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Introduction

Until the 1980s, academic research on corruption was mainly limited to the fields of sociology, political science, history, public administration, and criminal law. But after this time, economists have also turned their interest to this topic, as the phenomenon of corruption was apparently connected to economic performance and confirmation of this link was increasingly evident. Much of the early research
 focused on weaknesses in public institutions and distortions in economic policies that gave rise to corrupt practices. It also highlighted some positive effects of corruption, which were discounted in the later literature. 

In general, when economists are speaking about corruption, they focus on either identifying structures of incentives that make corruption more likely; or assessing the impact of corruption on efficient economic outcomes. In recent years, this second effort has mainly consisted of arguing that corruption reduces efficiency. This is often posed as directly countering earlier arguments by some political scientists and sociologists (Samuel Huntington, Robert Merton) that corruption may “grease the wheels of commerce,” or give political or economic access to lower status groups who might otherwise be neglected. Subscribers of this last attitude still exist; even well-educated citizens of different post socialist countries argues that with corruption their life is easier and more convenient.  

There are many definitions of corruption. Generally, it is seen as a breakdown of integrity in carrying out of public duties in return for some type of monetary or other benefit.  As a rule, individuals who act on behalf of the public are proposed to be government officials at some level. However, the term extended to describe private individuals as “corrupt” too (e.g. a professor who would accept money or other favors in return for higher grades, an employ of some organization demanding money for doing the duties that are his/her job).  

Corruption may be the single most significant obstacle to both democratization and economic development
. Economists provide realistic evidence to prove that corruption – the mistreatment of public office for private gain – has an influence on economic growth
. Corruption also decomposes democracy
, undermining and deflating the most fundamental principles of democratic governance. Corrupt practices remove government decisions from the public realm to the private, diminishing openness and accountability.

"Corruption ... is a serious crime with devastating consequences," U.S. Vice President Al Gore said when addressing the Global Forum on Fighting Corruption. Many international institutions, such as the World Bank and the International Monetary Fund, have reached the same conclusion. The World Bank believes that corruption is a major factor impeding economic development. Corruption hampers economic growth, disproportionately burdens the poor and undermines the effectiveness of investment and aid. The World Bank is helping countries to develop anti-corruption strategies
There are many states in the world where corruption is endemic.  Not all poor countries are corrupt (though the number of such countries is too limited), but almost all corrupt countries are poor, in part as a consequence of corruption. 

Globalizing the Problem of Corruption

Campaigns against corruption are not new, but in the last decade of the twentieth century the issue has become a truly global political challenge, since in 1992, international organizations, both governmental and non-governmental raises the question on the global agenda. The UN, the International Chamber of Commerce, Transparency International, The World Economic Forum, Interpol, the Organization for Economic Cooperation and Development (OECD), the World Bank, and International Monetary Fund are tackling the problem. 

Political and economic liberalization has exposed corruption that was once hidden
.  But almost everywhere the public is no more willing to tolerate corrupt practices by their political leaders and economic elites.  Recent developments proved that the balance of power between leaders and publics has been shifting and continues to shift in favor of open, democratic governance. The main driving force of these changes are growing affluence, education and emerging the Information Age. Knowledge-based economies have contributed to an environment in which leaders are forced to report to the public. Empowered by the information, people almost everywhere are expressing their dissatisfaction and concerns through the democratic revolutions across Latin America, Mikhail Gorbachev’s policy of “Glasnost”, the fall of the Berlin Wall, and the end of the Cold War, that in its turn accelerated the process, as well as in the later Democratic revolutions in Eastern Europe and in former Soviet Republics, which have all demonstrated this global democratizing trend. 

In the contemporary world there is growing awareness that security and stability depend on the interaction of economic and political factors. There is an obvious link for example, between official corruption in Latin America and drug-inspired crime in US city streets.  Potential links between corruption and political instability are particularly obvious in Eastern Europe and the former Soviet Union. Removal of state control, decentralization, privatization, liberalization and opening of these economies for international relations vastly expanded possibilities for corruption. This situation in turn made the transition to free market and democracy more difficult. On the other hand, there were distorted public perceptions of what a proper market economy is and how it works.  

Simultaneously with the shifts in the international arena, the domestic pressure for more democracy in most national countries guided the emergence of more active national media and stronger legislatures with the power to hold political leaders accountable. 

There is no simple correlation between levels of democracy and levels of corruption. Democracy does not mean automatic struggle against corruption. But democracy over the long run introduces more powerful bodies against corruption. A regime with frequent elections, political competition, active opposition, an independent legislature and judiciary, free media and liberty of expression generates more limits and obstacles to corruption. 

In countries undergoing a transition towards democracy and a market economy, the consequences of corruption are complex. Initially democracy may mean only that corruption is decentralized; bribes that were paid at a central point are now paid both to state and local authorities. Moreover, deregulation and decentralization greatly expand room for misconduct. Various firms conduct all sorts of abuse trying to take opportunities created by capitalism. Government officials in charge of privatizing publicly owned assets can easily sell at low prices for bribe or even by acquiring them through their family members and friends. These opportunities dangerously grow in the early stages of transition. In the long run, a more competitive and less regulated economy offers less scope for corruption as official rent-seekers have reduced opportunities and the balance of power between  private and public sectors is shifted, usually with the effect of increased official accountability
.  

The globalization of the economy adds new pressure to the corruption problem
. 

· Broadening and deepening of global economic integration increases the probability that the effect of corruption will spill over and resonate throughout the world economy;

· The emergence of an electronically networked international financial system clearly enhances opportunities for corruption, the difficulty of controlling it and the potential damage it can inflict;

· There has been a dramatic increase in the number of cooperative strategic alliances, both within countries and across borders. The relational nature of alliances makes control much more difficult for both managers and public policy-makers. 

Despite the fact that new global realities in some ways facilitate corruption, in other ways they inhibit the spread of it. The globalization of electronic communications makes it easier to transfer money across borders and to launder funds of doubtful origin. But it also enhances the uncontrolled power of the media. Government officials find it very difficult to limit the spread of damning information in the age of CNN, the Internet and the fax-modem. The global explosion of communication and information also forces governments to be more responsive to an influential global audience (investors, journalists, politicians, multilateral bodies and international public opinion in general).  Apparently, such heightened risks can have different effects. 

 Such forces are limiting the freedom that government officials once had to pursue their private interests at the expense of the public wellbeing. They are also lowering the tolerance governments have for harboring corrupt individuals or practices.

Brief History of Economics of Corruption

Since the early 1990s, lots of academic works were devoted to the topic of economics of corruption. The collapse of the Soviet Union and the Soviet Bloc served as initial impulse for it as it was already clear that corruption had its cost in both developed as well as developing countries. The International Monetary Fund and the World Bank have researched the issue. The reasons for the economists’ increased interest are several.  One of them is the environment created recently due to the accelerating globalization and world economic integration. Economic liberalization and international trade have increased the pressure on countries to be more transparent and accountable in the management of their economies. Moreover, that created incentives for policymakers to reform policies and institutions for countries to benefit from the rising international flows of capital, technology, and information. Developed and large emerging economies were eager to exploit the widening opportunities and developing countries also wanted to access markets and attract investment flows in the new environment.

Another factor that facilitated the interest towards the economics of corruption, and consequently to the promotion of good governance, is the growing role of the international financial institutions (IFIs) as well as trade and regulatory organizations in defining international standards as a basis for transparent policy formulation and implementation. Stimulated in large part by the desire to prevent the occurrence of global financial crises, such as those of Mexico, East Asia, and Russia in the middle and late 1990s, the IFIs took a number of initiatives to promote greater transparency and accountability in member countries. These initiatives were reinforced by the spread of codes and standards embodying good international practice in economic management and by newly created obligations for countries to widely disseminate statistical information on fiscal, monetary, and financial developments. In this regard, the IMF has taken the lead in work on standards and codes in the fiscal and statistical areas.

Interest in research on corruption and governance in IFIs was also stimulated by concern that public spending and aid were not having the desired impact on poverty and social outcomes. Questions have been raised on the extent to which budgetary allocations for unproductive programs or inefficiencies in public spending are attributable to corrupt practices.

Other players of the international arena also became interested in more transparent and accountable governance and economic management. Nongovernmental organizations (NGOs) and other organs of civil society, including the media, showed greater interest in the economic effect of corruption and in the spending of public funds. Economic prosperity in a number of countries and regions, stimulated by the technology and information revolution, became headline news (Japan and Europe in the 1980s, the United States, the Asian tigers, and peripheral Europe in the 1990s). The growing reach of the Internet spread the news of economic success or economic, as well as stories of corruption of failure. All these together brought questions of good governance and economic performance to the agenda of academic and policy debates.
Growing availability of data "measuring" corruption further stimulated the empirical research on its economic effects. During the 1980s, new statistical surveys of households, enterprises, public officials, and others became available to researchers. This led to the construction of summary governance indicators, such as the indices of "perception of corruption" that were then widely used in the empirical analysis.
Official flows to developing countries had been motivated by the desire of the superpowers to maintain political influence in various strategic areas of the globe. The mainstreaming towards satisfied economic performance and commitment to reform played only a minor role in the distribution of this official aid. In this environment, the pressure to reform was absent or minimal in many developing countries. A number of countries operated their economies under the protection of high tariffs and state intervention with minimum of transparency and accountability. However, they suffered neither the displeasure of aid givers nor the retribution of the markets, whose influence was too small to matter anyhow. Moreover, many countries were governed by regimes that, to say the least, did not hold to the strictures of good governance, and most donors and creditors often avoided from asking too many questions.

However, farther development changed the environment and struggle against corruption became urgent as it was creating obstacles and barriers to economic development and impeding human development. The reasons for generating such situation were several:   

· With the end of the Cold War and the breakup of the former Soviet Union, which was followed by regional conflicts, many developing countries lost their privileged position in the global geopolitical game and were suddenly exposed to the more severe requirements of market discipline. In the increasingly globalized and private-sector-driven world of the 1990s, developing countries (including the newly industrialized countries of Asia and the transition economies of Central and Eastern Europe) found themselves in a highly competitive environment where financial flows were now expected to have rates of return on investment. Sound macroeconomic policies, a healthy regulatory environment, more transparent and accountable public institutions, and protection of property and investor’s rights became essential prerequisites for attracting foreign direct investment and for accessing financial markets at reasonable terms.

· At the same time, the collapse of the Soviet Union brought the disintegration of the command structures in the old regimes activating some of the most chaotic economic, political, and social changes in modern history. Absence of the rule of law and accountability of governance led to corruption and absolute robbery. While some governments, notably in Eastern Europe, quickly found their ways and developed the institutional and policy frameworks needed for the operation of markets, others (mainly former Soviet republics) took much longer. 
· Another factor underlying the rising importance of transparency in government operations is the spread of democratic practices in the late 1980s and throughout the decade of the 1990s. Even countries with certain extent of democracy and corruption, tried to boost civil society and increase government accountability, and encouraged a higher degree of transparency.
Corruption and Growth

A growing number of empirical studies have deployed cross-national data to test various measures of the structural opportunities for and constraints on corrupt behaviors. One of the common findings of these studies is that higher levels of development or higher incomes are associated with lower levels of corruption
. Competitive markets and openness to trade
 reduce corruption by decreasing the collection of rents available to be captured by giving or taking bribes, or, put differently, by increasing the costs of corrupt actions. However, countries relying heavily on exports of fuels, minerals, and metals tend to be more corrupt, as these exports generate ready opportunities for extracting large rents. It is remarkable, that in most cases these countries don’t distinguish with high level income or advanced welfare.  Democratic governance and political rights tend to increase the likelihood that space and opportunities for corrupt actions are too limited and easily can be detected and punished
.  Also with respect to political systems, federalism and presidentialism
 have been associated with higher levels of corruption, by weakening the ability of voters to detect corruption in their elected representatives and punish it. 

Arguments pro and contra

Modern developments and attitudes, progressive societies, international organizations and various national/global institutions treat corruption as bad condition and factor for economic development and welfare of the country. For example, on its website, the World Bank states, “The [World] Bank has identified corruption as the single greatest obstacle to economic and social development. It undermines development by distorting the rule of law and weakening the institutional foundation on which economic growth depends
.” In the same way, the International Monetary Fund (IMF) states, “Many of the causes of corruption are economic in nature, and so are its consequences—poor governance clearly is detrimental to economic activity and welfare
.” 

Moreover, the World Bank has recently adopted a framework for addressing corruption as a development issue, in the context of assistance it provides to member countries. The framework has the following components: (1) preventing corruption in Bank-financed projects by improving procurement and financial management policies related to the implementation of projects; (2) helping countries in their efforts to eliminate corruption; (3) taking corruption more openly into account in the formulation of country assistance strategies; and (4) adding voice and support to the international efforts to reduce corruption, including by collaborating with regional development institutions on anticorruption measures. 
Social and economic impacts of corruption on both emerging economies and advanced democracies are considered as negative. Major international organizations are actually investigating the sources and foundations of this phenomenon and trying to invent and introduce the solutions for combating the corruption. The World Bank and The International Monetary Funs, the two biggest and most influential organizations are vitally interested in this problem resolution. They not only support a number of anti-corruption programs and initiatives in their over 180 member countries, but also upload working papers and data to their websites, organize seminars and conferences, and produce many publications.
Yet there seems to be no clear-cut correlation between corruption and economic growth. Although these international organizations consistently claim that corruption delay and hamper economic growth, economists have not necessarily agreed with the claim from theoretical standpoints. There is an increasing volume of literature on the relationship between corruption and economic growth. 
Empirical studies considering the correlation between corruption and economic growth have shown mixed results. Many studies also examine the effects of corruption on other economic variables, such as investment, government expenditure, economic inequality and so on, but in this paper we will review just economic growth, because it can represent all of these economic variables. 
More than 40 years ago, Leff
 (1964) first argued that corruption might promote economic growth as it slows down inefficient and inflexible regulations imposed by government.  Approximately the same idea is suggested by Huntington
 (1968). Since the mid 1980s, some economists have concluded that in some certain conditions corruption enhances efficiency and promotes growth. For example, Lui
 argues that bureaucrats, when distributing business licenses to firms, give priority to those who evaluate highly time and bribe the bureaucrats in order to speed up procedures. That, in its turn, reduces the time waiting to use the license and firms appearing in time on markets can suggest demanded goods/services and thus, ensure profits for themselves. 

Wei
 argues that corruption is much more costly than ordinary taxes because it generates uncertainty in addition to the tax burden. In the presence of corruption, businessmen are often made aware that a bribe is required before an enterprise can be started and, in addition, corrupt officials may also lay claims to one part of the proceeds from the investment. Therefore, businessmen interpret corruption as a species of tax. In addition, they also face secrecy and the uncertainty that the bribe-taker may not fulfill his part of the bargain. Both the tax and the uncertainty will diminish incentives to invest. Other possible consequences of corruption include loss of tax revenues because corruption may encourage people to evade taxes. In addition, by reducing tax revenues and increasing public expenditure, corruption may lead to adverse budgetary consequences. Corruption may also cause monetary problems if it takes the form of unacceptable lending by public financial institutions at below-market interest rates. 
Beck and Maher
 and Lien
 developed another model (so called “auction model”), arguing that bribes can promote efficiency because most efficient firms are often those who can afford the highest bribe. Shleifer modeled a bargaining process between public and private sectors, arguing that corruption “enables private agents to buy their way out of politically imposed inefficiencies.” A related argument is that corruption “may make possible smaller or no salary payments to officials who, if carefully supervised, will still carry out their functions on a fee-for-service basis”(Tullock
).

Corruption may bring government officials to allocate public resources less on the basis of social welfare than according to opportunities for gaining bribes. Large projects, whose performance is difficult to monitor, may provide fine opportunities for bribes. It is easier to collect large bribes on large infrastructure projects than on textbooks or teachers' salaries. Mauro
 concludes that corruption affects the composition of government expenditure. When corruption is serious, there is much less government expenditure on education or some other social spheres than on large infrastructure and defense projects. In addition, Mauro finds that corruption also lowers the quality of infrastructure projects and pubic services.
Hence, going through these arguments it is clear why some corrupt regimes do very well. For example, Suharto, dictator in Indonesia, lead over a golden age when Indonesian incomes reach up to $ 1,000 per capita. Indonesia became a miracle economy in the late 1980s and 1990s, graduating from a mere commodity producer to a big exporter of manufactures. Poverty, infant mortality and fertility felt under Suharto while literacy rose. His era ended in ruins during the Asian financial crisis, but his achievement remains impressive.

At the same time some scientists, such as Tanzi
 and Aidt
 have countered these arguments for various reasons: 

· First, private firms that pay a high bribe are not necessarily economically competitive firms. If a firm with potentially talented individuals engages in rent-seeking activities instead of more productive activities, such a sub-optimal use of human capital will damage macroeconomic growth. In fact, private firms are often forced to make side-payments to government officials to run their business in many countries and the cost of such corruption is particularly high for small but rising enterprises, which can be a driving force of economic growth;

· Second, corruption acts as an illogical tax for those who give bribes to public officials, as they have to bear the cost of searching for “partners” and negotiating with them. Because of such rent-seeking costs, the auction model’s claim (see above) that bribery is equivalent to competitive auction (as the same firm wins the prize at the same price under two arrangements) is invalid. Furthermore, when corrupt officials rather than the treasury collect revenues from individuals and firms, an opportunity to lower the tax burden is lost; 

· Third, when corruption allows public officials to receive private benefits secretly and arbitrarily, they do not perform their expected role of fixing market failures, and instead create even more market failures and obstacle for smooth functioning of the firms.  The government’s fundamental role of protecting property rights is also distorted, and its accountability and transparency are diminished.

· Finally, government officials purposely impose inflexibilities in order to remove bribes, thus officials know that the more rigidities (inflexibilities) they impose the more opportunity they have for extracting bribes. Similarly, if bribes are used to speed up procedures, bureaucrats may further slow down the administrative procedures.
As an example, Mobutu left Zaire poorer and more desperate than ever. The same was true of Abacha in Nigeria and Duvalier in Haiti. The record of people like Marcos and Fujimori was mixed: both rebuilt collapsing economies amidst applause, but then corruption and misadministration seriously eroded the initial gains. 

So to summarize, corruption may work as the solution to market distortions imposed by government procedures and policies at least in some cases. The economists argue that this would primarily happen in the short run.  In the long run, however, corruption itself produces further market distortions and reduces market efficiency. The general conclusion is that corruption slows down the long-term growth of an economy through a wide range of channels. Indeed, Lui
 writes, “corruption has two effects; (i) a positive level [short-term] effect on allocative efficiency; and (ii) a negative effect on the economy’s long-term growth rate.” Although the first effect still causes hot debates as empiric data proves the reality of both negative and positive outcomes of corruption in short term outlook. But, what is more important, there is no theoretical disagreement for the latter effect concerning log-run outlook. Furthermore, in practice, policymakers and economists often care not about the short-run effect but the long-run effect. For this reason, theoretically motivated and practically important empirical studies should focus on testing the long-run negative effect of corruption on growth.

Corruption, Culture and Communism Rules

To classify countries over the globe, we can distinguish five cultural cluster, where the fertile ground for bribery changes from least to most according the results of deferent studies. we have the following picture:  : 

· Protestant Europe (Nordic and Anglo-Saxo);

· Catholic;

· East Asian;

· Orthodox;

· Muslim.

In each countries, ex-Communist are notably much more corrupt.  Professors at the University of California, Wayne Sandholtz and Rein Taagepera
, believe that the striking feature of the ex-Communist countries is that, as a group, they have markedly higher levels of perceived corruption than do non-Communist countries in the same geographic and cultural regions. Thus, corruption could be considered as one more harmful legacy of Communist rule. 

The argument linking Communism to corruption has two main dimensions: one emphasizing culture, and the other relating to the structure of opportunities facing public officials. So, structural and cultural factors lead to higher levels of corruption in post-Communist societies. The command economies of the Communist era created structural incentives for both demanding and offering illicit private payments. At the same time, corruption was such a pervasive and enduring fact of life in that countries that it became an aspect of culture.

The World Values Survey develops measures of culture. It establishes a two-dimensional map of personal values. One axis ranges from traditional to secular-rational authority attitudes, which essentially contrasts traditional religious values and secularism. The other axis ranges from survival to self-expression, measuring the extent to which people are more focused on personal and economic security or on personal self-expression and quality of life. In general, economically developed countries tend toward secular-rational authority and self-expression, while less developed countries tend toward traditional authority and survival orientations.

In principle, both dimensions might be correlated with corruption. Survival demands may force people to indulge in corrupt practices even against their preferences, while self-expression implies freedom from basic survival needs and hence fewer corruption pressures. In the reverse direction, if corruption hampers development, as has been argued, then it would lock people into the survival mode. Decreased corruption would enable them to develop sufficient resources to look beyond survival toward self-expression.
Secular-rational culture should reduce corruption. Empirical analysis shows some decrease in corruption with increasing secularization, but the impact of the traditional-secular dimension of values is more limited than that of the survival/self-expression dimension.

If we compare the corruption levels of countries affected and not affected by Communism. The empirical analysis will show consistently higher corruption levels in the post-Communist countries.

Table 1. 

Values of cultural variables in countries with and without a Communist past, within the

same cultural-religious area

	Cultural Area

	No. of

cases

	Mean Self-expression
	Mean Secular-rational

	
	NC
	C
	NC

	C
	Gap (C – NC)

	NC
	C
	Gap (C – NC)


	European Catholic
	8
	7
	94
	-.33
	-1.27

	-0.3

	49
	.52


	European Protestant 
	7
	1
	1.65
	-1.20
	-2.85
	0.95
	1.15
	-0.20

	Orthodox
	1
	9
	0.60
	-1.55
	-2.15
	0.68
	-0.46
	-0.22

	Western Muslim
	5
	2
	-0.73
	-1.55
	-0.82
	-1.49
	0.12
	1.61

	East Asian
	2
	2
	0.11
	-0.24
	-0.35
	1.39
	0.21
	-1.18


Source: Corruption, Culture, and Communism, by Wayne Sandholtz and Rein Taagepera
, International Review of Sociology (January, 2005).
NC = Non-Communist; C= Communist-affected
European Catholic: LUX, AUT, FRA, BEL, IRL, POR, SPA, ITA vs. SLN, CZE, POL, HUN, SLK, LIT, CRO. European Protestant: DEN, ICE, FIN, SWE, NET, NOR, SWI vs. EST.

 Protestant-Catholic Latvia and the U.K. are not included in either cultural area. Germany is omitted, given its amalgam of West and East Germany. 

Orthodox: GRE vs. BLR, MAC, ROM, BUL, RUS, UKR, MOL, ARM, GEO. 

Muslim: JOR, MOR, TUR, EGY, PAK vs. ALB, AZE. 

Muslim countries east of India (Bangladesh, Malaysia, Indonesia) have been omitted because

of their very different cultural context.

East Asian: JPN, KOR vs. VIE, CHI.
Table 1 groups countries by religious-cultural areas, including only areas with some Communist impact. The mean values of Self-expression and Secular-rational scores are shown separately for post-Communist and non-Communist subgroups, as well as the gap between the two. In all five cultural areas, the countries with a Communist past are more survival-oriented, on the average. The gap is small in the Muslim area, where even the non-Communist countries have a very low self-expression score. Communist countries are 1.24 units more survival oriented than non-Communist countries (the weighted mean of regional differences).

A more thorough “Corruption Perceptions Index” (CPI) has been devised by Transparency International. It is a “poll of polls” compiling assessments by the general public, resident and non-resident business people, and country experts. Countries receive scores on a 0 to 10 scale set up so that the least corrupt countries have the highest scores. As suggested by Welzel, Inglehart and Klingemann
, this will be called the elite integrity score (EI). 

Table 2

Elite integrity in countries with and without a Communist past,

 within the same cultural-religious area
	Cultural Area

	No of

cases
	Average EI Score


	
	NC

	C
	NC

	C
	Actual Gap (C – NC)


	European Catholic
	8
	7
	6.85
	4.41
	-2.44

	European Protestant 
	7
	1
	9.21
	5.70
	-3.51

	Orthodox
	1
	9
	4.60
	2.89
	-1.71

	Western Muslim
	5
	2
	3.60
	2.10
	-1.50

	East Asian
	2
	2
	5.3
	2.95
	-2.35


Source: Corruption, Culture, and Communism, by Wayne Sandholtz and Rein Taagepera
, International Review of Sociology (January, 2005).
NC = Non-Communist; C= Communist-affected
Table 3.

Elite integrity scores and rankings

(Selected countries)

	Rank
	Country
	Elite Integrity

	1
	Denmark 
	9.8

	1
	Finland 
	9.8

	3
	New Zealand 
	9.4

	10
	Switzerland  
	8.7

	14
	USA 
	7.6

	20
	Japan 
	6.5

	23
	Estonia 
	5.7

	23
	Slovenia
	5.7

	25
	Hungary
	5.1

	26
	South Africa
	5 60

	30
	Lithuania 
	4.4

	31
	Czech Republic 
	4.3

	35
	Belarus 
	4.1

	38
	Slovakia 
	3.7

	40
	Bulgaria 
	3.5

	40
	Turkey 
	3.5

	47
	Latvia 
	3.3

	55
	Moldova 
	2.6

	57
	Armenia  
	2.5

	60
	Georgia 
	2.4

	60
	Russia 
	2.4

	63
	Ukraine 
	2.3

	65
	Azerbaijan 
	1.8

	67
	Nigeria 
	1.5

	68
	Bangladesh
	0.8


Note: Elite integrity figures are averages of available annual scores for the period 1997-2001.

Source: Transparency International (2003).
Under Communist regimes, the allocation of economic resources depended primarily on administrative decisions. Bribes, payoffs, and kickbacks were therefore a means of influencing those decisions. As a result, “corruption . . . was normal in Communist regimes
.” Corruption became endemic in Communist systems because the opportunities were everywhere and the obstacles were few: “public ownership of the means of production and state involvement in virtually all areas of society, added to the relatively low level of answerability of public officials to the citizenry . . . means that . . . Communist states were among the most susceptible to the phenomenon of corruption
.” Furthermore, as Holmes
 argues, in Communist countries corruption might actually increase with economic development – the opposite of the usual relationship. The collapse of Communist regimes changed the structure of opportunities that promoted corruption, but it could not eliminate those opportunities.

The World Bank carried out a detailed study of corruption in post-Communist countries. The survey included interviews with company owners or managers in 22 post-Communist countries. Researchers covered between 125 and 150 firms in most of these, though Poland (250), Ukraine (250) and Russia (550) had much larger examples
 (World Bank, 2000: 5). The study defines two measures of corruption: “state capture” and “administrative corruption.” State capture, according the survey means the “actions of individuals, groups, or firms both in the public and private sectors to influence the formation of laws, regulations, decrees and other government policies to their own advantage as a result of illicit and non-transparent provision of private benefits to public officials.” The administrative corruption is the “share of their revenues that [firms] typically pay per annum in unofficial payments to public officials in order to influence the implementation of state policies, regulations, and laws in each country.” The state capture scores range from 7 to 41 percent; the administrative corruption scores range from 1.2 to 5.7 percent of revenues. As the report notes, these scores capture only some aspects of corruption, and thus understate the real incidence of corrupt practices.

The rapidity of the dual transition – toward democracy and market economies – made it almost impossible for countries to establish laws and institutions that might restrain corruption. On the other hand, unwillingness of the government elite encourages this situation, since as a rule exactly government officials (in most cases former political Communist leaders) were the ones that benefited the situation and gained. In fact, the World Bank study found that the dual transitions removed whatever mechanisms had been in place to control corrupt behaviors
. The report concluded that “the simultaneous transition processes of building new political and economic institutions in the midst of a massive redistribution of state assets have created fertile ground for state capture and administrative corruption.”

As state officials announced and began so called privatization, bribes and payoffs were again a frequent and widespread means of acquiring  the richest assets. The World Bank reported that “numerous examples exist in all countries in transition where ownership or control of key state assets was transferred through nontransparent means to those with political influence; corruption played a key part in this process
.”
 The emerging and weak private sector development was accompanied by new type of corruption caused by tax systems of national countries and unwillingness of new businessmen to pay taxes bribing officials and making profits. Thus, both Communist rule and the transition to market economy were vulnerable to corruption, and their effects are still visible.

Of course, Communism also affected culture and values. Indeed, after decades of Communist rule, bribes, kickbacks, and other forms of graft almost certainly became “culturally embedded
.” The collapse of Communist political regimes could not erase the cultural values and attitudes that tolerated, if not encouraged, corrupt practices. Thus, the nihilistic attitudes toward law persisted. In other words, Communism left behind cultural orientations that generated higher levels of corruption.

Global Multilateral Actions

Earliest efforts were aimed not so much at corruption but the problem of drug money. In 1988 nearly 100 governments approved the UN Convention Against Trafficking in Illicit Narcotic and Dangerous Drugs, committing themselves to criminalizing money laundering. At the Paris Economic Summit states formed the Financial Action Task Force in 1989. Since then the Task Force issued 40 recommendations. The European Union, a regional member of the Task Force, has developed its own anti-money-laundering standards. 

In the 1990s with a huge corruption wave, the international anti-corruption agenda greatly broadened. In November 1994 the UN organized conference in Naples. 138 states signed the Naples Declaration, pledging domestic actions and international cooperation to fight against organize crime
. 

In 1995, the World Economic Forum also called for cooperative actions to fight corruption. They establish the Davos Group, an informal association of high-level international business executives, law-enforcement officials and experts to study the problem
. 

The most significant and promising effort is an attempt to come to grips with a bribery in international business transactions: multinational firms in industrial countries routinely proffer bribes to officials in developing nations as a means of landing business deals. In 1993, a group of former World Bank executives established so famous organization as Transparency International, dedicated to fight corruption and promote increased transparency in business and financial transactions worldwide. Remarkably active and effective, Transparency International has given high visibility to the overseas bribery problem. 

The most important reform was made in 1994, when US pushed the OECD Council approved and official recommendation calling members states “to take effective measures to deter, prevent and combat the bribery of foreign public official in connection with international business transactions.” 

In 1977 the USA passed the Foreign Corrupt Practices Act. The intention of this Act was to forbid the bribery of foreign public officials and also to take measures to fight corruption in general. Since this occasion pressure on the international community has been rising for multilateral action. 

One more far-reaching effort in this regard made the Organization for Economic Cooperation and Development (OECD) beginning since 1994.   In May 1997 at its ministerial meeting the OECD Council adopted recommendations of a working group on a Revised Recommendation on Combating Bribery in International Business Transactions. Compared with earlier recommendations, the Revised Recommendation was far more concrete and prescriptive. It covered broad areas related to the conduct of international business and established a mechanism for monitoring implementation. The adoption of a Convention on Combating Bribery of Foreign Officials in International Business Transactions obligated signatory states, all 30 OECD members plus a growing number of nonmembers, to make bribery a crime under their laws. 

In December 1996, the United Nations (UN) General Assembly adopted a Declaration Against Corruption and Bribery in International Commercial Transactions, as recommended by the UN Economic and Social Council. Although not legally binding, the declaration's wording on criminalizing foreign bribery and ending its tax deductibility signifies broad political agreement in the international community on this matter.

  In May 1997, the European Commission (EC) issued a Communication to the Council and the European Parliament on a Union Policy against corruption. This communication sets out the EC's comprehensive policy on corruption inside the European Union as well as regarding relations with nonmember countries.
Measuring Corruption

When speaking on empirical study, one of the issues is how to measure corruption. There are four survey-based measures of corruption, which are all cross-sectional data. Correlations among these four measures are quite high. 

1. Business International Index: BI; 

2. Global Competitiveness Report: GCR; 

3. Transparency International Index: TI;

4. World Development Report: WDR.
We shall review here the Transparency International Index as it is the most widely used and well-known index.  

Transparency International was founded in 1993, and is the civil society organization leading the fight against corruption. TI, with 100 national chapters around the world, has its International Secretariat in Berlin, Germany. TI annually publishes the result of public opinion polls to measure the level of corruption in different countries over the globe. 

The 2006 Corruption Perceptions Index is a complex index that illustrates on numerous expert opinion surveys that survey perceptions of public sector corruption in 163 countries around the world. It grants the countries the ranks from zero to ten. Zero indicates high levels of perceived corruption and ten indicates low level of perceived corruption. The 2006 Corruption Perceptions Index (CPI), points to a strong correlation between corruption and poverty. 

The Perceptions Index ranks countries in terms of the degree to which corruption is perceived to exist among public officials and politicians. There has been a small change to the methodology used in 2006. The CPI 2006 no longer reflects a three-year moving average, but now uses only two years of data. Therefore, the TI CPI 2006 uses data only from 2005 and 2006. The reason for this methodological change was to rely more on topical data. While this change does not make the CPI a measure of up-to-date anti-corruption policies, it may improve the ability of the individual country assessments to reflect recent developments, without lowering measurement precision.
Almost three-quarters of the countries in the CPI score below five (including all low-income countries and all but two African states) indicating that most countries in the world face serious perceived levels of domestic corruption. Seventy-one countries - nearly half - score below three, indicating that corruption is perceived as uncontrolled. Countries with a significant improvement in perceived levels of corruption include among others: Czech Republic, India, Japan, Latvia, Slovenia, Turkey, Turkmenistan and Uruguay.

Transparency International recommends:

· Promotion and, where necessary, adoption of corruption-specific codes of conduct by professional associations for their members;
· for instance the International Bar Association, International Compliance Association, and professional associations for accountants;

· Professional training to ensure that honest intermediaries better understand their role;

· Legal or professional sanctions for legal, financial and accounting professionals that enable corruption;

· Greater scrutiny of the role of insufficiently transparent financial centres in facilitating corrupt transactions.
Here we suggest data on some selected countries:  

Table 4.

Transparency International Corruption Perceptions Index 2006

	Country rank 
	Country
	2006 CPI score

	4
	Denmark 
	9.5

	1
	Finland 
	9.6

	7
	Switzerland  
	9.1

	20
	USA 
	7.3

	17
	Japan 
	7.6

	24
	Estonia 
	6.7

	28
	Slovenia
	6.4

	41
	Hungary
	5.2

	51
	South Africa
	4.6

	46
	Lithuania 
	4.8

	46
	Czech Republic 
	4.8

	49
	Slovakia 
	4.7

	57
	Bulgaria 
	4.0

	60
	Turkey 
	3.8

	49
	Latvia 
	4.9

	79
	Moldova 
	3.2

	93
	Armenia  
	2.9

	99
	Georgia 
	2.8

	99
	Ukraine 
	2.8

	121
	Russia 
	2.5

	130
	Azerbaijan 
	2.4

	142
	Kirgistan 
	2.2


Explanatory note:  CPI Score relates to perceptions of the degree of corruption as seen by business people and country analysts, and ranges between 10 (highly clean) and 0 (highly corrupt).
Conclusion

Corruption has been around for a very long time and will be around in the future unless governments figure out effective ways to combat it. Though various anti-corruption strategies have been designed and implemented.

Toward the end of the twentieth century economics turned their attention to corruption that beforehand was the subject of sociology, political science, history, public administration, and criminal law researches. Despite the vivid link between corruption and economic performance hot debates arose to determine the nature (negative or positive) of this correlation.  Reviewing the results of these empirical studies we can conclude that corruption in few cases can books economic growth but only in the short run, for in the long-run and in general, corruption destroys the economy and the culture and impedes welfare. All empirical results of different research programs support the proposition that corruption inhibits economic performance. The surveyed studies provide evidence that corruption may seriously inhibit long-term economic growth and increase the volatility of business cycles.
Various leading international organizations (the World Bank, International Monetary Fund, Transparency international) national governments, scientists (despite their specialization) regard corruption as damaging factor for development and democracy. Active policy against corruption is elaborated and implemented in different countries.
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