, and
economic growth. In addition, energy plays a vital role in economics, politics, and people’s livelihood.
Corruption is a cross-cutting issue in terms of sustainability and has a negative impact on all other
economic, social, and environmental issues of sustainable energy development, as it is among the most
important challenges of the energy sector due to specific features, making it especially vulnerable to
corruption. The geopolitical situation, energy, dependency, and abundance of governmental control
and regulation provide good conditions for corruption risk. Governments play the major role in
adopting specific regulations and procedures for private business, issuing licenses and permits, making
decisions regarding pricing structure, allocating public support for renewables, etc.

In order to deal with corruption risk in the energy sector, it is necessary to guarantee the complete
commitment of all stakeholders in building integrity and struggling with corruption. The involvement
of civil society and the private sector, as well as legislators, regulators, and system of justice, is necessary
to protect and share the usage of energy resources in the country.
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Due to the increased demand from the stakeholders and regulators for ethical behavior and legal
compliance of energy undertakings, the firms in the energy sector are forced to implement various
anti-corruption programs and management systems to mitigate the corruption risk. CSR can play a
vital role in dealing with corruption in the energy sector at the enterprise level. Anti-corrupt standards
are the main supporting means to achieve other CSR goals and principles; therefore, the mitigation of
corruption risks should be a priority for socially responsible companies, operating in the energy sector.
The effective implementation of anti-corruption standards can be ensured by Global Compact and
Global Reporting Initiative and other international initiatives that are requiring companies to deal
with corruption risks and report on their corruption mitigation practices and achievements. The UN
Convention against Corruption can provide many benefits for energy undertakings due to leveling
the playing field between competitors in the energy sector. The CSR initiatives provide a privileged
position for socially responsible energy undertakings as they can implement the commitments made
by the Parties of Convention into everyday business practice.

All international anti-corruption initiatives and standards provide recommendations for
companies: in order to deal with corruption risks, firms should prepare a risk management plan that is
covering corruption prevention, evaluation, and monitoring issues. In order to minimize corruption
risks, the anti-corruption programs should include the highest standards of corruption awareness,
which the top managers are required to pass to all employees and accordingly fulfill in the employer’s
contracts. Information disclosure and dissemination are necessary to ensure effective implementation
of anti-corruption programs. All relevant information should be provided on the firm’s website,
including corruption prevention programs, codes of ethics, corruption prevention procedures and
recommendation, including reports on implementation of anti-corruption programs.

National legal system and institutional indicators play an important role in defining the
effectiveness of CSR to deal with corruption in the energy sector, as other important issues, such
as market liberalization level, regulatory quality, investor protection, and freedom of the press,
are important to mitigate corruption risk.

The research conclusions in this study can help local governments formulate local policies and
regulations and promote sustainable energy development with a comprehensive consideration of local
economic development, industrial structure, financial balance of citizens, as well as population size
and structures.

The main limitation of the conducted study is the lack of the empirical evidence. The future
research is necessary for conducting the empirical study and testing the developed theoretical model
of corruption risk mitigation in the energy sector.

In addition, some future research is also necessary for better understanding in which situations
and under which circumstances, energy companies are prone to corruption risks, how anti-corruption
programs are implemented in the energy undertakings and are effective in dealing with corruption
risks under international CSR initiatives. In order to get more insights about benefits of corruption
risk mitigation, the impact of anti-corruption programs and corruption risk mitigation actions that are
implemented in the energy companies on their competitiveness needs to be further investigated.
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