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Abstract


The paper focuses on the micro-level relationships of Russian entrepreneurs with the state agencies in the late 1990s. Corruption is defined from the standpoint of agency theory. Bureaucratic extortion and entrepreneurial strategies are considered as principal sources of corruption. Turning to our empirical data we estimate the spread of this phenomenon and point to the market segments, which are most vulnerable to corruption. In the final part of the paper the major ways of fighting corruption are addressed.


The study is based on data of two 1997-1998 surveys. A standardized survey including 227 questionnaires of entrepreneurs from 21 regions of Russia and a set of 96 in-depth interviews with the entrepreneurs have been conducted by the author and research team of the Center for Political Technologies (Moscow). Data of previous surveys is also used.


Introduction


Corruption attracts an increasing attention of experts and officials today. New international programs and conventions are elaborated with the aim of combating corruption [OECD 1997; Stapenhurst, Kpundeh 1999, p. 1-2]. It has become subject for international scandals, like that with the Bank of New York in 1999. 


Corruption has become a hot issue in Russia as well. Anti-corruption statements were included in the front lines of the electoral programs of both left and right political parties and all candidates for 2000 presidential elections. National Anti-Corruption Committee (NAKO) was established in Russia in the fall 1999. The former premier Sergey Stepashin heads the Committee. The Committee submitted a Draft Presidential Anti-Corruption Program to the Acting President (at that time) Vladimir Putin. The draft Law «On Fighting Corruption» is under long-term discussion. Numerous conferences and seminars on related issues take place. 


In spite of acknowledging a necessity of combating corruption, we still confront many problems how to approach this complex phenomenon. First, there are too many populist slogans in the ongoing debate while corruption is rather loosely defined. Second, well-known forms of corruption measurement are not satisfactory and subject for criticism. Third, there is a need to investigate the mechanisms of corruption on the micro-level. Finally, we know a wide range of anti-corruption measures but no easy ways of their implementation. 


In this paper we start with the definition of corruption from the standpoint of agency theory. Then we proceed to the main sources of corruption in relationships among the state officials and entrepreneurs. Turning to our micro-level empirical data we estimate the spread of this phenomenon and point to the market segments which are most vulnerable to corruption. We argue that corruption presents a well-established institution rather than a deviation from the norm. In the final part of the paper the principal ways of fighting corruption are addressed.


How to define and measure corruption (a framework for the study)


Conceptual frame. Corruption practices are widely discussed in the society. Still many things remain unclear in the discussion of the issue. We do not have fully satisfactory definitions of corruption. It is often confused with the other activities, like theft, clientelism, or voluntarism. It is certainly not a task of this paper to review the whole set of numerous concepts of corruption [for example, see: Noonan 1984; Rose-Ackerman 1978, 1999; Shleifer, Vishny 1993]. However, it is necessary to start by defining its main elements to avoid further misunderstanding. 


We define corruption by using the frame of the agency theory according to which corruption is presented as a relationship of three main actors, i.e. Principal, Agent, and Client [Gambetta 1999]. Existence of these three actors is absolutely necessary for corruption to emerge. The substance of their relationships is outlined below:


The Principal (legislative/regulatory bodies or property owner) establishes formal rules of activity.


The Principal delegates the rights of control over implementation of these formal rules to the Agent (civil servant or manager) who is fully aware of these rules and is not authorized to change them.


The Client (third party) demonstrates an interest in getting some benefits through the infringement of formal rules.


Agent and Client make arrangements for the mutual exchange of benefits, which are prior to action of the Agent.


The Agent consciously violates the formal rules established by the Principal in favor of the Client.


The Client gets a private or a public gain through the Agent while the Agent gets a private gain from the Client.


The first three statements determine necessary pre-conditions for corruption while the last three statements point to the practical elements of corrupt actions.


��Let us sum it up in a general definition. Corruption is the use of office for getting private gain from individual and corporate clients by purposeful deviation from the formal office rules in favor of these clients. Specific statements distinguishing corruption from the other phenomena are presented in the Appendix.


Corruption is associated not only with the activity of the state officials. It is also characteristic of business managers’ practices in their relations with the property owners and business clients. However, the latter is not a subject of this paper. Specific area of our research is relationships among the officials and entrepreneurs as viewed by the entrepreneurs. Before turning to this subject we address the issue of corruption measurement and characterize our data sets.


Measurement frame. There are no ideal ways of measuring corruption. The main evidence is anecdotal or based upon individual facts. Measures based on expert estimates like the corruption perception index (CPI) of the Transparency International are also subject for criticism for many biases [Sik 1999].


Corruption is a delicate issue. It is not easy to ask about it, especially in a standardized form. Direct survey questions about the proportion of annual revenues paid in unofficial payments to public officials do not resolve the problem [Hellman et al, 2000]. The main reason is not that people are often reluctant to speak on the issue though it may be the case. The problem is different. Even being quite open and sincere the entrepreneur often is not able to get reasonable calculations because the bribery is not confined to mere monetary gifts (we will turn back to this issue below). In our main survey we put a number of indirect complimentary questions approaching the subject from different angles. It includes questions regarding: 


Corruption perceptions, 


Number of controlling check-ups,


Necessity to stimulate officials for their services, 


Expenditures on informal business services, 


Existence of conflict with the state agents. 


In turn, perception questions include the following:


What is the spread of bureaucratic extortion in Russian business in general?


How often does the entrepreneur confront this extortion in his/her own day-to-day activity?


Have the bureaucratic pressures been changing within the last 2-3 years?


Is it possible to run an efficient business without giving bribes to the officials under existing conditions in Russia? 


Each of these questions alone does not provide an efficient measure of corruption. It is a combination of different measures that gives us a more or less comprehensive picture of the phenomenon.


Data sources 


Data comes from a number of our research projects including national and regional studies of Russian entrepreneurs. The main data was collected in the course of two main 1997-1998 surveys of the non-state enterprise managers and entrepreneurs (we do not make a distinction between «entrepreneurs» and «managers» here). These include: 


Standardized survey


Set of in-depth interviews


The surveys have been conducted by the author and research team of the Center for Political Technologies (Moscow) (Head - I.Bunin) with the help of Russian Federation Chamber of Commerce and Industry (special thanks to V.Gubernatorov). The U.S. Center for International Private Enterprise (CIPE) funded the research. Apart from quantitative data some brief quotations from the in-depth interviews are used below [for detailed description of research outcomes see: Radaev 1998b]. 


Standardized survey was conducted in November 1997 - January 1998. 227 filled questionnaires have been collected from the heads of non-state enterprises in 21 regions (mainly in the Central European parts of Russia). All the main areas of economic activity have been represented. You will find selected basic parameters of enterprises and entrepreneurs below:





Privatized state enterprises�
- 18 %�
�
Non-state enterprises from the start�
- 82 %�
�
Small firms�
- 79 %�
�
Large and medium-size firms�
- 21 %�
�
Male entrepreneurs�
- 75 %�
�
Female entrepreneurs�
- 25 %�
�
Have a university diploma�
- 83 %�
�
(One of the) owners of the enterprise�
- 79 %�
�
Members of business associations�
- 28 %�
�
Moscow entrepreneurs�
- 19 %�
�



In-depth interviews were conducted from May 1997 to April 1998. In total 96 interviews have been recorded. The sample includes 27 interviews, which were conducted with respondents questioned for the second time after the Center for Political Technologies survey in 1993. The main focus was made upon the emerging areas of non-state businesses. 


We also attract the outcomes of two regional studies conducted by the author in Tomsk oblast (one of the Siberian regions) in 1997 and 1999. They were initiated by the Organization for Economic Co-Operation and Development [the outcomes of the first study see: Radaev 1998a]. The data was collected from the interviews with the officials of regional and municipal administrations, heads of development agencies supporting small business, and entrepreneurs. Regional legislative documents, official statistics, survey data, and analytical papers have been also used.


The most recent data is supplemented by the outcomes of the surveys conducted before, namely:


Survey of 277 Moscow entrepreneurs conducted in 1993 by the author and research team of the Institute of Economics [Radaev 1997]


Survey of the heads of 887 small enterprises and 210 medium and large enterprises, which was conducted with the participation of the author at the First Russian Congress of SME representatives (supported by the Russian Federation Chamber for Commerce and Industry) [Radaev 1996].


Each study included several questions on corruption-related issues.


Bureaucratic extortion as a source of corruption


Relations with the officials present a painful problem for the entrepreneur in case of Russia. Bureaucratic procedures are complicated, time-consuming, and costly. Administrative barriers are numerous. They are caused by the willingness of the officials to maintain a bureaucratic control over enterprises. 


Extortion from business by the public officials presents the first source of corruption relations. We define extortion (vymogatelstvo) as attempts of civil servants to get unofficial payments from the enterprise. There are many common sense exaggerations regarding this issue. And we would not support claims that every entrepreneur is subject to bureaucratic extortion, like mass media use to do. However, we must admit that for many entrepreneurs it makes a problem indeed. 


According to our standardized survey data, 14 % of entrepreneurs experienced serious pressures from the authorities when they started up (apart from registration and licensing problems). 25 % of respondents complained for the pressures linked to registration and licensing. More than one third of respondents (34.5 %) point to some sharp problems in relations with the authorities in the day-to-day activity of the enterprise [Radaev 1998b, p. 35]. It fully corresponds to our findings based on 1996 survey data collected from nearly a thousand of entrepreneurs at the First Russian Congress of Small Enterprise Representatives [Radaev 1996].


Now we turn to the data focused more specifically on extortion. The entrepreneurs estimate the spread of bureaucratic extortion in Russian business as follows: 


Extortion happens frequently�
- 39 %�
�
Extortion happens from time to time�
- 48 %�
�
Extortion does not happen�
- 13 %�
�
General estimates of the business situation can be certainly biased by the influence of mass media.  And our next question is more important for it addresses the personal experience of confronting the extortion by the entrepreneurs. This personal experience no surprise is less frequent than estimates of business in general. However, two thirds of respondents report that they use to be subject to it, namely: 


Extortion happens frequently�
- 20 %�
�
Extortion happens from time to time�
- 45 %�
�
Extortion does not happen�
- 35 %�
�
 Entrepreneurs and civil servants, no surprise, give different estimates of the extortion frequency. Using our data of the 1996 survey at the First Russian Congress of Small Enterprise Representatives we compare views of 887 small entrepreneurs and 189 civil servants. We asked whether bureaucratic extortion is frequent in case of Russian small business. The results are summarized in the Table 1. 


�
Table 1. Bureaucratic Extortion in Small Business as Viewed by Small Entrepreneurs and Civil Servants (row percent) 


�
 Bureaucratic extortion�
�
�
Frequent�
From time to time�
Never�
�
Small entrepreneurs�
41�
50�
9�
�
Civil Servants�
28�
55�
17�
�



Two remarks should be made here. First, estimations given by the entrepreneurs in 1996 are very close to that of our recent survey of 1998. Second, despite obvious differences with the entrepreneurs’ opinion, civil servants produce rather critical evaluations of the situation in the field. It means that existence of corruption is widely acknowledged.


In the interviews the opinions on the spread of corruption look rather diverse. Some entrepreneurs express their strong belief that there is no way to avoid bribery in Russian business nowadays. The others are very persistent in claiming that they do not give bribes at all. Both views could be biased by the respondents’ emotions. However, the main explanation has to be seen in the segmentation of markets in terms of relations of entrepreneurs and officials. In some segments informal exchange of bureaucratic services is more active; in the other segments it is less regular or even negligible. This segmentation can be described by the following standard variables:


Size of the firm. Large businesses are normally more involved in dealing with the public officials. Though their relative transaction costs are low if compared to that of small enterprises for which these costs may be a heavy burden. The character of relations of large and small firms with the public officials also differs, as we will see below.


Type of the enterprise. New non-state businesses become subject for extortion more often than privatized enterprises that presumably have better linkages with the authorities (Table 2).


Area of activity. Areas with the fast capital turnover and use of cash in their transactions attract more attention of the authorities. They include finance, wholesale trade, retailing, catering, consumer services.


Type of activity. Necessity to obtain and renew licenses and permits makes the entrepreneur vulnerable to the risks of extortion.


�
Table 2. Personal Experience of Confronting Bureaucratic Extortion by the Type of Enterprise (row percent)


�
 Bureaucratic extortion�
�
�
Frequent�
From time to time�
Never�
�
Newly established non-state enterprise�
22�
47�
31�
�
Privatized enterprises�
13�
33�
54�
�
Average for sample�
20�
45�
35�
�



According to the 1997-1998 in-depth interview data, two principal features characterize bribery in the post-Soviet period. First, bureaucratic services (both voluntary and compulsory) have become nearly open. Second, the demands of bribe-takers have obviously increased within the last decade. The following statement of our respondent illustrates it: 


«Unfortunately�, in the last years many [officials] do not take [bribes] but if they do they use to take a lot» (head of multi-profile firm). 


What can we say about the trends regarding bureaucratic pressures on the enterprises? A major part of entrepreneurs tends to think that their level has not changed at all over the last 2-3 years. 28 % of them complain that extortion has become even more frequent. Comparing our data with that from previous surveys, we reveal a sustainability of bureaucratic pressures, which were not declining at least [Radaev 1996].


As for a possibility to avoid bribing in the economic activity under present conditions, the views are the following: 


Impossible to avoid�
- 38 %�
�
Difficult to avoid�
- 42 %�
�
Possible to avoid�
- 20 %�
�
Thus, successful economic activity without bribery seems unrealistic today to a majority of Russian businessmen.


There are no explicit differences depending on the regions with the exception for one important case. Perceptions of the Moscow entrepreneurs who made nearly one fifth of our sample are quite different from that of non-Muscovites. According to their assessment, the spread of extortion in case of Moscow business is at least 50 percent higher than in other regions on average. As for the possibilities to avoid bribes when running a successful business, a positive answer was given by a negligible part of Muscovites [Table 3]. This conclusion is also supported by our 1996 survey data of 302 Moscow and 575 non-Moscow small entrepreneurs. Concentration of public officialdom in the capital of Moscow is reflected in higher bureaucratic pressures on the entrepreneurship and entrepreneurs.


Table 3. Bureaucratic Extortion in Moscow region (column percent)


�
Moscow�
Average�
�
Extortion in Russian business�
60�
38�
�
Personal experience of extortion�
32�
20�
�
Possibility to avoid bribes�
2�
20�
�



How is the extortion provided? Formally a significant part of property rights has been transferred from the state to the enterprises in the course of liberalization. However, state agencies still keep their formal and informal control over the firms in the day-to-day economic activity. Officials use to conduct numerous and spontaneous controlling surveys. To evaluate the scale of this control we asked the entrepreneurs how often the administrative inspections of their firms take place on behalf of the state authorities. 


According to data, it makes about 2 check-ups on average though differentiation among groups of firms is high. At one quarter of enterprises these controlling visits are virtually absent while at the other quarter of enterprises they take place on a weekly basis or even more often. Let us add that a comparative survey of small shops conducted by T.Frye and A.Shleifer in Moscow and Warsaw demonstrated that the number of inspections in Russia exceeded that in Poland by two times, i.e. 18.5 vs. 9 check-ups per year respectively  [Frye, Shleifer 1997, p. 357]. Thus, this element of regulatory environment is not very favorable for business development in Russia.


Intensity of control varies across the markets. Tax Inspectors are most interested in checking up the firms dealing with finance (74 %) and market services (70 %). Sanitary Surveillance is most active in the areas of retailing, catering and consumer services (32 %), health care, science and culture (28 %). Fire Protection inspectors use to keep the eye more closely on retailing, catering and consumer services (26 %), construction and transport (23.5 %).


These inspections often bring serious distortions to the enterprise activity. Conditions for bribe taking are also reproduced. We have statistical evidence that the number of administrative inspections correlates with the amount of transaction costs of the firm spent for «informal business services» (Table 4). 


�
Table 4. Enterprise expenditures on informal business services and the number of administrative inspections (column percent)


Enterprise expenditures�
Share�
Number of inspections (per month)�
Average  �
�
on informal business services�
of firms (%)�
< 1�
1�
1.5-2�
2.5-5�
> 5�
number of inspections�
�
Significant�
14,5�
7�
17�
13�
21�
31�
2,4�
�
Insignificant�
46�
50�
41,5�
49�
43�
46�
1,9�
�
Absent�
39,5�
43�
41,5�
38�
36�
23�
2,2�
�
Total�
100�
100�
100�
100�
100�
100�
2,1�
�



Expenditures on informal business services are closely connected with corruption for they have also clear linkages with the spread of bureaucratic extortion (Table 5).


Table 5. Expenditures on Informal Business Services and Personal Experience of Confronting Bureaucratic Extortion (column percent)


Expenditures on �
Bureaucratic extortion�
�
informal business services�
Frequent�
From time to time�
Absent�
�
Significant�
33�
13�
8�
�
Non-significant�
48�
52�
37�
�
Absent�
19�
35�
55�
�



Entrepreneurial strategies as a source of corruption 


 It would be unfair to blame the officials alone for their corrupt behavior. Entrepreneurs often take a large part of initiative. They try to mobilize state-owned resources or get individual privileges. It is noteworthy that according to survey data, only a minor part of entrepreneurs accuse the officials as the main and only party who initiates bribery. More detailed distribution of views regarding the main initiators of bribes is given below:


Civil servants�
- 28 %�
�
Civil servants and entrepreneurs�
- 34 %�
�
Entrepreneurs�
- 13 %�
�
Hard to say�
- 25 %�
�
Thus, the second source of corruption is presented by certain competitive strategies of entrepreneurs. The choice of strategy in relations with the authorities plays an important part in making the profile of the Russian firm. On one side, we have «passive» business strategies when the entrepreneur pays off the officials, trying to minimize this kind of transaction costs and having no extra benefits. On the other side, there are «active» business strategies when bribing is used for getting competitive advantages. In the latter case "political" transaction costs are higher but they are covered by the additional benefits.


There are also important differences in the forms of corruption. Smaller firms are more often involved into trivial bribery relations. In case of big businesses relations between the corrupt officials and entrepreneurs tend to develop into sustainable linkages dealing with mutual long-term support and partnership. The latter assumes that, first, corruption relations increasingly take a non-pecuniary form. Second, it develops into the state capture which goes beyond mere corruption and give opportunities to change the rules instead of evading the rules.


Use of the civil servants «weaknesses» has become an element of the normal business strategy. The larger one’s business the more needs to affiliate with the officials and pay for their services. Let us illustrate this statement with two quotations from the interviews:


«According to experience, there is no way of doing business without people linking you to the regulatory bodies. It is possible to work without it but impossible to raise big money» (head of real-estate firm).


«On the ground level extortion flourishes while on the level of large businesses initiative is taken from below. Everything is simple. On the high level there is no extortion. It is you who want to give in order to obtain some special conditions. You just can not avoid it. You can survive but you will never become very big» (politician, until recently head of industrial enterprise).


In spite of this evidence, it would be a mistake to present the entrepreneur and the civil servant as equal agents of «bureaucratic markets». Many administrative barriers surround entrepreneurs. Moreover, the officials to extend their capacities to collect the administrative rent quite intentionally create the barriers. As a result, entrepreneurs respond in a rational way but their choice is structurally limited for their institutional dependency on the bureaucracy is still very high.


«Corrupt officials, seeing the financial benefits of accepting bribes, frequently have the discretion to redesign their activities. They create scarcity, delay, and red tape to encourage bribery» [Rose-Ackerman 1999, p. 26].


A very important condition for the successful business development is linked to the informal state patronage when an authoritative state body or an influential civil servant protects the firm or "is known" to protect the firm. 


«If everyone knows that some firm belongs, or indirectly, is connected with the interests of a high-level official... naturally there will be no check-ups, no militia, no sanitary control» (head of firm dealing with the supply of fuel).


Apart from the protection of business from the controlling bodies and criminal groupings, it provides something even more important, i.e. state contractual orders. The latter creates an area in which the bribery flourishes.


«The main bribes are given to have guaranteed sales. It is not bribes for tax evading but bribes for getting contracts, which are most important. It is fantastic to get contracts providing a stable guaranteed profit» (head of holding).


One of the main conclusions of our study is that from the very start of the reform newly emerged Russian entrepreneurship was divided into two distinct groups. One group of entrepreneurs did active networking with authorities. They invested into their «political capital» and pursue their interests through the power corridors. The other group preferred their independence and reduced their networking efforts to cases of emergency. They tried to rely more on their human and cultural capital. We have to conclude that after the last decade, at least in case of large business, the first strategy has become more successful in economic terms. Additional «political» transaction costs have led to significant economic revenues.


Such development of entrepreneurial strategies has important institutional outcomes. The mixture of economic interest and coercive pressures is enforced by social norms here. From this angle corruption relations should not be considered as mere deviations from the formal and informal rules. It is a widely shared norm to give and take bribes today. Corrupt officials are subject to severe criticism. At the same time entrepreneurs get accustomed to this sort of practices. And public opinion is rather tolerant to it. It creates a sort of "equilibrium" under which neither agents nor clients try to change the situation. 


How to combat corruption


There is a lot of debate on how to fight the corruption. We classify the major exit strategies below. They include:


Administrative approach


Police approach


Legalistic approach


Economistic approach


Liberal approach


Normative approach


Public opinion approach


Institutional approach





Administrative approach. The most traditional strategy is to run campaigns of cutting down the administrative personnel of the state bureaucratic offices. It is done periodically but leads only to temporary effects. The bureaucratic apparatus has a trend to increase and restore its numbers in a short while.


Police approach. One more traditional strategy is to chase corrupt officials and take them to court. According to the Russian Federation Procurator’s Office data, 6,500 cases of bribe taking were disclosed in 1999, half of which has been seen to court. This sort of anti-corruption measures is important though only 5-8 % of those accused in bribe taking in Russia are normally imprisoned. 


However, this traditional approach faces some serious obstacles. First, it is not easy to catch the corrupt person and prove that bribery has taken place. Second, many forms of corrupt relationships can not be disclosed by trivial police techniques because corruption is not confined to the money transfer and include rather sophisticated exchanges of mutual services between agents and clients. Third, police measures treat the consequences rather than causes of the phenomenon, and therefore, produce rather insignificant short-term outcomes. Fourth, there is a political danger that anti-corruption campaign pursuing the populist targets would justify the strong-hand measures, and in the end, lead to violation of civil rights and prosecutions against political opponents and competitors. 


Legalistic approach. It points to a necessity of improvement of legislative and regulatory base. The objective is to cut the officials off the direct access to the allocation of resources and eliminate legal statements which give the bureaucrats their opportunity to interpret the rules or/and introduce additional restrictions. This way is also important. However, it would be naive to think that changes in the law would radically change the structure of informal relationships among agents and clients who use to focus upon searching for the gaps in formal rules and ways of avoiding these rules.


Economistic approach. It is claimed that civil servants have no other way but to take bribes for their salaries are so miserable. It is suggested to raise these salaries by several times to make the civil servants conscious of keeping his/her job and getting more responsible for the outcomes of their decisions. No one would deny that official salary of civil servants is rather low indeed. However, no one could prove that civil servants would change their style of decision-making in case of raising their official revenues either.


Liberal approach. It is claimed that further liberalization of the economy and society is required. It is said that corruption could not be defeated by the direct attacks on it. General conditions and business environments should be changed. The main idea is to remove administrative barriers, stimulate competition and create equal market opportunities. Further deregulation at all levels is no doubt necessary. However, we would not ignore a necessity of the direct interference into the activity of civil servants.  


Normative approach. There are claims that to fight the corruption successfully we need the improvement of business ethic. Professional and business associations should take care of the new codes of business conduct including principal avoidance of bribe giving. 


In our opinion, it would be no doubt a good thing if the entrepreneurs establish broad anti-corruption conventions. However, a specific feature of the Russian entrepreneurship is reflected in the fact that entrepreneurs prefer lobbying their interest on the individual basis rather than joining business associations and unions. For example, 91 % of entrepreneurs claimed that they lobby their interests themselves (1996 survey at the First Russian Congress of Small Enterprise Representatives). Only 5 % of them point to the lobbying efforts taken through some business associations and unions. The latter are numerous but not very influential so far.


Public opinion approach. It is claimed that fighting against corruption will be victorious only in case of decisive changes in public consciousness and public attitudes towards corruption and corrupt agents. When estimating the reasons of success of combating corruption in Italy it was postulated that:


«The main, if not decisive, reason encouraging the prosecution procedures was located beyond the procedural measures. It can be briefly formulated as follows: public consciousness has changed in the country» [DiPietro 1999, p. 27].


Russian mass media is very active in this respect today. Though corruption issues are discussed in rather abstract way at the level of principles. Examination of concrete cases is rare. As a result, public has no clear idea if any serious anti-corruption measures are practically implemented.


Institutional approach. According to this approach a reform of the civil service is required. It is aimed to weaken the dependency on bureaucrats. First, it is necessary to carry out an inventory of federal institutions having their branches in the regions. The number of institutions carrying out their immediate control over economic activity has to be cut down. 


Second, unification and abridgement of formal administrative rules for economic activity is required to diminish the practice of under-law administrative restrictions imposed by the authorities at all levels. The practice of establishing free «contract prices» for administrative services must be also eliminated.


Third, we have to remove administrative barriers for the start-up procedures. It presumes moving from the authorization (razresheniye) to notification (uvedomleniye) procedures. There is a necessity of intensive curtailment of various bureaucratic permits, which are connected with the registration, accreditation of enterprises, and licensing of their activities [Tsyganov 1997].


Fourth, institutional centralization of the bureaucratic functions and payments to the state is needed instead of existing practices when the entrepreneur is supposed to submit dozens of documents to many official bodies and pay fees to a great number of bureaucratic offices. 


Fifth, the administrative rules must be transparent for the external control. Revenues of the civil servants must be also screened carefully. From this angle, transformation of administrative relations within the state and strengthening of «control over controllers» are not sufficient in themselves. There is a call for independent (non-governmental) institutions carrying out extensive public control over the activity of authorities, which produce multiple administrative restrictions. Voluntary associations and unions of entrepreneurs as well as consumer associations have to play an important part in this process.


Apart from administrative measures, it is necessary to extend the programs of professional training of civil servants in various fields of social administration. These training programs could be more efficient if carried out on the non-departmental basis with borrowing much of the international experience.


It may sound as a discouraging conclusion but there is no panacea for resolving the problem of corruption. It is only a combination of measures that may help. Anyway, it presumes fundamental changes in the structure of the society because corruption is not just a matter of «weak state» and «bad officials». It means also that we should not wait for quick results and radical changes as outcomes of anti-corruption programs even if they have perfect targeting. Efficient anti-corruption measures can only activate the mechanisms of the long-term institutional changes in the society.


�
Conclusions


Corruption is defined from the standpoint of the agency theory as the use of office for getting private gain from individual and corporate clients by purposeful deviation from the formal office rules in favor of these clients. We use a combination of different empirical measures to estimate the spread of corruption in relationships among entrepreneurs and civil servants. We have sufficient survey evidence that this phenomenon is widely spread indeed though we have to avoid exaggerations, which are usual for mass media today. 


Administrative barriers present the first source of corruption. They are maintained for keeping control over enterprises under conditions when many formal property rights have been transferred from the state to the enterprises. These barriers push the entrepreneurs into «gray» market segments and produce their subordination of two sorts. First, given it is impossible to follow all the formal rules, nearly everyone is subject to the selective bureaucratic control and sanctions. Second, many economic agents have to start negotiations with the authorities for getting individual privileges. 


Dependency on the authoritative decisions led the entrepreneurs to the corruption-prone activity, which has become an important element of successful market strategies and second source of corruption. Entrepreneurs seek for the informal state patronage and opportunities to get contracts allocated by the state bodies. As a result, many Russian entrepreneurs could not imagine Russian economy without bribery today, which has become a well-established institution. 


There is no panacea for resolving the problem of corruption. There must be a combination of different anti-corruption measures. Periodical administrative campaigns of combating corruption lead to rather insignificant short-term outcomes and focus predominantly on narrow political targets. Traditional police measures are also not sufficient to ensure positive outcomes. Fundamental changes presumed by liberal and public opinion approaches are desirable but they may postpone solutions for a long time. Changes in legislative and regulatory basis should be considered as the first step of broader institutional reform of the civil service. The latter includes reduction in the number of controlling institutions, unification of rules, removing of administrative barriers for the start-ups, transparency of rules, and development of the public control over bureaucratic procedures. 


�
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�
Appendix. Corruption and related phenomena


 We specify the notion of corruption and establish analytical divisions with the other relationships, which are often confused with corruption. 


Corruption and additional services


Bureaucratic services are defined as corruption only in case when the formal rules are violated. If the official provides additional services to the client for an honorarium without breaking the rules, it is not corruption. 


Corruption and state capture


Corruption should be distinguished from the state capture. The former means that a powerful agent is able to influence the principal and change and basic rules of activity [Hellman et al, 2000, p. 1-3]. The agents do not infringe the rules here. It is the principal that gives privileges to the client or introduces discriminatory rules against the other clients in a voluntaristic way.


Corruption and theft


Corruption should not be confused with theft. If the official uses the office directly for his/her private material gain it is not corruption. The latter presumes that the client is involved. All in all, corruption can be carried out without theft and with theft. The former means that all official payments to the state are collected and informal transaction costs (bribes) are added to the formal ones (taxes). The latter presumes that the entrepreneur saves on the formal costs and a part of the official payments are appropriated by the civil servant [Shleifer, Vishny 1993, p. 601].


Corruption and ignorance


Corruption presumes intentional action on the side of the agent. If the official infringes the formal rules in favor of the client due to the lack of skills and competence it is not corruption but ignorance. 


Corruption and friendships


If the official does not get his/her private gain it should not be considered as corruption even when the rules are infringed in favor of the client. It could mean friendship, nepotism or clientelism if the action is for the benefit of friends, relatives, or subordinates.


 








� This paper is a chapter in forthcoming volume «The Power of Corruption», prepared by the Davis Center for Russian Studies, Harvard University for publication by Westview Press, 2001.


� The word «unfortunately» relates to two aspects of the question. The entrepreneur complains that the level of bribes is high, and simulteneously, that public officials have become more selective in getting bribes.
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