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INTRODUCTION 

Coalition Building and Monitoring to Counter 
Corruption: 

Strategies and Impact in Central and Eastern 
Europe 

International Conference 
19-20 June 1999, Varna, Bulgaria 

The integration within the global economy have brought the issues of corruption 
in public administration in the former communist countries to the forefront of the agenda 
of their national governments and of international organizations. Fighting corruption, as 
weil organized crime, is further complicated in these countries because of the enar
mous task of rapid transition from closed societies with total state control over the 
economy to open political democracies and market economies. lnternationally, corrup
tion is used by cri minai groups to evade law enforcement and to influence policy-mak
ers, thus undermining reform efforts. 

Reducing corruption requires not only the relevant institution-building measures 
but also creating the social preconditions for establishing the rule of law. ln this context 
it is of decisive importance to foster a democratie political and economie culture based 
on trust and respect of government institutions, transparency and openness of the 
activities of the administration, and an orientation towards stability and predictability. 

The latter cou id be achieved only in a cooperation among the institutions of the 
state and civil society. ln Bulgaria, the experience of Coalition 2000 - an initiative of 
Bulgarian non-governmental organizations aimed at combating corruption through a 
process of cooperation among governmental institutions, NGOs and individuals- has 
proven that this kind of dialogue could provide a comprehensive framework for effec
tive strategies. 

Bilateral and multilateral donor agencies have supported the development of vari
ous anti-corruption programs in the CEE countries. The majority of these have been 
based on the previous experiences of the donor community in ether countries. For 
severa! years now, the programs have been implemented in the overall context of po
litical and economie reforms with the participation of bath public and private bodies. 

The impact of these efforts is now becoming crucial as the CEE countries are 
consolidating their reforms and speeding up their integration in Euro-Atlantic struc
tures. 
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INTRODUCTION: Coalition Building and Monitoring to Counter Coffuption: Strategies and Impact in Central and Eastern Europe 

The conference brings together non-governmental organizations, including busi
ness associations and ether interest groups, as weil as government officiais from Alba
nia, Bulgaria, the Czech Republic, Greece, Hungary, FYROM, Poland, Slovakia, 
Slovenia, Remania, Turkey, Ukraine and Yugoslavia as weil as representatives of bilat
eral aid agencies and international organizations - United States Agency for Interna
tional Development, Orgimization for Economie Cooperation and Development, the 
World Bank, the European Union, the Council of Europe and the l:Jnited Nations Devel
opment Program. 

The purpose of the conference is: 

• to review anti-corruption strategies in the transition countries of Central and East
ern Europe, with an emphasis on those involving cooperation between the public 
and the private sector, as weil as monitoring mechanisms; 

• to assess the results and impact of the implementation of these programs and 
summarize !essons learned, and make an inventory of best practices; 

• to encourage further cooperation among governmental and non-governmental 
organizations, especially in Southeastern Europe- within existing bilateral and 
multilateral instruments against corruption. 
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racy 

Plenary Session 1: Coalition Building and the Rote of Civil 
Society 

Public-private cooperation within the Coalition 2000 process 

Ekaterina Mihailova, MP, Deputy Chair of the Parliamentary 
Anti-Corruption Committee 

USAID's Global Approach in Assisting Anti-Corruption Efforts 
Nadereh Lee, Chief, Office of Democracy and Local Govern
ance, USAID/Bulgaria 

Partnerships in anti-corruption efforts in the countries of CEE 

Evgenii Dainov, Director, Centre for Social Practices 

Information for action: the An ti-Corruption Network for Transi
tion Economies 

Bryane Michael, Private Sector Development Unit, OECD 

Coffee break 

1 



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

Pro gram 

Para/le/ Workshop Sessions 

11:00 

11 . 
12:30 

13:00-
14:30;,,,, 

''"'-ct·.,.-

19:00 

Bertram Spector, 
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International 
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and Materials 
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Interventions: 
William Loris, Deputy Director, International Development Law 
lnstitute (IDLI), Rome 

Alexander Seger, Program Advisor, Octopus Il Program, Coun
cil of Europe 

Informai Reception 
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COOPERATION BETWEEN STATE INSTITUTIONS 
AND CIVIL SOCIETY IN COMBATTING 

CORRUPTION IN BULGARIA 

Ekaterina Mihailova 
Deputy Chair of the Parliamentary Committee to Counter Crime and Corruption 

National Assembly, Bulgaria 

Dear col/eagues, 

-
lt is a pleasure and honour for me to take part in another initiative organised by 

Coalition 2000 in cooperation with its foreign partners. 1 am glad that our conference. 
focusing on seme practical aspects of the anti-corruption activities, attracted so many 
outstanding experts. 1 believe it is particularly important that among the participants 
there are representatives of non-governmental organisations from Central and Eastern 
Europe. The discussion of problems th at are common to our societies and of concrete 
solutions and social techniques guarantees that by acting together we would go be
yond the academie stage of anti-corruption issues. 

As a member of the Steering Committee of Coalition 2000 1 can assure you th at 
the Bulgarian anti-corruption initiative is carried out as a social practice aimed simulta
neously at the necessary change in the public attitude to the issue, and at identifying 
the anti-corruption aspects of the reform that is underway in our country. 1 witnessed 
the first steps of the Coalition 2000 wh ile it established itself as an initiative of individu
ais and organisations who were not indifferent to this cause. 

An important stage in the Coalition's development was the Policy Forum that was 
held in Sofia last November. lt was preceded by consultations between Coalition 2000 
experts and the Parliamentary Committee to Counter Crime and Corruption on which 1 
have the honour to serve as a Deputy Chair. The Forum itself, which was attended by 
representatives of the founding NGOs, state institutions and public figures, adopted a 
very ambitious document: an Action Plan Against Corruption. Perhaps seme of its rec
ommendations may seem to you too ambitions and pointed at the distant future. We 
believe that a document of this ki nd which outlines the general guidel ines should be a 
reference source for the strategy and the practice of anti-corruption activities of beth 
state institutions and the civil society. This is why the document itself, as weil as the 
awareness campaign were entitled "Ciear Future". lt is our belief that the necessary 
steps for the restriction and marginalisation of corrupt practices must be made immedi
ately, so that the Bulgarian society- and, 1 should say, ether post~communist societies 
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COOPERATION BETWEEN STATE INSTITUTIONS AND CIVIL SOCIETY IN COMBATTING CORRUPTION IN BULGARIA 

as weil- may complete successfully their transition to democracy and market economy. 
However, this will be a relatively long process, and it will require the development of a 
new type of social culture, as weil as profound transformations in the values of Bulgar
ians. lndeed, it is a matter of the practical implementation of the civilizational choice 
th at moves us away from the communist past and closer to the successful models of 
democratie society and modern civil ethic. 

1 should point out here thal the idea of a public-private anti-corruption coalition 
came to fruition mostly owing to the fact thal both the civil society and the main govern
ment party are, soto say, on the same wavelength, they share the common values of 
market economy, democracy and the rule of law. Symbolically, the current government 
which is dedicated to European-oriented reforms is a coalition too: the United Demo
cratie Forces. This is a formula of openness to the ideas and initiatives of both our 
political partners and the public at a time when our country should make up for the 
wasted lime and take decisive steps towards its European future. At the same time, it 
carries a powerful integration potential based on shared priorities but respecting the 
autonomy and value of the different social sectors. 

1 must emphasize th at the present government is far from the etatist models of the 
past where the citizens were subjects of an omnipotent state. As equality is character
istic of Coalition 2000, concrete initiatives are proposed by state-institutions, NGOs, 
and independent experts alike. 

Sin ce the launch of the Coalition 2000 initiative last year, the government majority 
did much to overcome the legal and institutional chaos that it inherited in 1997. A com
prehensive reform is being implemented in the judiciary th at was finally cleared of cor
rupt magistrales and became more able to meet the high public expectations. The 
implementation of the administrative reform, based on the princip les of transparency 
and responsibility, also has an important role to play for the reduction of the "grey 
zones" of irresponsibility and bureaucracy. lt is a necessary albeit painful process with 
acute social consequences. lt is ti me th at public institutions and public officiais start to 
act in the interest of the citizens of this country. Th us, things will gradually normal ize 
and taxpayers will be certain that anonymous functionaries would not get rich on their 
mo ney. 

A major achievement of the executiy_e was the breakthrough in organized crime 
control. By adopting new regulations for the activities until recently monopolised by 
shadow business - insurance, security services, etc., - the government succeeded in 
pushing the so ca lied "power structures" out of these businesses, or at least made 
them give up their illegal practices and compromised employees. This process evoked 
a markedly positive public response as it delivered a heavy blow on the mass-scale 
racketeering and the related corruption and favoritism in the administration. People 
realised that they could rely on public institutions and th at racketeers' impunity was a 
thing of the past. 

Of course, 1 am far from the thought thal the problems of corruption and organ
ised crime have been solved. The incomplete privatisation, the lack of established busi
ness rules, the early stage of development and establishment of professional codes of 
conduct are among the factors th at make corruption one of the most pressing problems 
of Bulgarian society. ln Coalition 2000 it is our objective to promote those policies and 

2 



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

COOPERATION BETWEEN STATE INSTITUTIONS AND CIVIL SOCIETY IN COMBATTING CORRUPTION IN BULGARIA 

solutions that we believe will produce the greatest effect in combatting corrupt prac
tices. lndeed, in this respect 1 welcome the NGOs' constructive proposais- they are not 
only partners but also a corrective to the government. 

1 believe that it is in the field of concretization of the cooperation between NGOs 
and state institutions that we are yet to achieve even better results. ln 1998, Coalition 
2000 was at a stage of formation and laying the foundations of its activities. Since the 
launch of the awareness campaign this spring, new potential spheres of cooperation 
between civil society and state institutions have been outlined. Local government is 
one of these fields. 1 have been following with great interest the Coalition's initiative of 
working with local partner organizations aimed at more transparency in local adminis
tration. The development of concrete civil control criteria and the clear definition of 
public officiais authority would contribute to the fight against corruption at the municipal 
level. Essentially, the successful implementation of this initiative would also result in an 
improvement in the functioning of public institutions which is a high political priority. 
Thus, we can optimistically expect a further integration of the efforts of the various 
social sectors to that effect. lndeed, local level cooperation may become a successful 
model of harmonization of civil society criteria with those of state and municipal institu
tions, and of the implementation of con crete measures for the achievement of the "Ciear 
Future". 

At the next Policy Forum, which is scheduled to take place this autumn, we will 
have an opportunity to discuss the first results of the activities of Coalition 2000 in the 
implementation of the Action Plan Against Corruption. Y our opinions and suggestions 
in the discussion of beth the Bulgarian experience in anti-corruption strategy and poli
des and the experience of ether countries facing similar problems will be extremely 
helpful. Here 1 should point out the methodological significance of the cooperation of 
Coalition 2000 with leading experts from organizations such as the World Bank, the 
Council of Europe, the European Union, the US Agency for International Development, 
the United Nations Development Program and the International Development Law ln
stitute, Rome. We are particularly grateful for the support provided by USAI O. 

ln conclusion, 1 wou Id like to say that we are no dreamers; we are realists. We do 
not seek to achieve the impossible: to put an end to corruption and to create some 
unprecedented public order where there will be neither hu man greed nor crime. How
ever, we- both Coalition·2000 and the government political coalition- are reformers. 
This means that we believe in the values that give meaning and perspective to our 
actions. ln this, we feel we are part of a larger community, the community of modern 
civilized societies and their civil institutions united by the anti-corruption cause. Global 
challenges, just like the challenge that we cali corruption, require coordinated global 
efforts. lt is my hope that the present conference will be an important contribution to 
their success. 
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Clean Future: Anti-Corruption Awareness 
Campaign for Bulgaria 

Emil Tsenkov, Coordinator, Coalition 2000 

1. Background 

The C/ean Future public awareness campaign was conceived and organized as a 
typical social marketing initiative. lt should be noted that such campaigns are novel to 
Bulgarian society. The reasons for that are severa!. On the one hand, the state
burdened by economie difficulties and efforts to adapt its political system to the chang
ing environment-was incapable of generating the resources necessary to finance public 
campaigns. On the other hand, neither local business-still in a nascent stage-nor 
Bulgarian non-profit organizations have the ability to organize and finance such activi
ties. 

ln the last few years, the Bulgarian public has witnessed-mainly through the 
National Television-orphans charity campaigns and blood donation campaigns. Both 
cases, however, represent charity campaigns, which must be differentiated from the 
social marketing approach to anti-corruption initiatives. The only campaign launched 
to change the public attitudes toward undesirable social phenomena called 'Say No to 
Fear' (1995-97), was launched by pop singer Doni. The campaign was targeted at 
society's tolerance of organized crime and racketeering and, to a large extent, evolved 
as a good-will initiative, which could not receive substantial support neither from politi
cal parties and organizations, nor from big donors. This fact combined with a feeling of 
apathy among the population during th at particular ti me period did not allow the cam
paign to achieve any significant result, other than the establishment of a problem in the 
public domain. 

2. The corruption level in Bulgaria. 

Specifie conditions that appeared in the early to mid-1990s created a favorable 
environment for the proliferation of corrupt practices in Bulgarian society. A combina
tien of factors-reform slowdown, political instability, financial and economie chaos, 
etc.-led to an erosion of legality and encouraged corrupt administrators and private 
busirnessmen. The proliferation of such practices as racketeering, 'mob rule' and 
clientilism associated mainly with the privatization of the economy created a feeling in 
Bulgarian society that privatization and theft were practically synonymous. Through 
the mass media the public received information about the extent of corruption in the 
country. The obvious convergence of the 'underground' economy with state and politi
cal party structures reinforced the sense of resignation and cynicism among a large 
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Clean Future: Anti-Corruption Awareness Campaign 

number of Bulgarian citizens. lt was only at the end of 1996 thal, with the erosion of the 
neo-communist approach to political power, preconditions for attitude change were 
created. 

The main conclusion of the monitoring exercises conducted by Coalition 2000 in 
Bulgaria have shown thal, as result of such negative social developments, Bulgarian 
citizens have developed an ambivalent attitude toward corrupt practices. On the one 
hand, the great majority considers corruption to be a social evil but, on the ether hand, 
the practical circumstances of every-day life transform this general intolerance in such 
a way thal corruption is conceived as a 'necessary evil.' The majority of Bulgarians 
believe thal: 

• Corruption is widely spread among public servants 

• lt is beneficiai to both the active and passive side to corruption deals 

• lt is practically unpunishable. 

lt follows quite clearly from this overview that an effective counteraction against 
corruption requires a combination of efforts to change the corruption environment in ali 
social sectors. This has been reflected in the An ti-corruption Action Plan for Bulgaria 
(http://www.online.bg/coalition2000/) developed by Coalition 2000. 

3. Positioning 

The success of any social marketing campaign depends, to a large extent, upon 
the authority and image of those who promote it. This holds particularly true in respect 
to anti-corruption campaigns. Since corruption is manifested primarily in the public 
domain, an effective initiative presupposes three basic conditions: 

a. international cooperation and foreign support for the initiative 

b. a strong NGO sector responsible for the campaign organization and promotion 

c. co-opting of representatives of the state institutions and political parties. 

Since the Coalition 2000 process was launched a year ago, some important steps 
have been made for its successful positioning in the public domain. The effective 
cooperation among the non-governmental organizations participating in Coalition 2000 
anc!Jheir international partners and sponsors has guaranteed the continuity of the proc
ess. ln addition, the yearlong coordinated efforts for the establishment of the Coalition 
and its anti-corruption activity have facilitated the creation of an effective mechanism 
for interaction among the founding members of Coalition 2000, and their relations with 
a large network of experts and policy-makers. The successful cooperation between 
Coalition 2000 and state institutions has been manifested in the involvement of senior 
public officiais in the Steering Committee of the Coalition and their participation in the 
first Policy Forum, which took place in November 1998. The Forum, which involved 
leading state and non-governmental organizations and prominent public figures, en
dorsed the Anti-Corruption Action Plan for Bulgaria and th us granted public legitimacy 
and transparency to the process. 
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Clean Future: Anti-Co!Tuption Awareness Campaign 

4. Campaign Strategy 

ln close cooperation with its international partners, primarily the International De
velopment Law lnstitute (IDLI) in Rome, Coalition 2000 developed a comprehensive 
awareness campaign strategy. This strategy reflects the need for prioritizing the cam
paign goals and cou Id be represented in the following way: 

Stages ofTttkùrg and Muintaiuing Action Communicatiom.· Ohjectb•es 
Awareness 
Knowledge, evaluation 
Action 
Maintenance 

Create awareness and interest; change values 
Persuade, motivate 
Create action 
Maintain the rocess of chan e 

The campaign actions could be divided in two major categories: 

• Actions aimed at changing societal attitudes toward corruption. Their goal is to act 
upon the collective conscience in order to create a sense of intolerance toward 
corruption. 

• Practical pilot actions to act as a 'test-bed' for the effective ness of civil action and 
administrative measures for the creation of a climate of transparency and account
ability of the public administration. 

Sometimes these two components are present in the same pilot initiative, and in 
this case the distinction between the two is contingent. 

5. Target Groups 

The C/ean Future public awareness campaign is targeted at the following major 
groups: (i) the general public in Bulgaria, (ii) the political and business elite (iii) the 
international community. 

i. The general public in Bulgaria 

The support of the general public is essential for the success of any anti-corrup
tion initiative. A change in popular attitudesJowards corruption is crucial if systemic 
change is to occur. This most representative societal category includes both the par
ticipants in corrupt deals and the law-abiding citizens who are not susceptible to the 
temptations or racketeering of those in power. lt should also be noted that different 
factors motivate the participants in corrupt deals, who thus bear a different responsibil
ity for these unlawful deals. On the one hand, the agents of political and bureaucratie 
corruption could be an active or a passive party in the corrupt transaction. Corruption in 
this case is manifested in the unlawful re.allocation of resources for persona! benefit. ln 
other words, this is an act of privatization of public power and state/municipal resources. 
On the other hand, the participants in corrupt transactions are the clients of potentially, 
or manifestly corrupt bureaucrats and politicians. lt is common for this group th at wh ile 
most of them condemn corruption as a social evil, they rely on it as an instrument for 
resolving persona! problems and realizing persona! priority objectives, and therefore 
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Clean Future: Anti·Corruption Awareness Campaign 

regard corruption rather as a 'necessary evil.' This category a Iso includes a group 
representing 15% of Bulgarian citizens who do not condemn corruption and, conse

. quently, conceive it as a normal market economy transaction. 

After analyzing the dynamics of public opinion towards corruption in Bulgaria, the 
expert group working on the design of the public awareness campaign decided thal 
special attention should be dedicated to a specifie subgroup in the first category con
sisting of young people in the 18-30 age group. According to social marketing special-

' ists, people belonging to this age group are engaged to a lesser degree in corrupt 
practices, which would make it psychologically easier for them to differentiate from the 
participants in such transactions. The emphasis on efforts targeted at young people is 
also determined by the fact that this generation typically rejects the totalitarian legacy, 
including the tradition of clientelism and corruption. 

ii. Political and business elite 

Public administration is the 'domain' where corruption most often occurs. If the 
political elite and senior civil ·servants are wldely believed to be corrupt, the public Will 
see little reason why they, too, should not misbehave. A firmly established feeling 
among Bulgarian citizens is the lack of trust in civil servants and the state itself. Cer
tainly, such an attitude is historically predetermined and there are rational expia nations 
behind it. The process of de-communization and the transition to democracy and mar
ket economy have substantially transformed, bit not eradicated such negativistic atti
tudes. The public consciousness is presently dominated by two co-existing tendencies. 
Existential egotism and total mistrust for the state, its institutions and its elite (this ten
dency is a Iso manifested in a slightly different opposition between capital city and coun
tryside, between center and periphery) combines with an emerging sense of social 
responsibility for the fate of the community. 

The political and business elites could also be divided in two categories: repre
sentatives of the older type of nomenclature burea~cracy who are used to privatizing 
public functions and resources, on the one ha nd, and representatives of a new class of 
politicians and technocrats who show no fear of publicity, do not erect barriers between 
themselves and the public and therefore comply with the requirements for transpar
ency and accountability, on the other. 

Hence, the emphasis on political and business elites. This 'upper level' targeting 
will, however, be achieved through different instruments than those currently used in 
the general public awareness campaign. Examples of such tailored awareness tools 
include insight and analysis articles in specialized journals and magazines, survey re
search papers, best practices documentation, anti-corruption readers, a Coalition 2000 
monograph, a Coalition 2000 Newsletter, the Public Information Desk, electronic mail
ing lists and online discussion fora, among others. A public service training program will 
be developed and implemented with the assistance of IDLI. Round table discussions 
will also be targeting local community elites. 

iii. International organizations and community 

The Coalition 2000 project is a local effort, which cannat be credible without the 
support of the concerned Bulgarian public and private institutions. At the same time, 
the international dimension of the project is of key significance for the achievement of 
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Clean Future_· Anti-Corruption Awareness Campaign 

its main objectives. Corruption is an international phenomenon, which is being tackled 
by various international initiatives. International cooperation in this area is even niore 
crucial for Bulgaria in view of its Euro-Atlantic integration efforts. 

The international cooperation interface of Coalition 2000 is envisaged to develop 
in four complementary directions: 

• International promotion of the project objectives and results. By disseminating 
information about its activities and achieved results to the international community, 
Coalition 2000 will contribute to an improved international·knowledge and appre
ciation of Bulgaria's anti-corruption efforts. Bulgaria's image abroad has improved 
significantly over the past two years as a result of the strong reform commitment 
shawn by the UDF government. This action is therefore considered an important 
contribution to enhancing the international credibility of Bulgarian market-oriented 
reforms. 

• Coordination and cooperation with international organizations implementing anti
corruption programs in Bulgaria. The objective he.re is to allow the project to ben
efit from the expertise and experience of international organizations and multilat
eral agencies. The Center for the Study of Democracy has already established 
contacts and carried out preliminary consultations with key international institu
tions. The participation of internationally-recognized experts in the work of the 
Policy Forum, as weil as in the awareness and monitoring components of the 
project will ensure th at the progress achieved in the country is being regularly 
reviewed and assessed in cooperation with the international community. 

• Enhancing the awareness of the Bulgarian public as to the significance of coopera
tion with international organizations in the field of anti-corruption. By inviting for
eign and international organizations to prov:de information about their anti-corrup
tion activities to be incorporated in the project awareness instruments, Coalition 
2000 is developing a oost-effective mechanism of promoting these efforts to the 
Bulgarian public. 

• Cooperation with ether anti-corruption initiatives and their core non-governmental 
organizations in Central and Eastern European. This action is also seen as quite 
natural given the similarities of the challenges facing societies in transition, the 
comparable level of civil society development and the newly-emerging patterns of 
public-private partnerships in the former socialist countries. 

6. Campaign Objectives 

The objectives of the general public awareness campaign can be defined as follows: 

• To raise the general public awareness of the causes, implications and costs of 
corruption as it occurs in Bulgaria, as weil as of the legislative, policy and adminis
trative reforms needed to deter corruption; 

• To generale a sense of ownership among the general public of anti-corruption 
efforts and initiatives; 

• To promote the values of transparency, acoountability and effective democratie 
government; 

• To encourage grassroots pressure for reform. 
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These objectives are in direct correspondence with the priority goals put forward 
in the Anti-Corruption Action Plan for Bulgaria: 'The main objective in this respect is to 
provide further impetus to the positive changes already in progress in public conscious
ness, moving from resignation to dissociation and resistance against the practices of 
organized crime and corruption in its diverse manifestations. Catalyzing broad public 
opposition against corruption implies awareness of the phenomenon, of its essence 
and workings, as weil as of its consequences for the individual and society as a whole. 
The formation of public intolerance against corruption should also;-.result in stronger 
public demands for institution al change guaranteeing transparency and accountability 
of the administration, as weil as for new moral standards in public life." (p.42) 

As regards the second target group comprising political and business elites, the 
campaign objectives are slightly different: (i) to mainstream a concern for corruption 
within the national institutions, (ii) to increase understanding of the causal factors and 
the variety of manifestations of corruption among the staff of national institutions, (iii) to 
influence behavior of corrupt, and potentially corrupt individuals by promoting new norms 
of acceptable behavior; and (iv) to create a receptive attitude to the many structural, 
procedural and administrative changes th at will have to take place throughout the pub
lic institutions. 

On the regional/locallevel the campaign is focused on promoting the objective of 
local government transparency, which should also mobilize the efforts of local NGOs 
and mass media. 

7. Promotional Cycles 

The C/ean Future public awareness campaign will continue throughout the entire 
du ration of the project (until end of 2001 ). Since it is neither possible nor desirable th at 
the campaign activities should be equally intensive at ali times, Coalition 2000 has 
chosen a cyc/ical mode/. The first cycle is being implemented at the moment (spring
summer 1999). The second promotional cycle will take place immediately after the end 
of local government elections in the fall (most probably November-December 1999). 
The timing of the following campaign cycles will be determined at the end of the year. 

During periods between promotional cycles Coalition 2000 will continue to em
ploy the various instruments and media channels in pursuit of the campaign objectives. 

8. Motto and Slogan of the Campaign 

The multiple dimensions of the campaign itself determine the content of the anti
corruption message. This is manifested in the follàwing way: 

i. Regarding the target groups 

As already mentioned, the scope of the objectives put forward by Coalition 2000 
as weil as the expansion of corrupt practices require that the campaign reach should be 
as broad as possible. At the same ti me, the social marketing logic- similarly to other 
advertising and marketing campaigns- demands a narrower definition of target groups. 
This specificity has lead to a campaign, which is channeled in several complementary 
dimensions. 

ii. Regarding the specifie nature of the phenomenon 
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Considering the nature of the "corruption" phenomenon, in which the actions of 
both passive and active agents are incriminated, the campaign message should by 
definition relate to these two types of criminal activity. 

The Bulgarian public opinion tends to condone the agent who offers a bribe, th us 
placing the biarne entirely on the one who receives it. (The judicial system itself penal
izes the recipient more harshly th an the person, who offers a bribe.) This attitude corre
sponds to a traditional apathy among Bulgarian citizens who, until recently, had re
garded themselves as passive object of pressure and victims of bureaucracy. ln this 
sense, public opinion tends to transfer the biarne for corruption activities entirely on the 
bureaucrat whose victims are ordinary citizens. 

iii. Regarding the geographical coverage 

The awareness campaign develops on two levels: national and regional/local. 
The parallel campaign model is typical for the first promotional cycle (May-June 1999). 
The second cycle (November to mid-December 1999) will also have a national and 
regional/local scope. 

The local campaign has its own characteristic features related to the corruption 
environ ment in the country. ln other words, the local campaign is not merely a replica 
of the nation-wide campaign on a local/regional level, but it has also additional ele
ments, which more precisely correspond to the priorities of the anti-corruption cam
paign in a given municipality. 

Considering this multi-dimensionality of the message, the phrase "Ciean Future" 
has been chosen as a campaign motto. 

Why "Ciean Future"? The expia nation is self-evident: the word "clean" is referred 
to as the archetype of ali anti-corruption campaigns (the ltalian mani pu/lite, i.e. "clean 
hands"). Why "future"? ln a country where public discussions are often centered around 
the issue of whether we )lave seen the worst of the crisis or that is yet to come, the 
future holds brighter exceptions. 

The Coalition's motto is expected to have a greater impact on the active part of 
the population - those who live with the hope for a better future. Such expectations 
provide a counterpoint to the totalitarian past, as weil as to the hardships and disap
pointments of the present. lt is no accident that the concept "future" is often used as a 
metaphor expressing the hopes of Bulgarian society. 

To a large extent, the Coalition's motto predetermines its positive nature - its 
founding members emphasize above ali the need to give a sense of perspective to 
people in the region, as President Petar Stoyanov put it. ln this sense, "Ciean Future" 
also corresponds to the key message associated with the transition process in Bul
garia, namely the idea of a 'civilization choice', Bulgaria's association with a Western 
model of democracy and its European integration. "Europe" is perceived as a model of 
a civil society and culture, which are opposed to corruption and backwardness. 

9. Media Channels 

Ali existing media channels are used to promote the anti-corruption messages 
throughout Bulgarian society. The selection is based on a good understanding of the 
media preferences of the population. According to CSD and BBSS Gallup Interna-
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tional media surveys conducted in 1997, the Bulgarian National Television and Bulgar
ian National Radio attract the largest audience and are perceived as a trustworthy 
source of information. Newspapers have smaller, more fragmented audiences. The 
press is perceived as less objective because it is believed that economie interests often 
determine the political orientation of certain newspapers. Radio - both state and 
private-owned -continues to attract a high degree of public trust. The most success
ful tool is expected to be Bulgarian National Television broadcasting, particularly during 
primetime. Private TV channels are also used, as weil as national and local cable 
television networks. 

Within the context of this project, radio is used widely as one of the key instru
ments for achieving the desired awareness impact. Severa! factors justify this choice. 
Radio is traditionally popular in Bulgaria but, especially in recent years, with the impov
erishment of the population, its popularity has grown even further. Because radio is 
free, it is generally preferred over newspapers. Equally important for the purposes of 
the project is the fact that production costs for a radio program are very low compared 
to TV. The project envisages involving networks of private radio stations (such as Vitosha
Atlantic, Darik, Express, FRANC, Canal Kom, and others) which will be invited to con
tribute public service time in kind. 

Print media is also used extensively. Articles in popular newspapers and special
ized magazines explain the causes of corruption, its specifie manifestations and eco
nomie costs to the public. The national news a geney, BTA, is used as a primary vehicle 
for communicating project-related information to local newspapers and television sta
tions. 

1 O. Promotional tools 

Specifie instruments of the public awareness campaign are being applied to the 
different target groups. 

i. Regarding the general public 

The promotion al tools to be used in the implementation of the general public aware
ness campaign are divided in two groups: direct (involving and/or addressing the public 
directly) and indirect (reaching the target audiences through a medium). A summary of 
the promotional mix is provided in the following table: 

Direct Indirect 
1. Information da ys 
2. Townhall meetings 
3. Anti-corruption events 
4. Logo, poster and cartoon competitions 

Popular newspaper articles 
lnsight and analysis articles 
in specialized newspapers 
and magazines 
Press conferences 
Educational radio programs 
Public service 
announcements and radio 
cli s 

Direct lnlnformation days and townhall meetings will be used to raise public awareness through direct 
involvement. Information days will assist the citizens and grassroots organizations across the country 
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in ma king an informed decision about their involvement in future anti-corruption efforts at local/eve/. 
Townhall meetings are intended to translate awareness into a sense of empowerment through 
participation in a public-private community dialogue, invo/ving local government, public authorities, 
private business, citizens and prominent local personalities. The purpose of such meetings is to 
encourage the general public to support and demand actions from local po/icy-makers. 

Stronger public involvement in the anti-corruption campaign will also be encour
aged through the organization of 'anti-corruption' events (such as 'anti-corruption' days 
or music festivals), national 'anti-corruption' logo, poster and cartoon competitions, among 
others. 

ii. Regarding the political and business elites 

A variety of information and training activities are designed to implement this project 
component. Anti-corruption issues will regularly be brought to the attention of elite 
representatives through such vehicles as: 

• insight and analysis articles in specialized journals and magazines 

• survey research papers 

• best practices documentation 

• anti-corruption readers 

• a Coalition 2000 anti-corruption monograph 

• a Coalition 2000 Newsletter 

• Public Information Desk 

• electronic mailing list 

• online discussions 

• a public service training program will be developed and implemented with the 
assistance of the International Development Law lnstitute (IDLI). lt envisages a 
series of training seminars for target groups such as senior public service officiais 
(incl. Customs officiais, traffic police officers, taxation authorities); public servants 
in the Judiciary; and National Audit Office representatives. 

• round table discussions (about 30) will be organized at local community level for an 
audience including mayors of municipalities, local government officiais, key opin
ion leaders, business representatives, local NGOs, intellectuals, academicians, 
and journalists. 

• ln arder to reinforce the impact of its public awareness activities, the project a Iso 
envisaged intensive targeted work with opinion leaders (e.g. 100 leading Bulgarian 
journalists). 

11. Local anti-corruption initiatives 

These initiatives represent the next step in the development of the anti-corruption 
campaign. They are implemented within the framework of small grants awarded by 
Coalition 2000. The most successful initiatives to date have included: 

• Establishment of anti-corruption municipal centers/councils (involving the effort of 
non-governmental organizations, local government, mass media and independent 
experts)· 
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• Establishment of anti-corruption hot li nes 

• Establishment of 'mediation groups', which operate as permanent units assisting 
the citizens in relation with the local and state authorities 

• Establishment of 'corruption-free' zones 

These initiatives are currently at a stage of implementation. ln the future they 
could evolve on a nation-wide initiatives. This could lead to the next stage of the cam
paign- creation of a national anti-corruption network involving local coalitions and watch
dog agencies. 

12. Measuring the impact of the awareness campaign 

Conditions for the implementation of the campaign have been rather unfavorable 
till now, due primarily to the warin former Yugoslavia, which displaced the public atten
tion toward foreign policy issues. Nevertheless, the campaign will fulfil ils purpose in 
the long run. 

The campaign's impact will be measured on the basis of the following objective 
criteria: 

• The major instrument for measuring the impact of the awareness campaign is the 
Corruption Indexes prepared in three-month cycles by Vitosha Research. 

• Another instrument is the telephone polis, which will be carried out wh ile the Coali
tion 2000 anti-corruption vide is being broadcast on National Television, and im
mediately after the end of these broadcasts in July this year. 

• The media monitoring of regional and local press will make it possible to evaluate 
the social response to the campaign throughout the country and in particular mu
nicipalities. 
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An Anti-Corruption Action Plan or the Bulgarian 
Experience in Developing an Anti-Corruption 

Strategy 

Coalition 2000, Bulgaria 

A. Conceptualization of strategy 

Background 

The task to develop an original "public agenda" in the struggle against corruption 
is unprecedented in the post-communist his1ory of Bulgarian civil society. lts solution 
presupposed the creation at expert level of Coalition 2000, formed as an association of 
NGOs and individuals. The actual selection of the expert group required the scope of 
such a plan to be defined in advance. ln this respect, the initial commitment of Coalition 
2000 did not provide any pre-defined framework within which the country's anti-corrup
tion strategy could be developed. We are aware of the tact th at in sorne countries this 
kind of campaign was defined within a narrower framework- for example, in the sphere 
of business relations. A more comprehensive approach was chosen elsewhere. 

ln the preliminary discussions, the Coalition 2000 experts stressed that the differ
ent spheres of anti-corruption activity are interlinked. The actual initiative against cor
ruption is essentially a citizens initiative, the coalition principle being its characteristic 
feature. ln the concrete case this means that Coalition 2000 is not only an association of 
NGOs and independent experts but that it a.tso throws a bridge between civil society 
and state institutions. ln this sense, a national strategy for the struggle against this 
social phenomenon could not but involve bath nongovernmental and state structures. 
Moreover, it was clear that it would be impossible to score success in the struggle to 
restrict and control corruption practices without creating the necessary legal institutional 
environment. And, as we ali know, the latter is a prerogative of the power institutions 
and of Parliament, above ali. These considerations tipped the balance in favor of defin
ing as broadly as possible the perimeter of anti-corruption efforts in the context of the 
Bulgarian strategy for a "clean future". 

Reform of the legal institutional environment 

lt is no accident that this reform is planned as chapter one of the proposed Action 
Plan: in the process of reforming and self-reforming of the public sphere, the "rules of 
the game" are created in relations between civil servants and citizens/private sector. ln 
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addition, the wishes and ski ils of the authorities to make their departments more trans
parent and subject to citizens control, largely determine the attitudes and behavior of a 
society in which etatisme invalidated civil self-awareness and ethics until recently. 

The experts had to look for the point of intersection between civil interest and the 
reforming priorities of the ru ling majority of the United Democratie Forces (UtDF). The 
UtDF's declared intentions in "Program 2001" to conduct a bread reform program to 
bring the country closer to European standards in administration, the administration of 
justice and ether spheres of public life was a favorable condition for attaining agreement 
between the representatives of the third sector involved in the Coalition 2000 process 
and the representatives of state institutions. From the point of view of Coalition 2000, 
the efforts of the Ivan Kostov government to deal with organized crime, which became 
one of the cabinet's most important priorities du ring its first two years in office, are also 
encouraging. As a result of these efforts, 1998 marked the greatest decrease in the 
crime rate since 1990. 

The optimal result of combining government priorities and civil interests in this 
sphere wou Id be to formulate the ki nd of goals and tasks which, on the one ha nd, would 
rest on the administrative legal reform genuinely implemented by the ruling majority 
and, on the ether, provide prospects for future reforms oriented towards Europe. The 
document defi nes the aim of the reform in the sphere of public-cum-private relations as 
the "creation of a modern legal framework of administrative activity and the_ administra
tive servicing of the population". 

The request contained in the Action Plan for the creation of an ombudsman as a 
state-funded institution, called upon to monitor the management of public processes 
and the activity of public government bodies, is of a contributory nature. As pointed out 
in the document, it is necessary within the scope of discussions with the participation of 
experts and politicians to choose the optimal model for Bulgaria. But even just identify
ing such a task means progress has been made, considering that the state administra
tion still shows a negative attitude to the creation and functioning of such an institution. 
Besides the practical advantages from its establishment, the future Bulgarian ombuds
man wou Id bear witness to the evolution of power and the tendency of the authorities to 
guarantee legal monitoring and control on the actions of the administration which con
cern the interests of citizens. ln ether words, a successful ombudsman exists in those 

.. societies in which there is equality between state and civil society and where public 
administration satisfies the requirements oftransparency and accountability. 

From the point of view of Coalition 2000, a particularly important component of the 
legal institutional reform are the proposed reforms regarding political parties and the 
conditions of their activity. The document contains a number of activities for increasing 
the transparency and accountability of party and political activity. Specifically proposed 
are the introduction of a system of state funding of parties, a ban on donations in favor 
of political parties and related organization by juristic persans, as weil as by foreign 
juristic and natural persans, introduction of the practice of mandatory transparency of 
party funds and election campaigns, etc. ln addition, the Action Plan recommends a 
detailed regulation of relations between parties and the state through the clearer differ
entiation of the public-cum-state and private party sphere. 
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lt should be noted that the political parties in Bulgaria still fail to realize the impor
tance of a reform in this sphere. This also explains the complete lack of progress to
wards transparency and accountability of party funds, despite the upcoming local elec
tions this autumn. 

Reform of the judicial system 

ln contrast to the ltalian "Ciean Hands" campaign in which anti-corruption actions 
were initiated by independent magistrates who opposed the system of clientele rela
tions, the judiciary in Bulgaria is regarded by society as one of the most corrupt powers. 
Correspondingly, the reform of the judicial system was launched as an initiative of the 
political class to rid this system of corrupt magistrates and to create conditions for greater 
transparency. As announced, this initiative also corresponds to the interests of civil 
society. ln formulating national strategy in this sphere, Coalition 2000 ag ain based itself 
on the developments of experienced jurists such as Neli Koutskova, President of the 
Sofia District Court, Kapka Kostova, President of the Union of Judges, Rou men Georgiev 
-Vice Chairman of the Special Investigations Service, etc. 

The document contains proposais for changes in the sphere of cri minai law and 
action. A reform in the work organization of the judicial system is also planned, along 
with improved personnel selection and even measures to reveal corruption among em
ployees in the judicial system. 

lt should be noted that the practical steps taken beth last year and this year by 
legislators were largely in harmony with these proposais. Changes to the procedural 
laws entered into force already in April 1998, regulating the three-instance legal pro
ceedings, thereby at long last satisfying the requirements of the Bulgarian Constitution. 
Five appellate courts started functioning in the country - in Sofia, Plovdiv, Bourgas, 
Varna and Veliko Turnovo. The introduction of appeal enables the parties to present 
evidence to two instances, the second instance pronouncing itself by a panel of three 
judges. The Supreme Court of Cassation started administering justice as the last, cas
sation instance, which does not collect evidence, but judges how correctly the law has 
been applied by the lower instances. 

The Judiciary Act which is essential for the judicial system was also amended in 
late 1998. These changes are aimed at establishing the supremacy of the court in the 
trial and the creation of greater openness and transparency of the activity of the judici
ary bodies. 

A bill on amendments to the Code of Criminal Procedure was adopted at first 
reading in Parliament. lt envisages radical changes, aimed mainly at ridding the criminal 
action of unnecessary formalism and increasing the speed and efficiency of criminal 
justice under strict observance of the requirements of the respect of human rights and 
fundamental freedoms. 

Changes to the Code of Civil Procedure, aimed at establishing the competitive 
principle in civil actions, as weil as optimizing the work involved in civil suits are also in 
the process of being adopted. 

A Center for the Training of Magistrates was registered in April 1999. lt develops 
professional training programs for employes in the judicial system, including profes
sional morais and ethics. 
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Although indirectly, ali these changes are also aimed at limiting corruption in the 
judicial system. 

According to Coalition 2000, given clear and non-contradictory legal rules which 
create openness and transparency in the work of the judicial bodies, and provided 
conditions for the professional training of magistrates and normal conditions for their 
work are ensured, the prerequisites favoring corruption in the judicial system will inevi
tably be greatly reduced. Ali this also means to definitely disperse any doubts (and 
accusations by the opposition) that the judicial reform is used for yet another purge of 
magistrates inconvenient to the government. 

Limiting corruption in the economie sphere 

Given the absence of sufficiently clear and transparent rules and the lack of citi
zens control, the process of privatization has become a natural field for corruption prac
tices. ln this connection, the Action Plan provides for the discussion of ways to rational
ize the privatization mechanism, changes in the regulation of the methods and ways of 
privatization, stepped up privatization through the stock exchange which offers a trans
parent mechanism for the sale of securities, optimal use of auctions and tenders as a 
form of privatization, tightening control on the fulfiliment of privatization agreements, 
establishment of a legaliy regulated "embargo" regime for potential investors, proven to 
have failed to keep the undertaken commitments in privatization agreements, etc. 

The document a iso provides for effective monitoring of the post-privatization pro c
ess for transactions which do not require 100 percent payment at the ti me the privatiza
tion agreement is concluded. 

Another component of anti-corruption measures in the sphere of business is the 
liberalization of conditions for the development of priva te business through the elimina
tion of bureaucratie mechanisms and forms of state regulation. 

On the ether hand, the Action Plan also provides for restricting corruption within 
the private sector itself and in financial and economie relations, above ail. Here the 
document refers to the factthat preeisely this sector produced the type of corrupt indi
vidual most characteristic for Bulgaria -the so-calied "credit miliionaires" who, together 
with the pyramidal structures, created a negative image of the entire banking and fi-
nance system. -

The Action Plan a iso recommends a review of the eurre nt Public Procurement Act 
(in force since 1997) which contains a number of flaws. The need to bring legislation 
and practice in this sphere in conformity with European standards is stressed. 

Civil society as a subject in anti-corruption 

Already at the stage of designing the Action Plan against Corruption, we were 
aware of the tact that as long as the changes in the legal institutional environment, the 
judicial system and business are largely the prerogative of public power, the task to 
increase citizens control on administrative services and ether social spheres subject to 
corruption, is in the hands of the third sector. Admittedly, despite the progress made in 
the establishment of NGOs- associations and foundations- during the last ten years of 
the post-communist transition, the Bulgarian third sector is stili not an equal partner to 
government. The successive parliaments failed to adopt a special law on 

4 



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

An AntiMCorruption Action Plan or the Bulgarian Expen'ence in Oeveloping an Anti-Corruption Strategy 

nongovernmental organizations which continue to work in an amorphous legal environ
ment. This state of affairs is often used by politicians for pressure and suggestions 
through which they try to create and maintain their clientele network among NGOs. 

The Action Plan recommends the institutionalization of citizens control on corrup
tion in the state administration, political organizations and the judicial system. The es
tablishment of an institute of citizens representation in the state institutions would be an 
important part of this control. What we have in mind is the optional and free access of 
NGO representatives to the meetings and documents of state institutions. 

ln this respect there is still insufficient initiative and systematicness in the efforts of 
NGOs both in the capital and the country as a whole. Civil institutions continue their 
inertia with regard to discussing and taking decisions on a number of questions con
cerning citizens. ln this way sorne of the rules of transparency within the framework of 
municipal services, in particular, remain merely on paper, without any benefit to civil 
society. A similar shortcoming also exists at national leve! where the interaction be
tween public institutions and NGOs and their experts often remains formai and ineffec
tive. 

Within the framework of the third sector itself, the chaotic formation processes, 
especially during the first years of the transition, failed to establish fruitful cooperation 
between NGOs and work out common positions in defining and protecting civil inter
ests. 

Due to ali this, the establishment of working interaction been NGOs in the Coali
tion 2000 process requires concrete cooperation and a "division of la bor" between the 
variously specialized organizations. 

ln addition, the Action Plan a iso envisages the task of restoring traditional profes
sional ethics in different spheres of life as a counterpoint to corruption practices. Here 
the document focuses on the importance of restoring class and branch organizations on 
the basis of the ethic codes of the different professions. Such a task comprises part of 
the formation of civil society in which the standards of behavior are dictated by a newly 
realized sense of honour, dignity and public awareness. 

The success of any public campaign would be unthinkable without the necessary 
interaction and cooperation with the mass media. On the ether ha nd, the media environ
ment itself is not·only a means offorming·public opinion, but a iso the grou nd and abject 
of corruption pressure. Corrupt journalism is a serious threat to democracy and in re
cent years such phenomena have become widespread both within the national and 
local/regional media. This is why the Action Plan provides for a number of initiatives in 
this sphere: working out basic anti-corruption rules of the journalistic profession, insti
tuting a prize for journalists with a major contribution to the struggle against corruption, 
organizing courses for young journalists on the problems of corruption and counteract
ing its manifestations, etc. 

Clean Future public awareness campaign 

lt comprises the Plan's fifth direction of action. The aim of the campaign is to 
change public ideas of corruption: from tolerance and resignation to opposing and coun
teracting this phenomenon. 
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ln discussing this part of the document, the experts stressed that its importance is 
determined by the fact that the success of the other components of the Action Plan 
depend largely on the professional realization of the public awareness campaign. On 
the other hand, a characteristic feature of this component is th at, in this case, the third 
sector is itself defining the tasks it has to accomplish in the course of such a campaign. 

A characteristic feature of the campaign is th at it is of the "social marketing" type, 
using both traditional promotional tools, as weil as the specifie methods for popularizing 
socially important causes. 

International cooperation 

With the globalization oftrade and of economie cycles and with the deepening of 
the integration process, in particular in Europe, anti-corruption has become a key topic 
on the agenda of most international organizations and multilateral agencies. A consid
erable body of knowledge and experience has been accumulated internationally and a 
number of efforts are underway to make these available to countries with acute corrup
tion problems. 

The Action Plan addresses Bulgaria's cooperation with the major international or
ganizations working in this area- the Cou neil of Europe, the OECD, the World Bank, the 
European Union, the United Nations- as weil as with a variety of regional initiatives. 

Since the adoption of the Action Plan, Bulgaria has been among the first member 
states to sign the Cri minai Law Convention of the Council of Europe and among the first 
non-member states of OECD to sign and ratify the Convention against Bribery in Inter
national Business Transactions. The entry into force of these documents entails a number 
of implications for the domestic legislation which by and large coincide with the recom
mendations made in the respective section of the Action Plan. 

Especially notable is Bulgaria's cooperation within the Council of Europe. ln order 
to monitor the observance of the leading principles and application of international in
struments, adopted in fulfillment of the Council's action program of 1996, the creation of 
a "Group of States against Corruption - GRECO" was approved on 5 May 1998 in the 
form of a partial and widened agreement of the Council of Europe. lt will enter into force 
once 14 countries declare their intention to participate in it. The Re public of Bulgaria is 
the tenth- country which has agreed to take part in GRECO (26 Jimuary 1999). 

Bulgaria is also actively participating in the second phase of the Octopus Project 
which is implemented jointly by the Cou neil of Europe and the European Commission. 
The main goals of the second phase of the Octopus Project which will end at the end of 
the year 2000 are: assistance in preparing legislative and institutional reforms, educa
tion and practical training for increasing the capacity of the member states in counter
acting corruption and organized crime, and improving international cooperation in this 
sphere. ""'· 

As regards the European Union, cooperation in this a rea is an important exercise 
for accession preparations in the area of the so-called "third pillar". lt should be noted 
that the so-called "acquis communautaire" in the sphere of justice and internai affairs 
include not only anti-corruption instruments, adopted by the EU, but also the interna
tional instruments of the Council of Europe and OECD in this sphere. Th us, Bulgaria's 
participation in the conventions of the Council of Europe and the OECD which are open 
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to us, and the approximation of domestic legislation and practice with their standards, 
as weil as with the standards and instruments of the EU, becomes a condition for future 
full membership in the Union. 

B. Public approbation of the Action Plan 

As a basic document of Coalition 2000, the Action Plan against Corruption in
volves mainly those NGOs and individual members of the formation which share its 
anti-corruption priorities. At the same time, it is an open document which appeals to the 
whole of society and to the state institutions, in particular. ln this sense the Action Plan 
against Corruption is an attempt to formulate the agenda of Bulgarian society in coun
teracting this social phenomenon. ln other words, the fate of the Action Plan - its imple
mentation or non-implementation - is only partly in the hands of the third sector, repre
sented by the founding organizations of the Coalition 2000 initiative. 

Precisely the maintenance of the necessary coordination between the reforming 
efforts of the authorities, on the one hand, and the anti-corruption activity of Coalition 
2000 on the other, forms the basic content of Component 1 of the initiative. The second 
socio-political forum will be held this autumn as part of this component. lt will be pre
ceded by a working seminar which will discuss the forum's agenda, as weil as the docu-
ments which Coalition 20RO_Vd) pr~sent toit for discussion. ../ 

On the other hand, l!Uction Plan agaiRst Corrr 1~on has become the methodo
logical basis of the Clean Future public awareness campaign. The inclusion in the cam
paign of 14 NGOs which are developing short-term anti-corruption projects at municipal 
leve!, has turned this important document into a ma nuai for action for the third sector in 
the provinces. At the sa me ti me, the Action Plan was presented to the public in a large 
number of towns and cities: Vratsa, Pleven, Lukatnik, Shoumen, Razgrad, Bourgas, 
Smolyan, Plovdiv, etc. 

The media, both at national and locallregionallevel, are an indispensable means 
for showing the basics of the anti-corruption strategy. At the same time, successful 
interaction with them requires the development of concrete initiatives, proposais and 
ideas, conducive to circulation and satisfying the criteria of news items. As regards the 
local media, a widespread response can only be guaranteed if the media events based 
on the Action Plan focus on concrete problems and offer solutions on wh.ich people's 
daily life depends. 

xxx 
ln conclusion, it may be sa id that the Action Plan against Corruption has largely 

fulfilled its original purpose- to channel the efforts for the conceptualization of the anti
corruption strategy and to offer both political elites and the broad public a long-term 
strategy and concrete initiatives for limiting corruption in the country. The future activity 
of politicians, civil society and the media will show whether it will remain merely "on 
paper'' or wh ether it will become a social reality, either in part or in full. 
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Plan for an Anti-Corruption Awareness Campaign 
at Local Level 

Kristina Georgieva 

ln today's dynamic, rapidly changing world, communications between different 
regions, states, political and economie communities, unions and formations are start
ing to play a major role. New communication technologies are modifying not only our 
way ofthinking, but our attitude to the solution of problems as weil. Public relations as 
a social technology integrate ali channels of interaction between different teams in 
order to eliminate emerging negative attitudes and problems in young democratie soci
eties. The adoption of new ideas is often defined as a diffuse process of five main 
stages. During the first stage (awareness) individuals learn of the existing idea, prob
lem or practice. At the second stage (interest) individuals show increased attention to 
the idea and seek more information about it. They consider its merits and shortcom
ings. At the third stage (assessment) specifie cognitive processes take place in the 
mind of the audience. The audience receives more information about the idea and 
decides how to use it. At the fourth stage (test) individuals apply the idea in practice 
and report its effect. They asses its time and state. At the fifth stage (adoption) mem
bers of the audience adopt the idea and continue to use it for satisfying their needs. 
From stage one to four people are collecting information. ft is therefore called "informa
tion stage". The fifth stage is called "stage of interests". The audience's interests must 
not only be taken into account, they must also be completely satisfied. Public relations 
focus precisely on this. The logical impact is not aimed merely at gaining recognition. ft 
should prompt the wish to suppress contrary attitudes. Logical and psychological rea
sons cannat be. separated from each other. The logical considerations are often sup
ported by practices with an immediate impact on the wishes and feelings of the audi
ence. The main thing in persuading people is to create a favorable attitude to the voiced 
proposai. Or, conversely, to cali forth a clearly negative attitude to the antithesis. 

Public relations as a social practice is extensively concerned with the nature of 
communications. ft focuses on techniques and approaches which lead to greater aware
ness. Communications, and communication techniques in particular, occupy a central 
place in public relations. They are manifested in the form of diverse initiatives and events. 
The me,ssages must be correctly interpreted by the recipient in order to crea te a feeling 
of mutual comfort and respect between public and institution. The aim of ali communica
tion tools is to promote a genuine dialogue with the audience. The information interac
tion must be uninterrupted and stable in order to achieve specifie effects among target 
groups. Attention needs to be paid to persuading the public, changing its attitude to 
specifie problems and drawing attention to the resolution of a given situation. 
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One of the main and pressing problems of modern Bulgarian society is the pres
ence of corruption at different levels of the political, economie and public sector, as weil 
as the passive attitude of society toit. By definition, corruption is a peculiar "crisis" in the 
values of public awareness, as weil as a result of the practice of silent resignation in 
Bulgaria's not toc distant past. One of the main conclusions is that most present-day 
crises do not emerge either suddenly or accidentally. On the contrary, the problems 
have existed for a long time and have even been known to the authorities which, how
ever, have denied their existence. Most importantly, the wish, inclination and will to 
resolve conflicting problems in ti me arè lacking here. A large part of present-day crises 
are a result of negligence by the authorities, ineffective legislation and criminal acts. An 
adequate attitude and proper knowledge of crises management is required in this re
spect. The creation of a specifie culture, suitable communication field and attitude of the 
authorities to crises mobilizes people's intellectual and mental potential in counteracting 
crises situations. The initiative undertaken by Coalition 2000with the Clean Future anti
corruption public awareness campaign which ai ms to make public the mechanisms of 
counteracting corruption is addressed to this. The underlying thesis here is that one can 
only successfully fight something one is familiar with. 

The PR information campaign program conforms to the need of raising the level of 
knowledge and commitment to the existing problem. The" use of different communica
tion methods helps to attain greater understanding between the organization and the 
targeted audience. The policy, goals, concrete actions and interaction between the in
stitutions committed to the struggle against corruption are a guarantee for the correct 
design and accomplishment of the program, as weil as for achieving the expected re
sults. This will help to successfully formulate the correct strategy, aimed at creating a 
definitive public image of Coalition 2000, increasing the level of confidence, awareness 
and commitment of the bread public, as weil as popularizing the ideas and initiatives 
embedded in the Clean Future anti-corruption campaign. 

The solution of such a serious social phenomenon as the existence of corruption, 
as weil as the change in public attitudes to this problem require an information program 
which will achieve cooperation and a communication balance on the part of society. 

We propose a Public Relations plan, containing the following components: 

• ln-depth analysis of the external environment: the existing need in society to raise 
the level of knowledge about the nature of the problem and the need to institution
alize the problem. 

• Global goals: cooperation between NGOs within the framework of Coalition 2000 
and its foreign partners, creating a working mechanism for interaction between 
Coalition 2000 and state institutions, and increasing anti-corruption activity among 
the bread public. Promoting collective awareness for counteracting corruption 
practices. 

• 
• PR goals: creating widespread socio-politicallegitimacy and visibility of anti-corrup-

tion processes: 

- garnering maximum support by more people in society; 

- heightening favorable attitude to the activity of Coalition 2000 and encouraging 
society to actively counteract corruption; 

- managing the two-way information flow; 
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- creating a favorable communication erivironment. 

The effective launching of the Public Relations plan requires the necessary funds 
to be set aside, in accordance with the exactly defined campaign budget. 

PR INFORMATION CAMPAIGN PLAN: 

1. Defining the origin of the problem 

• Analysis of the environment: the transitional character of the Bulgarian state sys
tem favars the existence -of bureaucracy in al most ali spheres of public fife which is 
a prerequisite for a functioning corruption mechanism and the passive tolerance of 
society to it. The gaps in current legislation prevent it from enjoying the necessary 
confidence in sanctions imposed on corruption and favars its emergence and 
unpunished spread. lt is a widespread public opinion that the judicial system is one 
of the systems most affected by corruption. The present chaos especially in the 
economie sphere, as weil as the lack of clear, transparent and detailed ru les and 
the absence of citizens control enables many civil servants to derive benefits at the 
expense of public interest. As a result of the negative processes, widespread 
phenomena such as racket, bribes and mob law are a commonly known and toler
ated tact. The inept social changes have served to cultivate a double standard to 
corruption practices among the population. On the one ha-nd, a large majority 
considers that corruption is one of the most serious crimes against society and the 
state; on the other, corruption is perceived as a successful means of resolving 
persona! problems, a practice that is difficult to prove and left al most unpunished. 

• Situational analysis (description of the challenges and present state of the organi
zation). The creation of Coalition 2000 marked the beginning of the positioning of 
the anti-corruption process in public space. The forum is a basic instrument for 
establishing an economie and political culture of confidence and respect for state 
and government institutions. lt ai ms for openness and transparency in public ad
ministration and for correctness in private business - a guarantee for Bulgaria's 
establishment as a democratie European state. 

On a regional leve!, the challenges facing Coalition 2000, and the Clean Future 
public awareness campaign in particular, are grouped in severa! main groups: 

• poorly informed small town populations regarding the ways and mechanisms of 
counteracting corruption practices (insufficient knoiNiedge of civil rights and their 
protection); 

• existing distrust in the judicial system at locallevel and fear of negative conse
quences when seeking legal sanctions for concrete civil rights violations (in small 
settlements the population is very compact and closely interlinked, creating a 
prerequisite for taking the law into one's own hands); 

• the public in the provinces is skeptical of initiatives coming from the capital, as weil 
as of the chance of curbing corruption worldwide; 

• the concept of corruption differs widely in the different towns and municipalities, 
requiring different communication approaches for the different regions, depending 
on the specifie situation. 
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At first glanee, the subject of the campaign seems boring and unattractive. To 
successfully stir the awareness of the Bulgarian, the campaign's initiatives have to be 
conducted in a suitable, intriguing and interesting form in order to spark public attention. 
The campaign should not be identified with narrow party tasks to prevent the politicization 
of the idea. Any possible negative reactions by circles affected by the anti-corruption 
campaign should be anticipated and curbed or be neutralized in time. 

Maintaining and improving the effectiveness of the campaign in the changing and 
nonstandard conditions of the situation in the different regions requires the organiza
tion's central management structure to constantly provide information and methodologi
cal assistance to regional partners, as weil as to the team responsible for developing 
and implementing the Public Relations plan at locallevel in the course of the program's 
accomplishment. 

2. ldentifying the goals 

A) Changing public ideas of the nature of corruption and the consequences for the 
individual and society as a result of passivity and tolerance to it. 

B) 1 ncreasing society's awareness of the activities of Coalition 2000 as part of the 
Clean Future campaign and, respectively, heightening the activity of concrete 
target groups by focussing on the persona! commitment of every single individual. 

C) Encouraging the active opposition of the broad public to the different manifesta-
tions of organized crime and corruption. 

0) Heightening people's knowledge and awareness of the organization's character 
and mission. 

3. ldentifying the audience 

Every group or audience has its own specifie features and characteristics which 
any communication program must take into account. 

• General external audience: the aim is to garner the possibly largest support by 
more members of the public. 

A characteristic feature of this audience is that it includes both participants in 
corruption, as weil as law-abiding citizens. An analysis of the state of corruption in the 
country also revealed the existence of a subgroup of young people aged between 18 
and 30, engaged to a lesser extend in corruption practices and more easily differenti
ated from them. This group is reached in various ways, including through radio, televi
sion, papers and magazines. 

• External target audience: the professional political elite. Characterized, on the one 
hand, by representati"'e.s of the old type of bureaucrats known to privatize public 
functions and resources and, on the other, by representatives of modernly thinking 
politicians and technocrats who do not fear publicity and do not erect a wall be
tween themselves and citizens, th us satisfying the criteria of transparency and 
accountability. 

• Internai audience: employees and members of the organization and different ex
perts. 
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Plan for an Anti-Corruption Awareness Campaign at Local Levet 

• Additional supporting audience: national and regional media (media support is 
necessary since the media is the basic instrument for influencing public opinion, 
whilst also being the audience most difficult to work with). 

4. Planning how to reach the audience 

Various me ans and methods are chosen for translating announcements and mes
sages to the audience, in accordance with its specifie characteristics. Different print, 
verbal and visual methods are used: 

• choosing research methods to define specifie groups as part of manageable 
groups; 

• composing key announcements (selected specifie appeals and messages, answer
ing the following questions: What do we want to tell our audience? What do we 
want them to feel about us? What do we want them to do?. ln the concrete case 
the general message "The Future Rejects Corruption" does not correspond to the 
needs of small town audiences). 

The following methods are used: 

Print methods for the dissemination of information: news items, fact lists, reports, 
books, newspaper and magazines articles, newsletters and organizational advertise
ment, pamphlets, manuals, electronic media bulletins and facsimiles. 

Verbal methods: speeches, news conferences, meetings with the public, gather
ings, interviews, different parties, face-to-face discussions. 

Visual methods: TV broadcasts, video casettes, photos, si ides, films, streamers, 
posters, etc. 

Media channels need to be carefully and accurately selected to effectively and 
successfully reach a given audience, especially in the work of local centers. 

5. Preparing a strategy development program 

Ali the organization's actions must correspond to the sent messages and conform 
to the set goals. The strategy describes how the intended goals will be achieved. lt is a 
plan for action, supplying the organizatiorl's efforts with the necessary instructions and 
themes. One or several strategies are developed for each audience. Depending on the 
goals and tasks, strategies may be extensive or limited. Such strategies can include: 

• organizing and establishing long-term relations with national and local massmedia; 

• mapping out a set of communication methods and techniques to support the main 
efforts in public relations. 

Combinations of different tactical methods are used for each strategy. The corn- '"· 
munications methods will be detailed once the guidel ines of the PR plan are adopted. 

6. ldentifying the tactics: the main part of the plan which describes in 
succession the specifie activities proposed for achieving each goal. 

• Selecting communication tools. 
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Plan for an Anti-Corruption Awareness Campaign at Local Leve/ 

• Choosing media in conformity with the characteristics of the audience and provid
ing it with suitable information (media folders on coming events, intended for 
interested organizations, newsreels of important events, analysis of materials in 
the mass media and assessment of their coverage of the organization, interviews, 
news items, special events). 

• Media coverage should provide a satisfactory picture of the problem. One of the 
main requirements is that the supplied information corresponds to the facts, that it 
has been verified, that it is clear and accurate. Reports should be written in a 
readable and easy language, the use of positive terms being recommended. 

• Formation of media strategies: deciding which media to use, when and how. The 
aim is to fully cooperate with the mass media in order to supply the audience with 
information as soon as necessary. Situational factors determine beth the nature of 
the communication, as weil as the choice of channel. People select messages and 
ideas in communication depending on the social situation. They tu rn to channels 
which facilitate communication. A perceptive choice of media is necessary, espe
cially in regional campaigns. The context in which an announcement is published 
also plays a role. The effect of a message differs in different contexts. 

7. Working out a calendar: an accurate time schedule in graphie form is 
needed to show the start and implementation of the project. The regional 
campaigns will comprise three stages: 

1. First stage: end of September until early November. The necessary information 
level for launching the second stage must be attained during that period. 

2. Second stage: end of November until early February 2000. lncreasing the level of 
confidence in Coalition 2000 and promoting a sense of persona! commitment 
among audiences in the struggle against corruption. 

3. Third stage: end of February until early May 2000 (active stage). Conducting activ
ity that is clearly distinguished by society. 

A set of communication methods and techniques are mapped out for every stage, 
special events and a suitable PR instrumentarium are planned for every region in ac
cord ance with its specifie features. Close cooperation with local media is a basic re
quirement (they, too, should be viewed as a specifie target group). 

8. Establishment of the budget 

Consistent calculation of exact expenses for ali activities ( 1 0% should be set aside 
for contingencies). 

9. Defining assessment procedures 

• testing relations in the audience 

• conducting quantity analyses, accompanying the events 

• conducting content analyses of success in the media 

• conducting analyses of the monitoring and reports of the team of experts 
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Plan for an Anti-Corruption Awareness Campaign at Local Leve/ 

• review of letters containing comments addressed to the organization's manage
ment 

• using feedback from other means and channels 

• the study techniques in information campaigns should show how the information is 
used for successful communication with the audience. 

10. Feedback and adaptation of the program 

Feedback is of exceptional importance since it improves communication quality 
and eliminates communication barriers. Encouraging feedback heightens the confidence 
of participants in the communication process and creates conditions of comfort and 
cooperation. The information is used to plan future actions. Essentially, it is a retrospec
tion of announcements and attained effects. Feedback enables a constant flow of infor
mation on the progress of the campaign, its direct assessment by communication recipi
ents enables the timely neutralization of certain problems that could appear and, re
spectively, enables the organization to react adequately and in ti me. 
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Coalition 2000 Process: 
Media and Civil Society 

Ivan Vlahov, Communications Officer, Coalition 2000 

Among the most important factors for the success of the Coalition 2000 process 
has been the favorable attitude of the public towards its ideas and objectives. lt cou Id 
be considered that such an attitude is the result of specifie and weil directed public 
relations efforts. 

Two principal communications lines- an external and an internai one- have been 
established si nee the very outset of the Coalition 2000 project. 

The external communications line has targeted several groups of publics: 

the media and through them the whole of society; 

the political and social elite; 

the foreign community. 

The enormous part of the public relations efforts of Coalition 2000 has been spent 
on building stable and trustworthy relations with the media. Bulgaria boasts sorne 10 
national daily newspapers and 4 major weeklies dedicated ta social, political and eco
nomie issues. Leaders among electronic media are the state-owned Bulgarian National 
Television (at prime ti me the program of the BNT's Channel One is watched by 55% of 
the population of the country} and the Bulgarian National Radio (its early morning show 
is listened ta by 16% of Bulgarians}. Of special importance among privately owned 
media are Nova Television, covering ali major cities in the country (at prime time its 
program is watched by 5% of the population of the country and its viewership is very 
strong in Sofia where at prime time more th an 15% of viewers switch to Nova Televi
sion}, and Darik Radio, a radio station dedicated ta news and public affairs (its morning 
show is listened ta by 3% of Bulgarians but its audience is very strong in Sofia where 
every morning 6% of radio listeners switch ta Darik}. Several ether radio stations, known 
for their highly educated although small audience, such as Radio Free Europe, Radio 
Deutsche Welle and the Bulgarian Section of the BBC, have played a significant raie in 
getting across the anti-corruption messages of Coalition 2000. 

As a whole, for the period of its implementation so far the Coalition 2000 project 
has generated 119 articles in national newspapers and 15 articles in the regional and 
local press.' 25 TV segments about the Coalition activities have been aired and 61 

1 The figure for the Coalition 2000 generated stories in local and regional newspapers is based on/y on 
the publications that have been received by the Coalition secretariat. The actuel number of local stories 
inspired by Coalition 2000 activities is significantly higher. 
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Coalition 2000 Process: Media and Civil Society 

radio reports have been broadcast. There have been 9 news agency reports about 
Coalition 2000, including one by REUTERS, and 2 publications in foreign media, in
cluding a story in the Financial Times of March 8, 1999. 

Media Coverage of the Coalition 2000 Activities 
(July 1, 1998- May 31, 1999) 

Publications in national newspapers 

Publications in regional newspapers 

Publications in international media 

TV coverage (number of segments ai red) 

Radio coverage (number of reports ai red) 

Information agency reports 

119 

21 

2 

25 

61 

9 

The beginning of the Coalition 2000 media exposure was a press conference held 
at the Center for the Study of Democracy on July 1, 1998 - a week before the draft 
version of the anti-corruption action plan of the Coalition made its premiere before the 
public. The objective at that point was to announce the existence of the anti-corruption 
initiative and to position Coalition 2000 among other civil society initiatives in Bulgaria. 

The main thrust of these initial efforts was directed at national daily newspapers, 
especially at the two market leaders, Trud daily with a circulation of approximately 340,000 
copies, and 24 Chassa daily with a circulation of 230,000 copies, as weil as at the BNT 
and the BNR. An exclusive interview with the Director of the International Develop
ment Law lnstitute, Mr. Michael Hager, provided Coalition 2000 with an entrance to 
Trud daily. The first breakthrough of the Coalition in the BNT was achieved thanks to 
the Deputy Chair of the Parliamentary Committee to Counter Crime and Corruption, 
Ms. Ekaterina Michailova, who attended the Policy Workshop of Coalition 2000 held on 
July 8, 1999. 

lt should be noted, however, that receiving initial exposure in the media market 
leaders would have been much more difficult for Coalition 2000 to achieve without the 
support of prominent journalists. Due to the social significance of the fight against cor
ruption, many of th ose journalists have agreed to work free of charge as media consult
ants for the Coalition. 

Meanwhile, the appearance of the Coalition 2000 name in several of the quality 
- national media provoked the interest of the rest of the media community, whose repre

sentatives began calling the coalition's office with requests for more information. This 
led the public relations efforts of Coalition 2000 to a new stage where the initial objec
tive to make the initiative known to the public was replaced by the objective to start a 
public debate on the messages contained in the Anti-corruption Action Plan the Coali
tion. This meant generating publications in weekly newspapers known for their in-depth -"'
coverage of social and political affairs as weil as participation of Coalition 2000 experts 
in radio talk shows. Of special importance was to receive favorable coverage by the 
business weekly Kapital (circulation 40,000), known for its significant influence over 
Bulgaria's economie and political elite. This goal was achieved foilowing persona! talks 
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Coalition 2000 Process: Media and Civil Society 

with Kapital editors at which they were briefed about the scope and the significance of 
the Coalition 2000 process. ln the meantime, representatives of Coalition 2000 were 
invited to the Sunday discussion show ("Nedelya 150") of the Bulgarian National Radio. 

However, the Coalition 2000 brand na me was not really established until the first 
Policy Forum of the Coalition was held at Boyana residence near Sofia on November 
11, 1998. The forum, which was attended by more than 150 high-rank government 
officiais, representatives of non-governmental organizations, members of Parliament, 
media editors and representatives of foreign missions and organizations actively in
volved in the international fight against corruption, was the event that sky-rocketed the 
media image of Coalition 2000 bringing it exposure at the 8 o'clock news of the Bulgar
ian National Television and the evening news of Nova Television. 

This led the Coalition 2000 public relations efforts to their third stage- reinforcing 
the Coalition 2000 brand name in the conscience of the public. Extremely helpful in this 
respect has been the publication, on a quarterly basis, of the Corruption Indexes of the 
Coalition. The media have liked this system of indicators about the public's attitudes 
and perceptions of corruption due to its very specifie and topical approach and have 
given it large coverage, hammering down the name of Coalition 2000 together with the 
values of its corruption indexes. 

Sorne problems, which the public relations activities of Coalition 2000 faced in the 
initial stages of the coalition development, had stemmed from the fact that ali of the 
Coalition 2000 founders came from the capital Sofia. ln the first place, this made con
tacts with local and regional media more difficult. Secondly, the very distance between 
the province and the capital presupposed that the anti-corruption messages of Coali
tion 2000 would most probably be distorted. And finally, observations supported the 
assumption that people believed their local media much more than the national press. 

The barrier of distance and mistrust had been overcome only after Coalition 2000 
established partnership with local non-governmental organizations and began spon
soring local anti-corruption efforts and initiatives. This allowed local media to fi nd indig
enous cases to illustrate the anti-corruption messages and calls for reforms contained 
in the Anti-corruption Action Plan of Coalition 2000. 

The second public at which Coalition 2000 has directed its public relations efforts 
has been the Bulgarian political and social elite. The attitude of this elite towards the 
Coalition 2000 process and its objectives has been of crucial importance for the suc
cess or failure of the project. Furthermore, many of the components of the Coalition 
2000 Anti-corruption Action Plan would have been impossible to implement without the 
active support of the political elite. 

The first principle, which Coalition 2000 has applied in its relations with the politi
cal and social elite, has been to keep it informed about its activities. Leaders, and 
especially politicians, dislike being asked questions for which they are unprepared. For 
this reason Coalition 2000 has created something like an advance notification system 
to provide the political elite with information about its intended activities. The system 
has included regular talks and meetings with a selected group of MPs and key mem
bers of the current administration as weil as notes sent via e-mail. 
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Coalition 2000 Process: Media and Civil Society 

Coalition 2000 has a Iso developed its own web-page, available in bath Bulgarian 
and English, where information about the Coalition activities is normally posted in ad
vance to its release in print. Taking into account that according to official data only 2% 
of Bulgarians have Internet access, it can be considered that the Coalition 2000 web
page is read primarily by the political and social elite, which is among the main users of 
Internet communication in the country. To cater for the interests of this special public 
Coalition 2000 has also created a monthly electronic newsletter, accessible from its 
web-page. 

The second principle in the Coalition interaction with the political and social elite 
has been to involve its members in the Coalition 2000 process. Extensive efforts have 
been made to incorporate the knowledge and experience of prominent state officiais 
and intellectuals in the implementation of the Coalition 2000 initiative by including them 
in expert groups designed to provide independent evaluations of various components 
of the Coalition 2000 project, such as the Corruption Monitoring System and the anti
corruption public awareness campaign of the Coalition. 

The third major public for the public relations efforts of Coalition 2000 has been 
the foreign community. This large public can, in turn, be divided into three specifie 
groups: representatives of foreign organizations in Bulgaria, representatives of foreign 
organizations abroad and foreign media. ln general, foreign organizations in Bulgaria, 
who consider corruption a major obstacle for their work in the country, have been very 
supportive of the Coalition 2000 initiative. What th ose organizations often lack, how
ever, is a proper understanding of political processes in Bulgaria and of the tact the 
Coalition 2000 is part of those processes. Therefore, the main public relations task of 
Coalition 2000 with respect to this specifie public has been to expia in to it the scopes 
and the limits of the Coalition 2000 influence on the workings of public administration. 
This has been achieved mainly through persona! contacts and meetings between rep
resentatives of Coalition 2000 and of foreign organizations and missions in Bulgaria. 
Coalition 2000 has also convened two special briefings for representatives of foreign 
community in Bulgaria to present the results of its work so far and to receive feedback 
on the international repercussions of its activities. 

Foreign organizations abroad as weil as foreign media have been contacted mainly 
through the media of Internet. Direct mailing techniques have also been used to gener
ale interest in the activities of Coalition 2000. Information packages have been sent to 
five leading western publications covering Bulgaria. The Coalition 2000 quarterly news
letter published in English under the title Clean Future has also played a role in liaising 
with foreign organizations and media. Nevertheless, it should be admitted that the task 
to promote the anti-corruption efforts of Coalition 2000 outside the country has been 
best performed through persona! contacts with foreign government officiais, representa
tives of non-governmental organizations, academies, and media editors. 

The internai line of communications has been instrumental in coordinating the 
activities of the non-governmental organizations being part of Coalition 2000. Internai 
communications have consisted of regular meetings of the Coalition 2000 Steering 
Committee (approximately once a month) and of updates on the Coalition 2000 activi
ties for which electronic mailing has been heavily used. The latter has bath accelerated 
the communications between the coalition partners and saved time and other resources. 
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Another important objective of the internai line of communications of Coalition 
2000 has been to smoothen the link to its donors. Updates on the Coalition 2000 activi
ties have been forwarded on an almost weekly basis to USAID/Bulgaria, the repre
sentative offices of the World Bank and the United Nations Development Program in 
Sofia, and to the International Development Law lnstitute based in Rome. Several do
nor meetings have been convened at the Center for the Study of Democracy, acting as 
a secretariat to Coalition 2000, to discuss the progress of the Coalition anti-corruption 
efforts and to find solutions to current problems. 

Looking back at the public relations activities of Coalition 2000 it can be con
cluded that they have achieved their major objectives: 

• to create awareness among the general public about the presence of Coalition 
2000; 

• to explain the principles and ideas Coalition 2000 stands for and to make it a brand 
name for the fight against corruption in Bulgaria; 

• to establish support among citizens for this brand name and for the values that it 
implies. 

A significant next step that should be done, however, is to spread the Coalition 
2000 brand awareness to the whole of the country and not only to bigger towns and 
cities. This will require establishing stable contacts with local partners from the non
governmental sector and building more intimate relations with local media. 

The larger the popular basis of Coalition 2000, the easier it will become for the 
coalition to put pressure on the political elite for changes in its perceptions and atti
tudes to corruption. Stronger citizen support for the coalition would also lead to its 
recognition by foreign institutions and media that so far have been indifferent to the 
maturing Bulgarian non-governmental community and its anti-corruption initiatives. 

5 



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

-=-((<if>)) 
COALITION 

2 0 0 0 

Corruption in the Transition Countries 
(a View from Macedonia) 

Mrs Ljubica Macevska Ruben 
Attorney at Law, MENS LEGIS Company, Skopje 

Who is responsible for the visible, and who- for the invisible corruption? "Brib
ery and corruption are an almost incurable disease, linked to the imperfection of 
human beings." lt is said that these diseases have always and will always exist as 
long as humans exist. This, however, must not create a sense of defeat or become the 
modus vivendi of everyday life because, as long as humans exist, there will persevere 
the desire for self-improvement and self-development, for the purpose of creating a 
better life. 

Since, in a country undergoing transition, the destructive effect of bribery and cor
ruption is felt in every area of life, 1 feel it is necessary to use a comparison with the 
models developed by other transitional and non-transitional countries that have dealt 
with the issue thoroughly and have found different solutions for its prevention. So, let us 
have a cl oser look at them and see wh at we can apply in our case. 

The course "Corporations and lnvestment," held at the International Development 
Law lnstitute in Rome from June 2 to July 6 1997, was attended by lawyers from ali over 
the world and, among other crucial issues, explored bribery and corruption. "The re
sponsibility for the visible existence of crime, the fortunes acquired through it, 
audaciously visible in our everyday fife, must lie with the government in power." 
The success of this international course is due to the rare opportunity for experts from 
. ali over the world to discuss the issue in vivo, which definitely helped them to form an 
idea of the extent of bribery and corruption in the world, its variation from country to 
country, the amount of damage caused, and, most importantly, locating those responsi
ble for this problem. 

The key point is to distinguish between the individual responsibility of people who 
participate in corrupt practices (those giving and receiving bribes in a corrupt deal) on 
the one hand, and those holding the legislative and executive power in a country, on the 
other hand. The criminallegislature in every country has marked bribery and corruption 
as acts punishable by law. 

To the offer and reception of bribes (i.e. "bribery" which is the term used in our 
criminal legislature), there are two basic solutions. Since most countries hold fiable 
bath the persans giving and the receiving the bribe, there are difficulties in determining 
the culprits of these crimes because, as people say "a raven doesn't peck another 
raven's eyes." 
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The second solution is present in countries undergoing transition, especially in 
places where the situation is out of control or where there is control over the protection 
of culprits. This is due to the functioning madel of the institutions that are authorized to 
prosecute and punish these cri minai acts, and to the existence of forces concentrated 
in the hands of officiais employed in the institutions of the system and enabling them to 
propose and enact regulations. The bribers are forced to give bribes because they 
depend on these officiais to keep or lese their legal rights, which they have difficulty 
exercising or which have been removed for no legal rea son, and the refere are forced to 
give a bribe in arder to get th at which is their right by law. This solution might be one 
which should be considered by our legislators, that is, by the creators of our cri minai 
legislature. So much for the liability of the individual perpetrator of the crimes under 
consideration. 

The responsibility, however, for the existence of such cri minai acts and the mate
rial fortunes achieved thereby, audaciously visible in environments like our own, must 
lie with those holding the executive power. Why ? Let us put aside, for a moment, the 
material damages to individual groups and the state as whole. Let us consider the 
negative atmosphere caused by bribery and corruption which in the long run threatens 
to destroy everything valuable, such as material goods, ideas, manufacturing systems, 
the nurturing and development of true professionalism, which should create a positive 
financial and human effect for ali of us, even for the short-sighted individuals in power, 
if they take a more long-term point of view. 

The coexistence of the legislative and the judicial system in a country, as weil as 
the chances of survival, development and investment, depend on a certain degree of 
visibility of bribery and corruption. The visibility of the existence of bribery and corrup
tion, evidenced by, on the one hand, the material goods possessed by seme officiais 
holding governmental offices, who through their legal wages would have never been 
able to obtain their wealth, and on the ether hand, by the material evidence presented 
by public media along with the lack of procedure and specified penalties for such crimes, 
create a sense of discontentment, apathy, and disloyalty among the citizens. This is 
the most dangerous plague that can infect and overtake a country - the disloyalty of 
the citizens towards their country is going to be the most destructive contagion in the 
future. 

The mere act of placing and accepting the responsibility for this will be small con
solation if we do not act in ti me. And 1 think it is of urgent priority that this problem is 
realized and curtailed. 
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THE INSTITUTION "PEOPLE'S DEFENDER" 
(OMBUDSMAN) 

Justification and a Proposai for a Draft Law 

Report of the Working Group at the Center for the Study of Democracy 

The democratie European countries pay increasing attention ta the out-of-court 
methods for protection of human rights which add ta or go along with the more expensive and 
cumbersome judicial, administrative and other forms of protection. Among them, with a longer 
or shorter tradition in the different countries, the institution of ombudsman stands out. 

The primary function and raie of the ombudsman and the other similar institutions is ta 
observe the function of administration in the country and ta prevent abuse of power, corrup
tion and arbitrary decisions which infringe on human rights, ta assist with the reinstatement of 
the individuals' rights abused by the state or by the state servants and ta contribute ta the 
creation of a dimate of respect for human rights and the autonomy of the society. ln many 
countries the ombudsman institution has developed as an element of the mechanism for 
guaranteeing the free exercise of human rights. 

The viewpoint in faveur of the introduction of the people's defender (ombudsman) 
institution in Bulgaria primarily takes into account the country's existing needs, the public 
attitudes and the current political and constitutional realities. Also, it is based on the compara
tive study and the comprehension of foreign experience. Although the best means of creating 
such an institution in Bulgaria would have been its explicit provision in the Constitution (which 
would have ensured the necessary prestige and efficiency), the prevailing opinion is that at 
this stage a procedure for amending the Constitution will involve unjustifiable time and effort 

_ta discuss an unknown and unpopular concept with no prior. tradition here. For this reason it is 
proposed ta have the institution based on a special statute. This viewpoint is supported by the 
following arguments: 

• the past experience has been that the ombudsman in the European states was estab
lished either on the basis of a special statute or a constitutional provision. lt is possible 
(as in the Polish case) that an institution can first be created by a special statute and 
then incorporated in the Constitution as weil; 

• according ta the proposed viewpoint, the ombudsman should not have any govemment 
powers and sa does not affect the principle of separation of powers; therefore, its incor
poration in the Constitution is not mandatory, according ta the constitutional general 
principles (Artide 1, para 2); 

• the general principles of a special statute for the introduction of the ombudsman will be 
supported by general constitutional principles and concepts such as the rights of the 
individual and the individual's dignity and security (proclaimed as a supreme con
stitutional principle in the Preamble); the principle of the rule-of-law state 
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governed by the Constitution and the laws of the country and obliged to protect the 
individual's life, dignity and rights and to create favourable conditions for the 
free development of the individual and the civil society (Article 4 ); the principle 
of the free market economy based on the requirements that law must secure and 
guarantee to ali physical and juridical persons equallegal conditions for con
structing business activities (Article 19, para 1 and 2). 

This approach, if adopted, will require detailed legislative regulation of the objec
tives, scope of activity, status, competence, functions, procedures and organization of 
the work of the institution. Special attention must be given to the relationship between 
the institution and the constitutional institutions exercising the powers of state. The 
future statute should be in conformity with the Constitution and the ether relevant legis
lation in order to provide for the broadest possible and most effective legitimate scope 
for the institution's activities. 

The present variant of the draft law proposes the inauguration of the institution 
"ombudsman" called "people's defender" with general responsibilities which will com
bine the characteristics of the classical Scandinavian ombudsman model with sorne of 
the new features of its modern versions existing in the European countries, and with 
sorne adjustments according to conditions in Bulgaria. the proposed concept has the 
following characteristics: 

BASIC FUNCTIONS, SUBJECT AND SCOPEOF ACTIVITIES 

The establishment of the ombudsman institution is aimed at creating a new type 
of guarantee for the basic rights and freedoms of individuals and their organizations. 
The institution would add to the traditional mechanisms for protection such as the clas
sical parliamentary mechanisms (primarily the parliamentary commissions), the consti
tutional justice, the judicial and administrative control, the media and non-governmental 
organizations. The formation of this new institution reveals the reasons which made it 
necessary in the first place, placing it among but distinguishing it from the existing mecha
nisms. 

ln the modern world the influence and range of activity of the administration at ali 
levels is increasing. More and more central or local governmental authorities with their 
actions, visible or invisible; affect the private persans- individuals-and legal entities
on a daily basis. The existing mechanisms are not always in a position to secure a 
quick, timely, efficient and easily accessible protection of the parties affected by the 

. actions of the administration. This creates the need for a new mechanism which will not 
duplicate the functions of the existing mechanisms but, rather, will operate parallel to 
them, add to their work, initiate directly or indirectly their interference, and under sorne 
circumstances, be their alternative. 

,, _ The most essential function of the people's defender.(ombudsman) institution will 
be to guarantee more efficiently the rights and freedoms of private persons. If the 
former are abused by the public authorities, the ombudsman shall be entitled to 
propose measures for terminating the acts of abuse, compensating the incurred 
damages and creating conditions for their smooth and efficient exercise in the 
future. The functions of the ombudsman will be carried out by observing the 
regulation of public processes and monitoring the work ofthe public authorities. 
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The basic functions of the institution predetermine the subject and the scope of its 
activities. ln general terms, the scope of its activities is concentrated in the point of 
intersection between the State and the civil society. Thus, the subject matter of its au
thority will caver ali cases in which the border between private and public, inherent to 
the rule-of-law-state, was breached, or in ether words, ali cases in which the public 
authorities, or private persans vested in public functions, abuse the private rights and 
freedoms proclaimed by national and international law or do not provide conditions for 
their free exercise. 

lts functions, therefore, are geared toward monitoring and specifie control within a 
comparatively bread scope which includes the regulation of society in general: 1) the 
operation of the executive power and the administration in its narrow meaning, 2) the 
organization and regulation of the judicial system's administration and 3) any ether ex
ercise of public activity. 

For self-explanatory reasons, the subject and scope of the activities of the peo
ple's defender (ombudsman) shall not include certain institutions and relationships be
tween the private and public sectors, as follows: 

• firstly, the supreme state bodies: the National Assembly, the President, the Consti
tutional Court and the judiciary. Sufficient grounds for excluding the first two institu
tions is the ir immediate democratie legitimacy. The Constitutional Court may be 
excluded by reason of its status as an inde pendent supreme constitutional body, 
functionally and organizationally separate from the ether branches of government. 
lt is designed to safeguard the constitutional consensus, protee! the Constitution, 
and balance the power of the public authorities "at the top" of the governmental 
pyramid. The constitutional principle of independence of the judicial system re-
qui res !hat its constituent bodies perform their constitutional functions separately. 

• secondly, the activities related to the exercising of judicial power by the courts, the 
prosecution office, the investigation office, orto national security and the country's 
foreign policy. 

STATUS 

The Persan of the Ombudsman 

Notwithstanding the name of the institution -ombudsman, parliamentary com
missioner, hu man rights commissioner, public advocate, interrilediary, etc. -the effec
tiveness of the institution will always depend on the persan of the Ombudsman. As 
foreign experience shows, the number of individuals who carry out this function may 
vary, and it may be possible to establish a division of labour among them based on 
various criteria, for example general and specifie authority, national or local scope of 
activity, etc. 

ln Bulgaria, during the initial stage of the establishment of the institution, it would 
be appropriate to have one. individual who meets certain requirements outlined by law: 
Bulgarian citizenship, political neutrality, high professional achievements, between a 
certain minimum and maximum age, knowledge in the areas of domestic, international 
and European law, holding a university degree, and not occupying any ether public 
position or function during the term of office. lt is desirable !hat the individual is sup-
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ported by broad social circles and has certain qualities which will ena ble him to gain and 
extend the public confidence, such as high civil ethics and commitment to the ideas of 
humanity, democracy and justice. 

The Parliamentary Ombudsman Institution 

The successful performance of the tasks vested in the institution and the prestige 
it obviously needs require that its powers follow directly from the supreme representa
tive body. This is the most common practice in those countries where the institution is 
already in place. lt is logical that in Bulgaria, a parliamentary republic, the appointment 
should be made directly by the parliament in accordance with its authority to elect the 
heads of the institutions created by statute (Article 84, para 8 of the Constitution of the 
Republic of Bulgaria). 

Because of its parliamentary origin, the people's defender will report to the Na
tional Assembly once a year which would secure a high level of publicity and transpar
ency for its activities and the results thereof. This effect will have a positive influence on 
those public institutions which do not fully respect the rights and freedoms of private 
persans. 

To ens ure that the selection of candidates is done in a responsible manner, and 
th at there is a sufficient pool of qualified candidates, it should be allowed for proposais 
for people's defender to be made by the President, the Supreme Judicial Council 
and the Chairperson of the Constitutional Court, as weil as by predetermined 
number of individuals. 

lt is suggested that the Council of Ministers (specifically, the prime minister) should 
not be included in the list of the constitutional bodies who are entitled to make a pro
posai for ombudsman because in the conditions of a parliamentary governance the 
Council of Ministers is anyway supported by the parliamentary majority which, on its 
part, will always have the decisive vote when the candidates are selected and the even
tuai choice is made. 

The suggested mechanism for proposing candidates for people's defender will 
soften the politicization of the parliamentary debate and the election process, and will 
prevent the transformation of the parliamentary ombudsman institution into a govern
mental one . At the same ti me, it aims at creating conditions for proposing competitive 
candidates, for selectivity and alternativity of the choice and for the recruitment of the 
best candidate. 

Appointment and Term of Office 

The people's defender must be elected directly by the National Assembly with a 
simple majority vote, as the present Constitution does not provide for any other alterna
tive. If the institution gains the public confidence and performs as hoped, amendments 
to the Constitution can be considered, including the introguction of a qualified majority 
for election and dismissal of the ombudsman. This would mean a larger consensus 
between the political forces represented in parliament, and therefore a larger guarantee 
for the independence of the ombudsman, for the confidence in it, and for the effective 
performance of its functions. 

The people's defender should be appointed for a specifie term which must not 
coïncide with the term of office of the body which elects hi m. The number of possible 
terms is limited to two. 

4 
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ln order to ensure the democratie character of the institution and to guarantee the 
diligent performance of the full scope of its dulies, the dismissal of the people's de
tender should be possible following the same procedure as for his election. 

The other grounds for termination of the authorities of the ombudsman, besides 
his dismissal, are to be similarto the ones applicable to the termination of an MP's term 
of office as listed in Article 72, para 1 of the Constitution- namely resignation, effective 
imprisonment sentence for a wilful crime of common character or any imprisonment 
sentence which has not been suspended, violation of any of the requirements for occu
pying the position, or death. 

lndependence and lmmunity 

Wh ile performing its main functions, the people's defender should adhere strictly 
to the Constitution and the laws, international contracts and agreements and should be 
guided by his own conscience and morality. For this reason it is necessary to legisla
tively guarantee his autonomy and full independence from any and ali bodies in the 
performance of his assigned functions. 

One of the conditions for securing the independence of the institution is to grant its 
representative immunity equal to the immunity of MP's. 

Budget and Organization of the Activity of the Administrative Office of the 
People's Defender 

The budget of the institution should be determined by the Nationai.Assembly in 
two ways - either as a part of the budget of the National Assembly itself, or as a 
separa te part of the state budget. ln ali cases the executive power bodies- the Cou neil 
of Ministers and the Ministry of Finance- shall not be entitled to lake part in the prepa
ration, execution or accounting of the ombudsman's budget. Il cou Id perhaps be similar 
to the independent budget of the judicial power (for more details please refer to Deci
sion No 18 of 16.12.1993 on the constitutional case No 19/93 of the Constitutional Court 
of Republic of Bulgaria, State Gazette 1/94). The solution should allow the ombudsman 
to perform his main functions without being "forced to his knees" or placed in the condi
tion of dependence from any other factors. Any apprehension concerning misuse of 
funds is irrelevant here, since the ombudsman's activity is public at any time and ils 
an nuai report to the Parliament will include a section on the expenses incurred. 

ln his activity, the people's defender will be supported by secreta ries and an ad
ministrative office. The people's defender will adopt internai rules for the functioning of 
his office, appoint and dismiss his employees and defi ne their dulies and remuneration. 
His remuneration could be equal to the remuneration of a Constitutional Court J.udge. 

POWER, BASIC PRINCIPLES AND PROCEDURES FOR CARRYING OUT THE 
ACTIVITY OF THE PEOPLE'S DEFENDER 

The people's defender should have certain authorities in order to perform suc
cessfully his main functions and the tasks th at were assigned to hi m. These authorities 
are to a great extent predetermined by the fact that the ombudsman will be placed 
outside the system of state bodies, by ils role of an intermediary between the state and 
society as a guardian and guarantor of private rights and freedoms. 

Types of Responsibilities and Authority 

ln general, the responsibilities and authority of the people's defender are: 

5 
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• to review petitions in any form from private persans - individuals and legal entities, 
whether local and/or foreign, as weil as from individuals with no citizenship; 

• to conduct investigations and examinations when a particular case has been re
ferred to him; 

• to make proposais and recommendations to ali observed institutions with public 
powers or functions regarding their respect for human rights and freedoms, and to 
recommend possible remedies for the infringement of certain rights and freedoms 
and the reasons for !hat infringement, notwithstanding whether the ombudsman 
acts at somebody's request or his own initiative; 

• to extend recommendations and give advice to petitioners; 

• to act as an intermediary between private persans and public entities in arder to 
overcome the existing infringements on private rights and freedoms; 

• to request and receive timely, complete and precise information from ali observed 
institutions; 

• to have direct access to the observed institutions, including their meetings, discus
sions and other forums; 

• to give and announce publicly his opinions on cases he has been approached with 
or on issues on which he makes summaries and conclusions at his own discretion; 

• to approach the prosecution bodies wh en, as a result of his observations and in
vestigations, the ombudsman has obtained information on a committed crime; 

• to prepare and present an annual report to the National Assembly; 

• to prepare special reports, if necessary and to inform the Parliament incidentally 
about particularly serious cases of disrespect and abuse of rights. 

lt is important to keep in mind th at the righi of the people's defender to receive 
information and have access to relevant documents and institutions is related to the 
check-ups it carries out, and naturally this righi corresponds to the observed institu
tions' obligation to provide the requested information and the required access. Nobody 
shall, und er the excuse of state, official or !rade secret, obstruct the work of the people's 
defender. At the same lime the latter shall keep confidential and shall not disclose any 
secret information which has become known to him in the course of, or in connection 
with, the exercise of his powers. 

ln connection with the outlined limitation of the scope of activity of the people's 
defender, it should once again be noted !hat the ombudsman is not entitled to make any 
proposais or give recommendations and opinions in substance related to the actions of 
the judicial power bodies, nor is it entitled to interfere in any way in their function to 
administer justice. The people's defender does not have a right to legislative initiative, 
nor to approach the Constitutional Court. 

Basic Principles in the Activity of the People's Defender 

ln his activity the people's defender shall be governed by principles predetermined 
by the perceived view of its legal status, ils place outside the system of the state bodies 
and the scope of their authority. When the principles are defined it should be explicitly 
emphasized !hat the people's defender is primarily a spokesman and defender of the 
attitudes and dispositions regarding. the exercise of public powers and func-
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tians. Therefore, the authorities of the people's defender do not compete with the au
thorities of the constitutional bodies. The people's defend er has none of the ir means for 
influence and enforcement. He does not grant legal protection, nor does he control the 
legality or discretionary powers of the administration. His mechanisms of influence are 
within the sphere of morality, prestige and publicity. The following basic principles of the 
functions of the people's defender are formulated: 

• judgement as to whether ali observed institutions carry out their activity in compli
ance with the requirements for fair and efficient government; 

• judgement as to what measures are to be taken, according to the requirements of 
the rule-of-law state and to his own conscience and understanding of justice; 

• political and institutional independence in the exercise of his authority. 

Petitions and Signais. Procedure 

The people's defender shall exercise his authority following extremely simplified 
and informai procedures. Therefore, no special forms with any obligatory requisites 
are envisaged for the petitions and signais given to the people's defender. The only 
requirement is that they include information on the petitioner, the offence and the of
tender. 

_ Along with the free-style written form of the petition or signal, verbal ones are also 
acceptable on the condition that they are fi led in a manner which unquestionably identi
fies the petitioner. This approach will make the institution of the people's defender easily 
accessible and open to anyone whose rights have been infringed, irrespective of any 
other procedures and means of protection which can be taken in parallel. This accessi
bility is further enhanced by the tact th at the fi ling of the petition or signal and the entire 
procedure for its review will be free of charge for the petitioner. 

ln order to prevent the overloading of the institution with petitions whose settle
ment is beyond his powers (which can be expected, considering the slow and expen
sive procedures for defence in the country, the presence of a considerable number of 
unresolved court disputes, the complicated legal cases, etc.), the law should explicitly 
state that the people's defender cannat initiale proceedings on behalf of the persans 
who have approached him, cannat represent them before the court or another institu
tion (i.e., does not represent them in the narrow legal meaning), cannat approach the 
Constitutional court (but can approach the organs which can approach the Constitu
tional court) and does not have legislative initiative. ln addition, the introduction of a 
"statute of limitations" should be considered; e.g., thé-people's defender shall engage 
only with such cases having occurred one or at most two years before the date of 
submitting the petition or signal, and, for the rest, the people's defender shall be entitled 
to decide whether to accept them. 

After a petition or a signal has been submitted following any of the above proce
dures, the people's defender shall res pond within a fixed term to the petitioner whether 
the petition or signal is accepted or not without having to give the reasons for his an
swer. lrrespective of its content and form, an answer should always be given! There is 
no restriction on a second orfurther approach if the petition has not been accepted. The 
people's defender shall be entitled to decide on the acceptability of the petition not only 
at the date of its submission but also at a larger stage, at any ti me in the course of the 
investigation. 
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When a petition or a signal has been accepted, the people's defender shall, within 
his powers, and with the help of his secretaries and administrative office, take the nec
essary actions for gathering information, including examination of documents, direct 
observation of the activity of the respective institutions, inquiries, etc. If he ascertains 
the presence of any action or inaction which has led to the infringement of the rights and 
freedoms of the petitioner orto the prevention of their exercise, he can re lay his recom
mendations and proposais to the relevant institutions. He may also follow this course if, 
instead of acting on a specifie petition, he has acted on his own initiative and come to a 
generalized conclusion concerning rights and freedoms. 

The institutions to which the recommendations and proposais are extended should 
be obliged to answer within a fixed term whether they accept them or not and to inform 
the ombudsman of the measures which they have taken or intend to take and their 
prospective timing. 

Report before the National Assembly 

The report is submitted to the Parliament until March 31 of the following year. lt 
should contain at least the following parts: 

• information about the solved cases; 

• information about the cases in which the ombudsman's intervention was unsuc
cessful and the reasons for that; 

• general information about the submitted petitions pending investigation; 

• information about extended proposais and recommendations which have or have 
not been taken into consideration; 

• expense report. 

A summary of the report should be published in the State Gazette and the full text 
should be available at the office of the people's defender to anyone interested. The 
report has an extremely important role for the publicity of the activity of the people's 
defend er. lt is equally important in exposing the activity of th ose institutions which do not 
respect, or infringe on incidentally or systematically, the rights of private persons, and 
whether or not they take into account the ombudsman's recommendations and inform 
him of the undertaken measures. The information about the successfully resolved cases 
6an serve also às a model for settlement of similar cases. · 

ltwould be useful for the office of the people's defenderto issue, within its author
ity and budget, a bulletin periodically announcing information about its activity as weil as 
about the activities of similar institutions in ether countries. 

*** *** *** 

ln conclusion, the present draft law developed by experts of the Center for the 
Study of Democracy is based on the expectation that the institution "people's defender" 
would not be limited to the settlement of individual cases. The successful development 
of this institution can make it an important factor in the evolution of general principles 
and rules governing the administration's functioning and state servants' attitudes. The 
efficient, high-quality work of the office of the people's defender would raise its reputa
tion, gaining the public trust and respect. 
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LAW ON THE PEOPLE'S DEFENDER. 

Chapter One 

General Provisions 

S. 1. This law shall govern the organisation, the powers and the activities of the 
People's Defender. 

S. 2. The People's Defend er shall guarantee respect for the rights and freedoms 
of citizens and legal persans by proposing measures to discontinue the interference 
with rights, to compensate for the damage suffered, and to create conditions for a 
unimpeded and effective exercising of the rights and freedoms. 

-

ChapterTwo 

Election, Qualifications and Term of Office 

S. 3. Shall be elected People's Defender a Bulgarian national who has reached 
the age of 40, but is not older than 70 years, possessing a university degree and knowl
edge in the field of national and international law and revealing high integrity and devo
tion to the ideas of humanism and democracy. 

S. 4. (1) The People's Defender shall be elected by the National Assembly for a 
term of five years. The People's Defender shall carry out his duties un til a newly-elected 
People's Defender takes office. 

(2) No one may be elected People's Defender more than twice. 

S. 5. (1) Du ring his term of office, the People's Defend er may not occupy a civil 
service, nor may he receive remuneration for work, except for teaching and for scien
tific publications, or fulfil any other public function. 

(2) The People's Defender may not be member of a political party or trade un-
ion. 

(3) After the expiration of his term of office the People's Defender shall have the 
right to resume his former work, unless legal obstacles exist to th at effect. 

· The lerm "People's Defender'' is a litera/ translation of the Bu/garian lerm which was delibera te/y 
chosen ta designa te the notion of "Ombudsman" in Bu/garia. 1 
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S. 6. (1) Proposais for the election of a People's Defend er may be made: the 
President of the Republic, the President of the Constitutional Court, the High Judicial 
Council, as weil as twenty thousand Bulgarian nationals who have come of age. 

(2) The proposai must be presented to the National Assembly at least six months 
before the expiry of the term of office of the active People's Defender. Where the term 
of office of the People's Defender ends earlier, the proposai must be presented to the 
National Assembly within six months after the term of office has ended. 

S. 7. The National Assembly shall elect the People's Defender by a simple major-
ity. 

(version: The National Assembly shall elect the People's Defender by a majority 
of two-thirds of the Members of Parliament present and voting). 

S. 8. The election shall take place three months before the expiry of the term of 
office of the active People's Defender at the latest, simultaneously for ali nominations 
and with a single secret voting. 

S. 9. (1) If none of the candidates proposed is elected, one month before the 
expiry of the term of office of the active People's Defender at the latest a second voting 
shall take place under the conditions set out in the foregoing section. 

(2) If none of the candidates receives the required majority, shall be deemed 
elected the candidate who has received the greatest number of votes at the second 
voting. -

S. 1 O. Upon ta king office the People's Defend er shall take the following oath: 
1 swear that 1 would abide by the Constitution, the laws, the international treaties and 
agreements to which the Republic of Bulgaria is a party, and 1 would serve the people 
by make every effort to contribute to the recognition of citizens' rights and freedoms. 

s. 11. The People's Defender shall be removed from office in case of: 

1. resignation; 

2. expiration of the term for which he was elected; 

3. death or loss of legal capacity; 

4. removal for failure to carry out his duties; 

5. sentencing -by virtue of an effective verdict for an intentional crime pros
ecuted on indictment. 

S. 12. (1) The People's Defender may be removed for failure to carry out 
his duties on a proposai from any of the bodies or persons entitled to propose a nomi
nee. 

(2) A decision on the removal shall be made by a simple majority, with a single 
secret voting, after the People's Defender has been heard. The time for hearing may 
not be limited. -

2 
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Chapter Three 

Fundamental Principles of the Activities of People's Defender. 
lndependence and lmmunity 

S. 13. ln the carrying out of his functions the People's Defender shall only 
obey the Constitution, the laws, the international treaties and agreements to which the 
Republic of Bulgaria is a party, and shall be governed by his own conscience and 
moral. 

S.14. 
principles: 

ln his activities the People's Defender shall be guided by the following 

1. assessment, on the basis of his inner conviction, as to whether the institu-
tions exercising public authority or functions work in compliance with the requirements 
for just and efficient governance; 

2. determination of the measures to be undertaken in accordance with the prin-
ciples of the rule of law and justice; 

3. independence of any political party, and institutional independence. 

s. 15. The People's Defend er shall enjoy the sa me immunity as a Member of 
Parliament. 

S. 16. The People's Defend er shall receive the remuneration of a Member of 
the Constitutional Court. 

Chapter Four 

Powers of People's Defender 

s. 17. The People's Defender shall: 

1. examine complaints and signais against institutions exercising public au-
thority or function which interfere with the rights and freedoms of individuals or which 
fail to create the necessary conditions for the respect for these rights and freedoms; 

2. make inquiries and checks in relation to corn plaints and signais received; 

3. make proposais and recommendations to institutions exercising public au
thority or function in view of respecting the rights and freedoms, overcoming the conse
quences of interference with certain rights and freedoms, as weil as eliminating the 
reasons therefor; 

4. make recommendations and give advice to the senders of complaints and 
signais; 

5. seize the authorities listed in s. 150, subs. 1 of the Constitution where he is 
of the opinion th at it is necessary to interpret the Constitution or to declare a law anti
constitutional; 

6. give opinions on cases pending before the Constitutional Court; 
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7. mediate between the institutions exercising public authority or function and 
the persans concerned in view of overcoming the violations committed, and reconcile 
their positions; 

8. have the right to request and receive timely, comprehensive and accurate 
information from the institutions exercising public authority or functions; 

9. have the right to access to the institutions exercising public authority or tune-
tiens, including presence to discussions and decision-making; 

1 O. have the right to publicly express opinions on the interference with rights 
and freedoms of individuals and the respect therefor; 

11. notify the public prosecution office of the results of his inquiries and checks 
where data exist that a crime has been committed; 

12. draft an annual report and present it to the National Assembly; 

13. inform the National Assembly of particularly grave cases of interference with 
and disrespect of rights and freedoms; 

14. publish a bulletin. 

S. 18. The People's Defender may act on his own initiative where he finds 
that the necessary conditions are not created to respect the rights and freedoms of 
citizens and legal persans. 

S. 19. (1) The powers of the People's Defender shall not extend to: 

1. the National Assembly, the President, the Constitutional Court and the High 
Judicial Council; 

2. the exercising of judicial power by the courts, the public prosecution offices 
and the investigation services; 

3. the relations pertaining to the field of national security and foreign po licy. 

(2) The People's Defender may not bring actions on behalf of the persans who 
have addressed him, nor may he represent these persans before a court or any ether 
institution exercising public authority or power. 

S. 20. The institutions exercising public authority or function may not refuse 
to provide information or deny access to the People's Defender on the ground that a 
State, official or commercial secret is affected. 

S. 21. The People's Defender must refrain from disclosing any circumstances 
constituting State, official or commercial secret, as weil as any persona! secrets of 
which he has become aware in relation to the exercising of his powers. 
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LAW ON THE PEOPLE'S DEFENDER 

Chapter Five 

Procedure and Organisation of People's Defender 

S. 22. The People's Defend er shalllay dawn the procedure and the organisa-
tion of his activities. 

S. 23. (1) ln the exercising of his powers the People's Defender shall be 
assisted by secretaries and by an administrative office. 

(2) The administrative office of the People's Defender shall be an independent 
legal persan funded through the budget and having its seat in Sofia. 

(3) The administrative office shall be managed by an administrative secretary. 

Chapter Six 

Lodging of Corn plaints and Signais 

S. 24. Ali Bulgarian and foreign nationals, and stateless persans, ali legal 
persans, irrespective of their nationality, as weil as non-formai orga11isations, may ad
dress the People's Defender by means of cam plaints and signais. 

S. 25. The cam plaint or the signal, accordingly, must contain parti cu lars about 
the sender, the way in which a contact could be established with him, the violation and 
the offender. 

s. 26. 

s. 27. 
secret. 

For complaints made orally a protocol shall be drawn up. 

The identity of the sender, at the request of the latter, shall be kept in 

S. 28. No fees shall be charged for complaints and signais lodged with the 
People's Defender. 

S. 29. A complaint or signal may be lodged with the People's Defender irre-
spective of the fact that other remedies a Iso exist to solve the issue raised. 

Chapter Seven 

Consideration of Corn plaints and Signais. Procedures 

S. 30. Upon receipt of a complaint or signal, the People's Defender must re-
ply within one month whether he would admit the issue to consideration, without any 
duty to state reasons for his reply. The admissibility of a complaint or signal may be 
reconsidered by the People's Defender even after it has been accepted for considera
tion. 

S. 31. Violations committed before more than two years shall not be admitted 
to consideration. 

s. 32. 
ag ain. 

There shall be no obstacle to the same cam plaint or signal being lodged 
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LAW ON THE PEOPLE'S DEFENDER 

S. 33. The institutions exercising public authority or function to which the Peo-
ple's Defender has made recommendations or proposais must state, within one month, 
whether they accept these or not, notify the People's Defender of the measures they 
have ta ken and of the ti me limits within which they intend to lake any such measures. 

S. 34. The People's Defender may a Iso require an administrative body to pro-
nounce explicitly in the cases where the ti me limit to appeal against a si lent refusai has 
expired. 

S. 35. The People's Defender shall inform the senders of complaints and sig-
nais about the results of the measures laken. 

Chapter Eight 

AnnuaiReport 

s. 36. The annual report of the People's Defender shall contain: 

1. information about the cases solved; 

2. information about the cases where his intervention has had no consequences 
and the reasons for that; 

3. general information about those complaints and signais lodged, the checks 
in relation to which have not been terminated; 

4. information as to the proposais and recommendations made and whether 
these have been laken into consideration; 

5. an opinion on the degree of respect for the rights and freedoms of the indi-
viduals; 

6. a statement of expenditure; 

7. an executive summary. 

S. 37. (1) The report shall be presented to the National Assembly for dis-
cussion until 31 March of the next year. 

(2) The full text of the report shall remain at the administrative office of the 
People's Defender at the disposai of any interested parties. 

S. 38. A summary of the annual report shall be published in the State Gazette 
together with the decision of the National Assembly on the report. 

S. 39. The unabridged text of the annual report shall be published in the bul-
letin of the People's Defender. 

Chapter Nine 

Financial Conditions 

S. 40. The expenses relating to the activities of the People's Defender shall 
form the subject of a separate section of the State budget. 
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Corruption Monitoring System of Coalition 2000 
-

Corruption Monitoring System (CMS) of Coalition 2000 includes a system of em-
pirical studies and analytical reports. The main objective of CMS is to periodically present 
information, which wou Id enable conclusions about the scope of corruption in the coun
try, as weil about the related public attitudes, assessments and expectations. 

1. Coalition 2000 Initiative and Corruption Monitoring System 

The main objective of the anti-corruption initiative of Coalition 2000 is the en
hancement of public intolerance towards corruption as an element of the democratie 
values and practical implementation of mechanisms, which lead to greater transpar
ency, trust, and integrity. This will be achieved by developing an Anti-Corruption Action 
Plan for Bulgaria (AP), conducting an Anti-Corruption Awareness Campaign and imple
menting the Corruption -Monitoring System (CMS). The CMS is based on regularly con
ducted empirical studies. 

The Coalition 2000 process is structured in three main components where the 
CMS is designed to perform severa! specifie functibns: 

Component 1: Corruption Assessment and Development of an Anti
Corruption Action Plan 

Corruption Diagnostics. 
The first CMS panel of surveys is conducted at the initial stage of the project. At 
this initial stage, the CMS is the major diagnostic tool. lt helps to evaluate the 
status of corruption in different areas of public life and to map the specifie charac
teristics of the per~ptions of the general public, public officiais, experts, an,P pol iii
cal decision makers. The findings of the first surveys are presented to the group of 
experts who are drafting the Anti-Corruption Action Plan. The major function of the 
CMS in the initial stage of the project is to help experts in the drafting process. 

Corruption Assessment.. 
The full analysis of the findings produced from the first CMS panel of surveys is 
presented in the Corruption Assessment Report (CAR). The CAR is prepared on a 
yearly basis and presented at the Public Policy Forum. ln addition t_o corruption 
assessment the second and third CAR will evaluate the progress made in curbing 
corruption and influencing public perceptions and attitudes. 
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Corruption Monitodng System 

Component 2: Anti-Corruption Awareness Campaign 

Ali the activities of Coalition 2000 under this component could be divided into two 
basic groups: 

• A system of activities aimed at changing public attitudes towards corruption. The 
awareness campaign is intended to promote public awareness of corruption and to 
create in Bulgarian society a climate of rejection of corruption. 

• Practical action-based pilot initiatives, which could test the effectiveness of various 
anti-corruption normative and socio-psychological mechanisms in a specifie region 
and/or settlement. 

The CMS surveys are conducted in the course of the activities associated with this 
component. Their functions related to this specifie component are: 

Targeting. 
Surveys included in the CMS help identify specifie target audiences (based on 
attitudes and perceptions) for the practical initiatives of Coalition 2000. The CMS 
also help select the most effective media channels for reaching the specifie audi
ences. 

Message design. 
Some of the CMS surveys are specificaliy targeted at testing and tailoring the 
messages of Coalition 2000. This helps the awareness campaign achieve maxi
mum efficiency. 

Analysis of patterns of.corrupt be havi or. 
CMS survey results and analysis are some of the essential content elements of the 
awareness campaign. ln this respect the CMS is a major provider of analysis 
aimed at generating public debate on corruption issues in Bulgarian society. 

Component 3: Monitoring of corruption and corrupt behavior 

The basic functions of the CMS itself are related to its major outputs: the Corrup
tion Indexes of Coalition 2000 and the Corruption Assessment Report. 

Corruption indexes are based on the surveys included in the CMS and summarize 
the most im130rtant corruption indicator variables to evaluate/measur-e the level of prolif

. eration of corrupt practices in different spheres of society. The Corruption Indexes of 
Coalition 2000 are to be published four times a year. 

The Corruption Assessment Report is to be published yearly and summarizes the 
results of ali the CMS surveys conducted during the year. 

ln addition, the other functions of the CMS are: 

• To provide reliable feedback about the effectiveness of the anti-corruption initiatives 
of Coalition 2000; 

• To maintain, on the basis of the coliected information, regular feedback with the 
relevant institutions in arder to support the implementation of mechanisms th at 
would constrain corrupt practices. 
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Corruption Moniton·ng System 

Methodology and results of the CM8 are submitted for evaluation to the members 
of an Expert Council established with Coalition 2000 (8ee Attachment 1 ). Through the 
Expert Council an effort is made to coordinate corruption assessment research in order 
to develop a methodology, which ens ures maximum reliability of data and objectivity of 
analyses. The CM8 components and outputs are developed according to the recom
mendations of the experts, th us producing changes in the initial design and structure of 
the CM8. 

The empirical information collected through the CM8 surveys is made available 
(on demand) to research agencies and government bodies in Bulgaria, as weil as to 
international organizations for further analysis and reporting. The main results of the 
corruption monitoring are available at the web site of Coalition 2000: http:// 
www.online.bglcoalition2000. 

Il. Structure of the Corruption Monitoring System 

1. Structure of the CMS 

The CM8 includes several basic types of surveys (coded from 81 to 87 in the 
table below) which are conducted with different periodicity by Vitosha Research with the 
Center for the 8tudy of Democracy. 

The surveys conducted quarterly are included in the Corruption Monitoring Panel. 
Corruption Indexes are computed from the quantitative surveys included in the CM8 
(81, 82, and 86). They make it possible to estimate the dynamics of public attitudes and 
actions, characterising different aspects of corruption-related phenomena. Regular ob
servations a Iso provide feedback on the effectiveness of the anti-corruption initiatives in 
Bulgarian society and on the progress toward achieving the goals of Coalition 2000. 
Qualitative studies included in the Corruption Monitoring Panel (83, 84, 85) are used to 
improve and retine CM8 design and methodology and to better understand the subjec
tive aspects of the corrupt behaviour. 

Once a year the Corruption Monitoring Panel is expanded with the surveys S4 and 
85. Based on the extended Corruption Monitoring Panel, a Corruption Assessment 
Report is prepared for the an nuai Policy Forum. The report summarises the results of 
ali surveys conducted in the preceding 12 months and derives conclusions about the 
scope and dimensions of corruption in the country. The Corruption Assessment Report 
also evaluates the effectiveness of anti-corruption initiatives. The second and the third 
Corruption Assessment Reports will be prepared and disseminated before the an nuai 
Policy Forums of Coalition 2000. 
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Corruption Monitoring System 

2. Stages of Implementation of the CMS 

Development and implementation of the CMS is to be accomplished du ring the 
following stages: 

Stage 1: Elaboration and testing of the first version of the CMS methodology 

Duration: 
6 months (April 1998-September 1998) 

Main purposes: 
• development of the design and methodology of CMS surveys; 
• submission of initial data to the experts of Coalition 2000, working on the anti
corruption Action Plan. 

Information sources: 

Development of the CMS is based on the experience and information gained from 
the following surveys, conducted by Vitosha Research with the Center for the Study of 
Democracy: 

• qualitative study (focus group discussions) on the problems of interactions between 
citizens and public sector officiais. lt was conducted in October 1996 in the frame
work of a joint international project with Glasgow University, Scotland; 

• four national representative surveys of the Bulgarian population on the problems of 
public tolerance towards different forms of corrupt behavior. The surveys were 
based on national representative random samples and were conducted in March 
1997, September 1997, January 1998, and May 1998; 

• representative quantitative survey of the population (national sam pie) on the prob
lems of the interaction between citizens and public sector officiais. The survey was 
conducted in January 1998 in the framework of a joint international project with 
Glasgow University, Scotland. 

Surveys S3 and S5 are used to elaborate the methodology of S 1, S2 and S6. At 
the same ti me, the methodology of the initial qualitative studies is based on the experi
ence and results of the quantitative surveys listed above. 

Activities: 
Creating the initial CMS information database including the surveys S1, S2, S3, S5 
and S6. 

Stage 2: lmprovement of the CMS methodology 

Duration: 
3 months (September 1998- December 1998) 
·-

Main purposes: 
Establishing an Expert Council and reviewing the CMS methodology; 

lmprovement of the CMS methodology which is to be implemented at the next 
stage; 
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Corruption Monitoring System 

Preparation and review of the first versions of the CM8 reports: 
-Corruption Indexes of Coalition 2000; 
- 1998 Corruption Assessment Report. 

Information sources: 
The initial CM8 information database including the surveys 81, 82, 83, 85 and 86. 

Activities: 
1. Elaboration of: 

-Corruption Indexes of Coalition 2000; 

-Corruption Assessment Report. 
2. Review of the reports in the Expert Council and publication 
3. Development of the second modified version of the design and the methodology 
of the CM8 

Stage 3: Current Corruption Monitoring 

Duration: 
January 1999- December 2001 

Main purposes: 
Implementation of the regular surveys included in the CM8; 

Preparation and publication of the reports: 
-Corruption Indexes of Coalition 2000; 
-Corruption Assessment Report. 

Information sources: 
CM8 surveys 

Activities: 
1. Regular implementation of the surveys included in the CM8; 
2. Preparation and publication of the reports: 

-Corruption Indexes of Coalition 2000; 
- Corruption Assessment Report. 

Ill. CMS SURVEY METHODOLOGY 

1. National Representative Surveys of the Population (51) 

The sample size of the national representative surveys is about 1200 respond
ents. The sample is representative of the Bulgarian population aged 18 and over. 

8urveys are based on a two-stage cluster sample constructed from the list of the 
·= electoral sections of the last parliamentary or local elections. ln the first stage, primary 

units (clusters) are chosen with probability proportional to the size of units according to 
the number of the electoral sections in the country. ln the second stage, the respond
ents within the clusters are chosen at random. Each interviewer is supplied with the 
na mes and the addresses of the respondents to be interviewed. 

The survey method is face-to-face interview. 
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Corruption Monitoring System 

Information is collected about public opinion on the following main issues: 
• Public attitudes towards corruption; 
• Identification of different types of corrupt behaviour; 
• Persona! experience and involvement of the respondents in corrupt practices; 
• Levels and scope of corruption; 
• Spread of corruption among different occupational groups and in the public 
institutions; 
• Corruption-related expectations, etc. 

2. Quantitative Survey of Public Officiais and Business Leaders (S2) 

Quantitative survey of public officiais and business leaders is conducted with a 
sample of 300 responents. The survey method is face-tc-face interview. 

There are two important advantages of this method: 

• compared to the national representative surveys of the population the sample is 
smaller. ln this sense, this type of survey is more flexible; 

• a specifie social group could be addressed, whose opinions and evaluations very 
often determine the decisions taken by the major actors in the political and eco
nomie scene. 

Public officiais from the following spheres are to be interviewed: 
1. Public officiais in the central administration; 
2. Public officiais at the locallevel of municipal authorities; 
3. Public officiais at the Employment Offices, Social Ca re Centers, Nationallnsur
ance lnstitute, etc.; 
4. Police; 
5. Court officiais Qudges, prosecutors, investigators); 
6. Customs officiais; 
7. Tax officiais; 
8. Financial inspectors; 
9. Public health (physicians, dentists, nurses, hospital administrators); 
1 O. Education (university professors, university administrators, school-teachers); 
11. PTT and telecommunication officiais and ethers. 

Quota sampling of the public officiais is used, based on the following criteria: 
1. Type of employment; 
2. Region; 
3. Type of settlement; 
4.Age; 
5. Gender. 

3. Focus group discussions (S3) ""· 

Three types of discussions are to be held: with public sector officiais, with busi
nessmen and managers, and with citzens. Representatives of different groups of public 
officiais are recruited to parti ci pate in the focus groups- central and local administra
tion, health system, education, police, judicial system, social care, tax administration 
and customs, etc. 
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Corruption Monitoring System 

The recruitment procedure to be used includes the following steps: 

• to select the participants from various groups of public officiais, business leaders or 
citizens, and to receive their consent to participate in the focus groups; 

• to compose the groups with a ratio between potential and actual participants of at 
least 2:1, i.e. 13-15 respondents for each group; 

• to receive final agreement of the selected potential participants 2-3 days before 
carrying out the discussions. Expected refusai rate is about 20-25%; 

• to select the final participants (8-1 0 persans) on the day of the discussions. 

Using the focus groups helps to achieve a better understanding of corruption
related attitudes, expectations, motives and behavior of the public officiais, business 
leaders and citizens. Qualitative study allows to better formulate the questions of the 
quantitative survey and to delineate new problematic areas to be addressed in the frame
work of Coalition 2000 activities. 

4. Participant observation of the mechanisms of corrupt practices (54). 

A total of about 15 observers provide expert assessments and detailed descrip
tions of the mechanisms of corrupt practices in different spheres of public life using 
uniform monitoring tool- Transparency Matrix (TM). Different experts answer particular 
questions on resource allocation, decision making and recruitment in specifie institu
tions- municipalities, ministries, state agencies etc. Quantitative (amount of resources 
per type, area and allocation and ratios) and qualitative (decision ma king mechanisms. 
practices of influence and corruption. grey areas) data is collected by this monitoring 
tool. 

The Transparency Matrix has been tested and revised twice in the first half of 
1999 in the implementation phase of 14 local pilot projects under the Small Grants 
Program of Coalition 2000. A specifie Community Transparency Matrix (CTM) was de
signed to establish a uniform way to collect information about the mechanisms of dis
cretionary power at the local government level by respective sectors of decision mak
ing. The CTM focuses on decision making in the following spheres: health care, educa
tion, social services, culture, investments, licensing procedures, construction, environ
ment and waste collection. 

The main implementation objective of the CTM is to monitor a set of indicators and 
provide information making it possible to obtain expert assessments of the level of 
transparency in local government decision making. The CTM is an exploratory tool to 
be used by experts to assess the leve! of decision making transparency at the local 
leve! and respectively estimate the relative risk for the existence of corruption generat
ing mechanisms. ln this way the analysis based on the CTM provides assessments of 
positive and negative corruption risk (administrative and legal mechanisms generating 
corruption and mechanisms curbing corruption). 
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5. ln-depth interviews with Policy Makers (55) 

ln-depth interviews are included in the diagnostic component of the project and 
are conducted once per year. A quota sam pie of 20 policy makers is used. Representa
tives of governmental and municipal administration, parliamentarians, ministers, direc
tors of state and private enterprises, mayors and councilors are to be interviewed as 
follows: 

• 10 in-depth interviews with politicians and public officiais in central and locallevel 
administration; 

• 10 in-depth interviews with businessmen and managers. 

The main advantages of this ki nd of interview are the elimination of group influ
ences and deeper elaboration of the tapies, revealing the details and nuances of the 
issues und er consideration which could not be detected by quantitative methods. 

6. Media monitoring (56) 

As an element of the CMS, media monitoring is designed to achieve severa! objec
tives: 

• to measure the leve! of exposure of corruption-related problems in electronic and 
prin! media. Assessments about the influence of the media on the attitudes and 
opinions of different social groups made through the use of specifie research tech
niques; 

• to produce feedback about the media coverage of the initiatives of Coalition 2000 
and ether similar citizens' activities aimed at curbing corruption. 

Media monitoring objectives will be achieved through synchronized activities in 
three directions: 

1. Regular monitoring of the news programs of National TV and National Radio. 
The purpose of the monitoring is to locate the coverage of corruption-related is
sues in the news programs. 

2. Regular monitoring of central newspapers with national coverage. 
The objective of the monitoring is to gauge the presence of corruption-related 
problems in the whole aggregate of the observed print media. 

Media monitoring is conducted using a specially designed questionnaire, and data 
will be summarized and presented as a part of the report "Corruption Indexes of Coali
tion 2000." 

3. Collating the results of media monitoring and quantitative surveys (51 and 
S2).This element of media monitoring is based on Agenda Setting methodology. 
This is a research m~thod, which uses statistical tools to identify relationships 
between the media coverage of a certain tapie and the public attitudes and opin
ions registered at the same time period. The Agenda Setting approach allows 
conclusions to be drawn about the correlation between public attitudes, media 
influences, and the broader social context. 

This type of analysis provides substantial feedback concerning the implementa
tion of the initiatives of Coalition 2000 as weil as an accu rate definition of the objectives 
and activities included in the Public Awareness Campaign. 
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IV. Coalition 2000 Corruption Indexes: Methodology and 
Theoretical Approach 

1. General Notes 

The corruption indexes of Coalition 2000 are a system of synthetic indicators, 
which present the results of the quantitative surveys of the CM8 (8 1 and 82) and the 
media monitoring (86) in a summarized form. lmplicitly the corruption indexes also sum
marize the results of the qualitative surveys (83, 84 and 85), as the latter are used for 
the elaboration and the improvement of the methodology of the quantitative surveys. 

The main objective in constructing the corruption indexes is to reduce the 
multidimensionality of corruption as a social phenomenon to a limited set of synthetic 
indicators. The advantages of such an approach are at least the following: 

• synthetic indicators (corruption indexes) facilitate the public presentation of the 
results, th us making analysis easier to perceive; 

• the employment of synthetic indicators is a prerequisite for establishing lime series 
and respectively for analyzing and assessing change. 

2. Theoretical base of the study of the elemenls of corrupt behavior 

The four types of corruption indexes are based on a relatively simple theoretical 
reconstruction of the elements of the social action: 

• social action has ils specifie prerequisites, among which the more important are 
social actors' attitudes, interiorized values and the way actors perceive their social 
environ ment; 

• social action itself presupposes a specifie interrelationship of actors in which they 
exchange the resources they possess in arder ta achieve a specifie objective; 

• action results include certain specifie characteristics: 1) they change or preserve 
the initial (pre-action) prerequisites; and 2) they leave a specifie "trace" in the social 
environment (change or preserve ils structural components); 

• the fulfillment or non-fulfillment of the objectives generales expectations among 
actors about the character and the structure of social action in ils subsequent 
cycle. Based on these expectations, each actor constructs or changes his 
behavioral strategy. 

Applied to corruption, this madel of social action could be reduced ta the following 
basic components: 

lt should be especially noted thal the application of the general madel of social 
action (even in ils simplified form) ta corruption (in constructing the methodology of the 
quantitative studies) is, for understandable reasons, subject ta a multitude of restric
tions. ln this respect the madel on which the study of corrupt behavior is based is much 
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simpler than it could have been. ln constructing the set of indicators that was actually 
employed, the objective was to use the indispensable minimum in a way that would 
make it possible to maintain professional standards of fieldwork. 

3. Theoretical Interpretation of Corruption Indexes. 

Corruption is a complex and multidimensional phenomenon and is associated with 
severa! differing definitions. The operational definition adopted defines corruption 
as abuse of power (economie, political, and administrative) in the interest of per
sona! or group gain and at the expense of the individual, specifie groups or soci
ety as a who le. This rather broad definition is warranted by the character of the phe
nomenon itself as weil as by the wide-scope initiatives against corruption on the na
tional and international leve!, including both citizens and governments. 

The reproduction of corruption presupposes the existence of four necessary com
ponents: 1) state/public officiais; 2) discretionary power; 3) abuse of public power; 4) 
private gain on behalf of officiais. Depending on the forms in which these components 
actually function, there could exist different forms, levels, spheres and mechanisms of 
corruption. 

Corruption manifests itself mainly in the interactions between the public sector on 
one side, and citizens and private business on the other. There are two basic types of 
corruption: Grand corruption, which involves top state officiais, politicians and-busi
ness people and refers to the allocation of substantial resources; and Petit corruption, 
which usually includes lower-level public officiais and refers to the daily interactions 
between them and citizens and businesses (small and medium size). This second type 
is more widespread and is associated with smaller payments and/or a system of favors 
and gifts. 

Having in mind the specifie objectives of corrupt behavior, two specifie cases of 
corruption should be considered. First, abuse of power for private gain in cases where 
officiais are obliged to provide a certain service by law. This type of corruption, known 
as "greasing the wheels," is targeted at the faster or more expedient delivery of serv
ices, or greater safety in the resolution of the problem. A second case is wh en an official 
provides services/rights to which the citizen (business) is not entitled by law, or even 
services that are a direct abuse of the law. 

From an economie point of view the proliferation of corruption follows the classic 
market principles of supply and demand: a larger demand and a larger discretionary 
power of officiais produces an environment that facilitates and encourages corruption. 
The value of the bribe depends on the expected profit or benefit. 1 n this respect corrupt 
behavior could be regarded ·as mutually beneficiai economie transactions. However, 
these transactions eliminate the rules of competition and the legal regulations and th us 
distort market principles and criteria for efficient economie action and decision making. 

The definition of corruption as a negative social phenomenon allows severa! as
sumptions to be made concerning the interpretation of the indicator included in the 
CMS: 

• in an ideal state of society (the practical absence of corruption), corruption attitudes 
should assume minimal values; i.e., citizens should perceive corrupt behavior as 
morally inadmissible and they should not be inclined to compromise their moral 
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values. lntensity of corrupt behavior should a Iso be minimal, and corrupt behavior 
should be rated low as an effective problem-solving practice. 

• it would be logical to assume that the existence of a certain level of tolerance of 
corrupt behavior (moral admissibility) would have several consequences. First, 
readiness to compromise would increase as the level of tolerance increases. Sec
ond, the frequency of practical acts of corruption wou Id also increase with the level 
of tolerance (due to the "natural intensity" of social conformity). Third, in cases 
when the frequency of corrupt behavior surpasses the level of "single isolated 
cases" it is likely that assessments of the pervasiveness of corruption would sub
stantially surpass the frequency of practical acts of corrupt behavior (only one case 
of "ta king a bribe" would be sufficient to socially label an official as "corrupt"). 
Fourth, the existence of a social environ ment where acts of corrupt behavior ex
ceed the level of "single isolated cases" is very likely to produce the perception that 
corruption is a socially normal environmental component. The chances of that 
perception being firm and widespread increase with the limited implementation of 
sanction mechanisms. 

One of the basic theoretical assumptions for the construction of the CMS is that it 
is more important to track the dynamics of corruption in several dimensions than to 
analyze its initial/current values. Because corruption has been identified as a problem to 
Bulgarian society, it would be important to as~ess its gravity. However, it is more impor
tant to know dynamics: whether corruption is evolving in the positive or in the negative 
direction in comparison with its initial baseline values. 

Corruption indexes provide an approximation about the scope and aspects of cor
ruption based on the assessments of citizens and public officiais. These assessments 
are the starting point for their practical behavior and the way they perceive their social 
environment. Corruption indexes could not be a base for making direct conclusions 
about the exact level of proliferation of corrupt practices. 

Because the index of persona! involvement in corrupt practices is based on the 
anonymous admissions of respondents, it cornes closest to indicating the "level of pro
liferation of corruption." Also, to a certain extent the specifie legal characteristics of 
corruption (that both sides act illegally) make this index one of the few realistic meas
ures of the actual level of proliferation of corruption. Currently, in comparison with the 
information available from law enforcement institutions, the accuracy level of empirical 
survey estimates ofthe realities of corruption is (for obvious reasons) substantially higher. 

4. Structure and Conceptual Interpretation of Corruption Indexes 

The CMS includes four types of indexes: 

Attitudes towards Corruption 

1. Principle Acceptability of Corruption 
The index reflects the degree to which Bulgarians accept, at the level of values, 
certain acts of corrupt behavior on behalf of members of Parliament and public 
officiais. 

2. Susceptibility to Corruption (general public) 
This index measures the inclination to compromise on values, principles and legal-
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Corruption Monitoring System 

ity in arder to perform corrupt acts, such as giving or accepting money and/or gifts 
for the purpose of solving certain persona! problems. 

3. Susceptibility to Corruption (public officiais) 
This index reflects the existing attitudes among public officiais to accept money or 
gifts (to participate in corrupt practices) under certain conditions: providing addi
tional services and performing dulies faster than normal. 

Corrupt practices 

1. Corruption Pressure on the General Public 
This index shows the degree to which the citizens are subject to direct or indirect 
pressure to participate in corrupt practices with public officiais. lt accounts for 
cases in which public officiais wanted or showed they were expecting corrupt 
behavior from the citizens. 

2. Corruption Pressure on Public Officiais 
This index reflects the frequency of attempts to corrupt public officiais with the 
purpose of solving persona! problems. 

3. Persona! lnvolvement in Acts of Corrupt Behavior (general public) 
This index reflects self-confessions about cases in which citizens have offered 
public officiais money or gifts. 

4. Personallnvolvement in Acts of Corrupt Behavior (public officiais) 
This index reflects the degree to which public sector officiais and their colleagues 
accepted mo ney or gifts when dealing with citizens' persan al problems as part of 
their professional obligations. 

Magnitude of Corruption 

1. Spread of Corruption (according to citizens) 
This index reflects citizens' assessment of the spread of corruption in the country. 
lt could also be computed for specifie groups of public officiais and public institu
tions. 

2. Spread of Corruption (according to public officiais) 
This index reflects the extent to which citizens attempt to resolve their persona! 
problems by offering money or presents to public officiais. 

3. Practical Effectiveness of Corrupt Behavior 
This index shows the extent to which citizens perceive corruption as an efficient 
tool for solving persona! problems. lt is based on the registered probability of citi
zens offering money and/or gifts in arder to successfully resolve their problems. 

Expectations about the Future of Corruption 
This index reflects the expectations of the general public about the capacity of 
society to curb corruption in the country. 

5. Method of computation of corruption indexes 

The method used to construct indexes includes the following steps: 

1. A rank (ranging between 0-3) is assigned to each value of indicator. 
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Corruption Monitoring System 

2. Each rank is weighted by the percentage of respondents who have chosen the 
respective answer option (excluding the "don't know" and "no answer" categories). 

3. The value of the indicator is computed as a sum of the weighted ranks. 

4. Each corruption index summarises the values of severa! indicators and is pre
sented in a statistically normalised form: from 0 to 10. 

Example: 
The index for the spread of corruption is constructed based on the following question:According ta you 
how widespread.is corruption in this country? (One answer on/y). 

1 A/most al/ state officiais are invo/ved in it 

2 Most state officiais are involved in it 

3 On/y a few state officiais are involved in it 

4 Hard/y any state officiais are involved in it 

9DKINA 

1 = 3x0.19 + 2x0.42 + 1x0.38 + Ox0.01 = 1. 79 

Rank 

3 

2 

1 

0 

Va/id percent 

19% 

42% 

38% 

1% 

The value of the index ranges between 0 and 3. The doser this value is to 3, the 
more widespread is corruption (according to respondent assessments). 

ln order to construct aggregate indexes, the values of the individual indexes are 
normalized by adjusting their values to fall into the range 0- 1 O. Normalized values are 
then summed. For example, the index for the spread of corruption is normalized by 
dividing its current value (1. 79) by its maximum value (3.00), obtaining its normalized 
value (0.60). This value is then recalculated to fit into a scale ranging between 0 and 1 O. 
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Attachment 1. Expert Council 

Members of the Expert Council are leading public opinion researchers and soci
ologists in the country, as weil as representatives of the state administration (See At
tachment 1) 

Antonii Todorov 
Director, lnstitute for Social Values and Structures 

Assen Yosiffov 
Director, National Public Opinion Research Center 

Blagovest Georgiev 
Associate Professer, Department of Sociology, Sofia University "Ciiment Ohridski" 

Boyan Stankov 
Deputy Chair, Council for Criminal Studies, Chief Prosecution Office 

Dimitar Bachvarov 
Head, Structural Reform Department, Councils of Ministers 

Evgenii Dainov 
Director, Center for Social Practices 

Georgi Fotev 
Director, lnstitute of Sociology, Bulgarian Academy of Sciences 

lrena Angelova -
Legal Adviser, Ministry of Internai Affairs 

Ivan Chalukov 
Deputy Director, lnstitute of Sociology, Bulgarian Academy of Sciences 

Krastyuo Petkov 
Professer, Department of Sociology, Sofia University "Ciiment Ohridski" 

Mihail Mirchev 
General Manager, ASSA-M Ltd. 

Miroslava Yanova 
Director, MBMD Ltd. 

Peter-Emil Mitev 
President, Bulgarian Sociological Association 

Rumen Georgiev 
Deputy Directèr, National Investigation Office 

Rumyana Bachvarova 
Director, Market Test Ltd. 

Svetoslav Slavov 
General Manager, GfK Bulgaria 

Valeri Roussanov 
President, Access Association 

Yancislav Y ana kiev 
Head of Department, Center for Sociological Studies, Ministry of Defense 

Zhivko Georgiev 
Director of Research, BBSS Gallup International 

Du ring the implementation of the Coalition 2000 initiatives, new members of the Expert Council could 
be invited in order to further discuss and develop CMS methodology and outputs. 
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MEDIA COVERAGE OF CORRUPTION: SOME 
CONCLUSIONS BASED ON THE PERIOD 

JANUARY- MARCH 1999 

Vessela Tabakova 

1. General media monitoring characteristics 

The media monitoring of corruption in the activity of Coalition 2000 focuses on the 
following main objectives: 

• to present the general quantitative characteristics of the presence of the tepic of 
corruption in the ëentral press and electronic media; 

• to reveal the qualitative characteristics of the media coverage of corruption wh ile 
highlighting the way and extent to which the media analyze the essence, manifes
tations, and varieties of this social relationship and phenomenon; 

• to assess the media coverage of corruption in terms of the possible impact on the 
formation of public opinion and attitudes; 

• to inform about the media presence of the activity of Coalition 2000 and ether ant
corruption initiatives. 

Methodologically, the monitoring is based on the understanding of corruption as a 
social relationship between two parties, one of whom is willing to give something in 
order to get something else from a person with the resources to provide it. Seing es-

. sentially a violation of the established "rules of the game", or existing on the basis of 
unestablished, yet necessary, rules, corruption is a covert (invisible) social phenom
enon and relationship. For this reason the media presence of the subject is extremely 
important, insofar as the media, in bringing the problem into public view, constitute a 
possible instrument for the achievement of anti-corruption results. 

The media analysis integrates research methods which are functions of the mid
dle range theories as working adequately on the leve! of the group, community, or 
institution. Thus, on the basis of the empirical material collected, it is possible to reveal 

_n". 

riot only the quantitative parameters of the presence of the subject of corruption, but 
also, to define and analyze the most interesting tendencies and mutually confirming 
interconnections and contextualizations of its media presence. 
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The reg istrati on card used for the monitoring of the press and electronic media 
includes 26 indicators. They may be classified in the. following way: 

• indicators for measurement and analysis of quantitative and content-based media 
characteristics of the presence of the topic of corruption in terms of volume, place, 
authorship, type of communicative unit, etc.; 

• indicators for measurement and analysis of the level and specifie way of dealing 
with the subject of corruption in the media in terms of spheres of occurrence, type 
of corrupt activity, accounts of anti-corruption action and disclosures, etc.; 

• indicators for measurement and analysis of verbal aspects of the media coverage 
of the subject of corruption, such as key words, titles, tone characteristics, etc. 

The research approach creates the necessary empirical and analytical basis for: 

• identifying the most essential characteristics of the media presence of the topic of 
corruption in a given period; 

• comparative analysis of featured characteristics and tendencies in the coverage of 
the topic of corruption in different periods; 

• outlining the fields of media exposure which have an impact on public opinion and 
attitudes towards corruption. 

The monitoring co vers 13 newspapers published in the capital, of which 10 dailies 
(9 since the beginning of March, when one of them stopped appearing), and three 
weeklies, as weil as specifie time intervals of the programming of electronic media. 

The monitored newspapers are Demokratsia, Ouma, Trud, 24 Chassa, Sega, 
Standart, Novinar, Pari, Monitor, Kontinent, and the weekly Kapital, 168 Chassa, and 
Banker. The monitored electronic media are Bulgarian National Radio (BNR), Bulgar
ian National Television (BNT), Darik Radio, Nova Televizia, and 7 Dni television. 

2. How is the subject of corruption featured in the media? 

ln the three months covered, 270 communicative units were registered in news
papers and 86 communicative units, in the electronic media. Wh ile newspapers were 
generally characterized by gradually declining coverage of the subject from January to 
March, in the electronic media, after the dramatic drop in the number of texts in Febru
ary, there was a certain increase in March. lt should be noted that in the last week of 
March the media were exclusively concerned with a single topic- the NATO operation 
in Yugoslavia. 

A first glanee at the frequency distribution may suggest the conclusion that cor
ruption is discussed more in the press and electronic media which stand closer to the 
positions of the Govemment, while the opposition media, or those expressing views 
closer to the opposition, seem to be less active in the anti-corruption field. 

Presumably, the policy of the newspapers or electronic media close to the Gov
ernment is to sorne extent motivated by the Government's declared resolve to fight 
corruption in this country. Furthermore, with its typical characteristics, the topic of cor-
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ruption tends to "sell" the media weil. At the same time, to the opposition media, the 
subject seems to be a mined field of sorts, with possible adverse boomerang effects on 
the opposition itself. Seen through the frequency distribution data, the "Bulgarian case" 
apparently displays specifies of its own, si nee, as is well-known, in the public practice of 
the democratie countries joumalistic anti-corruption investigations are a strong opposi
tion instrument. 

This, however, is only a first impression. A closer look at the findings of the study 
shows that the greater number of publications in newspapers such as Demokratsia and 
Standart only appear to be signs of greater activity. As indicated by the data from the 
study, in 67% of ali texts registered in Demokratsia corruption is considered in general 
and vague terms. ln fact, by ali parameters of the study, the newspaper of the Union of 
Democratie Forces is among those least exposing corruption. By its tone, however, it is 
the most optimistic one conceming the fight against corruption. Almost the same ver
balism characterizes Standart newspaper as weil, with the share of general terms be
ing even larger. General comments are a Iso typical of Duma newspaper, but it is distin
guished by its prevailingly pessimistic tone. Ali registered texts in the newspaper are 
situated in the range from neutrality through skepticism to pessimism (by comparison, 
no texts have been registered in Demokratsia newspaper under the options "skepticism" 
or "pessimism"). 

Corruption is rarely specially highlighted or a leading tepic in the media, both in 
terms of its place on the pages of the newspapers and in the electronic media. Ali toc 
often the subject cornes up in brief information texts. This is where it is present as the 
leading tepic. lt is qui te revealing th at in the electronic media more th an half of the units 
- over 60% - are of a length of up to 1 minute. On BNT the tepic is addressed al most 
exclusively in brief information texts within the central evening newscast on Channel 1 
(13 appearances out of 15). 

ln the newspapers the picture seems to be exactly the opposite. A considerable 
number of the texts are of a large size - about 60% are between 70 li nes and a full 
newspaper page. The larger size would seem to suggest an analytical approach to the 
subject of corruption, its varieties, forms of manifestation, action and counteraction. 
Such an assumption, however, is hardly confirmed - in a great many cases the tepic 
appears as an accessory, secondary one. Thus, in a certain sense, the newspaper 
coverage of the subject is syrtfmetrized with the "electronic" one, since it is precisely frî 
the brief information texts that corruption is the leading subject. 

ln beth the electronic media and the newspapers, analysis is present in about 1/5 
to 1/4 of the texts. 

ln the media, corruption is most typically associated with state institutions (24% in 
the press, 27% in the electronic media), with the judicial system, local govemment, the 
social sphere, etc. ln the period under observation corruption increasingly began to 
appear under the tepic of international life. Even though it is true that the period was 
marked by a coincidental event (the Eurocommission scandai), there is reason to be
lieve that the regular communications about "foreign corruption" function as an extenu
ating context which only cornes to confirm the assumption that corruption is an omnipo
tent phenomenon. 
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3. The discourse on corruption, or "the absences and the absent" 

The research hypothesis and expectations about the manner of speaking and 
writing about corruption were confirmed - incontestably so, moreover - by the very 
frequently encountered general discourse on corruption. Naturally, corruption is not a 
transparent, visible and open social relationship, but the generalized anti-corruption 
rhetoric or guesswork do little to help shed more light on this phenomenon. The fact 
that beth the press and the electronic media typically associate corruption with state 
institutions, as already mentioned above, is actually rendered pointless and watered 
dawn in the general comments about corruption. Ali toc often corruption is written about 
without any specifie references - there is corruption, corruption is everywhere, people 
talk about corruption. Popular talk often sustains the newspapers and in its turn, the 
media discourse induces talk in society. The verbose nature of this discourse through 
speculations, rumors and hearsay seems to project the actual futility of the otherwise 
clearly articulated goals. Of ali the newspaper texts, about 43% referred to a real event. 
ln this respect there is naturally a big difference compared to the electronic media, 
which - with the predominating presence of information texts - typically present actual 
facts. Th us, 7 4% of the "electronic texts" referred to a real event. However, it should be 
noted that a "real event" does not necessarily involve the disclosure of a certain case of 
corruption or producing specifie evidence. Real events include texts which cite or hint 
at specifie names of persans or institutions. Ultimately it was found that 71% of the 
texts in the press dealt with corruption in most general terms, 9% mentioned facts and 
names but without producing any evidence, and only 20% presented seme evidence. 
ln the electronic media the correlation was 61%:9%:30%. 

To cite a specifie example: among the electronic media, BNR had most registered 
units- 31. Of those, however, merely 8 units (i.e. 24,8%) presented seme evidence of 
corruption. 

The same observation can be made with respect to seme ether characteristics of 
media texts. ln the press an extremely high rate of the texts registered- 29%, were not 
concerned with a specifie event, and 14% had a so-called verbal referent. The elec
tronic media reproduced even more verbal events - about 20%. 

The sources of verbal events are quite often high-ranking figures and ali of them 
most emphatically condemn corruption - that "terrible disease of democracy" and "re
volting crime ... to use power for persona! gain", to quete, for instance, Vice President 
Todor Kavaldzhiev. Statements denouncing corruption, and containing vague accusa-

..tions against the ruling majority, have been made by representatives of the entire politi
cal opposition spectrum. 

Indicative of the lack of a premeditated anti-corruption media strategy and the 
absence of a real debate is the fact !hat a non-negligible part of the texts (10% in the 
press and 2% in the electronic media) were occasioned by an earlier text. But even in 
those cases they either deal! with the same fact or with exposure of corruption-relàted 
scandais which, however, are not brought to any conclusion but tend to sink into ob
livion, following the fate of nearly ali "disclosures", which seme in the media community 
believe to be commissioned. Emblematic in this respect were the "cigarette scandai", 
instigated by the opposition with accusations against the ru ling majority, as weil as the 
"alcohol scandai", instigated by tho se in power with accusations against the opposition. 
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Those scandais were accompanied by the "reanimation" on bath sides of old contro
versies. Ultimately bath of the new scandais dropped out of the news altogether and 
proved to be sim ply another round of the political battle to discredit one's opponents. 

Set in the context of the occasions on which they were produced, the texts sug
gest the conclusion that corruption is far more often simply the abject of verbalism, 
rather than exposure, in the media. This verbalism itself extends the quantitative pa
rameters of the presence of the tapie in the media, but not the qualitative level of 
revealing and analyzing the true nature of corruption. 

lt is for the same reason that corruption itself is often presented through epithets 
rather than tacts and their interpretation. 

The media have a modest contribution to the description of the phenomenon but 
are significantly more profuse in judging it. 

The analysis indicates that whenever there appears greater specificity it is most 
likely to concern a single corrupt practice - bribery. ln 2/5 of the cases in the electronic 
media and 1/3, in newspapers, the featured act of corruption is a pecuniary bribe. Not 
only the texts but the titles, as weil, highlight bribery as a specifie corrupt practice- the 
very lexeme "bribe" was encountered 16 times in the registered texts. 

The act of corruption itself- regardless of wh ether it is verbalized as a speculation 
or ~as more specifie dimensions - is typically presented in the context of official admin
istrative positions (in 65% of the texts in the press, and 69%, in the electronic media). ln 
very few cases the corrupt practice is set within other types of relationships - political 
party, family, and other relationships. 

And it is in this very respect- the specificity of bribery- that a distinctive trait of the 
media presence of corruption proves particularly salient. lt is the conspicuous absence, 
in the bulk of the texts, of the briber and process of bribing. Only 3% of the texts in the 
press and 3.5% in the electronic media "feature" the giving of a bribe, and the only title 
referring to it over the three-month period is "Foreigners Stop Greasing Pal ms". 

Those who are featured, though in many of the cases without specifie referents, 
are the bribed. The publications seem to a bide by the peculiar rule not to feature bath 
sides of the corruption relationship at the same ti me. 

Apparently the media themselves assume th at each and every one of us can play 
the corrupting role and the crucial figure is that of the corrupt since they are the ones 
with the positions and resources. Could it be that this nonappearance of the briber 
fosters the popular attitude that if a corrupt practice is a way of getting something, it is 
not a problem of the corrupting nor can they be held responsible, but rather, the biarne 
is entirely on the corrupt themselves? The "nonappearance" in the media of the bribers 
strengthens the conviction that what cannat be achieved by following the "rules of the 
game", can be gotten in another way. One exception in this respect- i.e., featuring the 
briber- is a title, though not from the period under observation, which remains unsur
passed in terms of its meaning and message: "Blind Man Gets Driving License through 
Bribe". 
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4. Are there any consequences for the corrupt? 

Even though the corrupt are the featured side in the corruption relationship, they 
are rarely present as personified perpetrators of corrupt practices, as specifie individu
ais accepting bribes. ln the press, only 19% of the registered texts refer to a specifie 
person. ln the electronic media of non-specified corrupt officiais the share is about 
61%. The non-specification of a perpetrator both in the electronic media and the press 
almost fully coïncides with the share of general discourse in the media. When the 
corrupt are featured they typically prove to be representatives of various institutions 
and spheres. The names occasionally alluded to indude the prime minister, one of the 
vice prime ministers, a few ministers. ln fact, however, there has not been a single real 
disclosure of corruption in the high-ranking administration, nor a single cited case of 
anti-corruption steps taken at the top echelons. Within the general discourse the claim 
that "those in power are corrupt" is commonplace but without mention of any specifie 
instances. And that is due both to the journalistic approach and the actual state of the 
fight against corruption. Journalists' tendency to ski rn through the subject deprives the 
media of the possibility to show to what extent corruption processes in society are 
perceivable and where the deliberate black-out begins. lt is quite striking th at one of the 
vice prime ministers is known as "Mister 10 per cent". Th at nickname is mentioned in 
texts and cartoons (even in the period under observation there were texts where "Mis
ter 10 percent" was among the key expressions}, but up to now there does not seem to 
have been a single publication which, if not actually investigating it, at least reflects on 
the origin of the nickname. 

lt is in this context th at we should interpret the findings that only about 6% of the 
texts in the press formulate sorne kind of accusation and less than 2% of the texts 
contain sorne form of rebuttal or explanation. ln the electronic media sorne charges are 
advanced in 10% of the cases. 

The critical question which arises is whether it is the media themselves which are 
to be blamed for the fact that published disclosures do not command any respect on 
the part of those concerned, and to wh at extent the reasons ought to be sought in the 
inefficient judicial system, which imposes the conviction that each corruption-related 
disclosure is but a "ni ne da ys' wonder". 

lnsofar as the high ranks of the administration are protected behind the curtain of 
non-transparency, it is but natural that in the period January- March, the specifie ac
counts of corruption involved doctors, customs officers, and police officers. lt is through 
them that there accumulated texts about corruption in state institutions - in the healthcare 
system, the police, and customs. ln the three-month period, of the insignificant number 
of press articles referring to specifie individuals, the largest share was held by doctors, 
with 6%. ln the electronic media this share was 8%. Thus the non-permeability of the 
top ranks has led to strong media emphasis on corruption among doctors in public 
healthcare. This overemphasis no doubt influenced public opinion and attitudes in the 
period - especially in January and February. 

The problem is not simply in the fact that for a month and a half the media used 
doctors to "prove" there is an ongoing fight against corruption. The problem is that 
th ose very cases- appearing above ali in information texts- seem to be self-contained, 
without being analyzed from the perspective of the institution concerned or without 
occasioning a closer look at the existing system of relations and dependencies. 
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ln the Bulgarian media there is hardly any subject which is not used for political 
purposes or treated from a narrow political-party perspective. lt is true that there is no 
real debate or analysis of corruption in either society or the media. More than 80% of 
the texts in the press and half of the texts in the electronic media do not even have a 
thesis. And where any claims are made, they tend to mirror the views of the preferred 
political power of the respective media. This characteristic is equally manifest in terms 
of the tone of the various texts. Perhaps one example will be sufficient to illustrate the 
different "social worlds" of corruption. ln Demokratsia newspaper the correlation be
tween texts claiming that corruption is being counteracted and th ose claiming it is not, 
is 7:1. ln Duma newspaper, the correlation is nearly the opposite. Among the electronic 
media, Nova Televizia is the one most insistent on the reality of the fight against corrup
tion, followed by BNT and Darik Radio. 7 Dni television cornes last in this rating, with 
nearly no contribution to the thesis of an ongoing fight against corruption. 

5. Sorne conclusions 

On the basis of the analysis of the texts from the first three months of 1999 it is 
possible to summarize certain observations and make a number of conclusions: 

• ln the media, the topic of corruption appears much more in general discourse 
rather th an through facts, interpretations, and serious analyses. The presence of 
the topic leaves the impression of substantial quantitative parameters but not of 
quality and results. Nevertheless, there is reason to believe th at to a certain extent 
the media do bring the problem to the attention of the public and in itself that may 
be interpreted as a precondition for more significant results in an anti-corruption 
perspective. 

• As a social relationship, corruption tends to be identified with corrupt individuals, 
i.e., the social relationship itself is not present in the media. 

• The media - and especially the press - often reproduce rumors and speculations, a 
circumstance that gives grounds to those concerned not to react to any accusa
tions made. 

• The media only present in more specifie terms rn inor crimes from the lower levels 
of the functioning of society. 

• The media fail to analyze or fully pursue any cases of corruption, and even the 
most sensational scandais are not followed through, but are reduced to fleeting 
remarks and gradually sink into oblivion. 

The reported findings from the first quarter mark the beginning of the Coalition 
2000 media monitoring. Already there is reason to claim that since late April, when the 
NATO operation and the Kosovo conflict stopped being the only news in Bulgarian 
media, corruption has become "the most fashionable: topic- to use the expression of a 
radio reporter. What is more, following a publication by a member of parliament from 
the opposition group of the Euroleft, the Prime Minister has ca lied for a thorough inves
tigation. The comparative analysis after the second quarter is certain to reveal definite 
changes in the media picture. 

The question remains, however, whether public and media practices will come to 
involve sorne serious investigations and tangible anti-corruption results. The research 
team ventures to make a moderately optimistic forecast and hopes it will not prove 
mere wishful thinking. 
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How Citizens Cope with Postcommunist Officiais: 
Evidence from Focus GroupDiscussions in 

Ukraine and thè Czech Republic 

William L Miller, Tatyana Koshechkina and Ase Grodeland 
University of Glasgow 

Summary 

Communist systems were notorious for providing their citizens with neither collec
tive influence nor individual respect. Free elections in postcommunist countries have 
provided citizens with a degree of political influence, but not necessarily with bett~r 
treatment by officiais- indeed, perhaps worse. As part of a wider study, this paper uses 
focus group methods to see how citizens in Ukraine and the Czech Republic view their 
interactions with officiais in two very different postcommunist countries. ln the Czech 
Republic they complain th at bureaucracy has increased with the tranistion from commu
nism, and they gossip about the need to use contacts and bribery, but their own experi
ence is much more positive. By contrast, in Ukraine they complain that corruption has 
increased because officiais are no longer afraid, and their accounts of the need for 
contacts and bribery extend from gossip to persona! experience. They see advantages 
in more "control" and more "fear". 

Introduction 

Good governance is not just a matter of high politics.'· Free elections should do 
more than offer an often confused or misleading choice of programmes and leadership: 
they should affect the general political culture, set the tone of democratie government, 
legitimate voters individually as weil as collectively, turn officiais and bureaucrats into 
"civil servants" and encourage government to respect individual citizens as weil as the 
collective decision of the whole electorate.2 ln their analysis of democratie culture, 
Al mo nd and Verba3 drew attention to the importance of wh at they ca lied "citizen compe
tence" and "subject competence", beth of which, they claimed, were required for a healthy 
functioning democracy.• ln terms of perceptions, Almood and Verba defined them as 
follows: citizen competence = percent who say they can do something about an unjust 
law on beth the national and locallevel; subject competence = %who expect serious 
consideration beth in a government office and from the police. Communist regimes 
were traditionally depicted as bureaucratie, in Laski's sense of that word rather than 
Weber's: "a system of government .... so completely in the hands of officiais that their 
power jeopardises the liberties of ordinary citizens."5 Citizens could expect neither se-

• See the notes at the end of article 
1 
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ous consideration nor fair treatment without sorne means of "interesting" the official in 
their case. Dependence upon the use of bribes and contacts was notorious. Like the 
Tsarist regime before it, parodied so weil by Gogol in The Government /nspector, the 
Soviet regime cou id reasonably be described as an "autocracy tempered by corruption" 
if nothing worse. A majority of respondents in DiFranceisco and Gitelman's survey of 
~migr~s from the old USSR regime, suggested bribery or connections could be used to 
change an unwelcome work assignment or to get a dull child into a good university 
department"; and surveys of those stillliving in the USSR tended to corroborate these 
findings. 7 Y et it was never qui te cie ar wh ether the use of bribes and contacts reflected a 
lack of "subject competence" and the ability of officiais to dominate citizens, or an ex
cess of "subject competence" and the ability of citizens to manipulate officiais. ln this 

. connection, DiFranceisco and Gitelman found that university graduates were only a 
little less likely than others to suggest bribery but far more likely than others to suggest 
using connections; and, moreover, they found graduates were overwhelmingly in faveur 
of a system of unequal treatment - which they could manipulate to their advantage• 
Even after the transition to democracy at the top such aspects of the political culture 
may be resistant to change. 9 

Or they may have changed for the worse. Si nee 1989 there have been severa! 
changes in the institutional and social context which might be expected to impact upon 
the behaviour of postcommunist officiais in ECE and the FSU: local government re
forms, which have been characterised as a move "from democratie centralism to local 
democracy" .10 Of the countries in our study only the former Czechoslovakia has imple
mented a far reaching purge of officiais from the old regime", and any improvements 
there have been offset by the loss of more competent officiais to better paid jobs in the 
growing private sector12

• So the issue is essentially one of "new thinking", the location 
of officiais in a new more democratie structure, a new working environment and new 
relationships, rather th an "new people". 

But the privatisation and restitution of state property and the general climate of 
economie and moral chaos which have accompanied the transition from communism 
encourage more self-interested action by citizens and officiais alike. Privatisation and 
restitution were designed in principle to widen consumer choice and provide fair treat
mentforthe formerly persecuted, but they also provided, and continue to provide, enar
mous opportunities for officiais to enrich themselves. 13 Privatisation or restitution is 
usually "a lengthy and tedious bureaucratie process,"complete with audits and apprais
als that generate legal quagmires"14; so that "it is often only a (substantial) bribe or an 
offer to share the property that can speed up the procedure"15. Farmers operate in "a 
climate dominated by clientalism and distrust for public institutions" and "the depend
ence of the private sector on selected individuals in the collective and state farm sys
tem" for access to equipment and supplies16. Finally, there is the impact of a general 
climate of economie and moral chaos. The transition to democracy has been accompa
nied by a collapse both of the old communist economie system, and of belief in the old 
communist value system17• Verheijen and Dimitrova point to "the general deterioration 
of values" and the "moral wasteland" in postcommunist countries as a prime cause of 
increasing corruption amongst officiais.'" The end of communism brought unemploy
ment (often weil disguised' 9), poverty, a sharp decline in health and welfare services, a 
rise in nationalist tensions, and a general climate of aggressive, often desperate, indi
vidualism and communalism, ali of which are likely to affect the relationship between 
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citizens and officiais adversely. Economie dislocation made many entrepreneurs and 
senior officiais conspicuously - and not al ways legitimately - rich, wh ile putting the in
cames of junior officiais under severe pressure. While local democratisation should 
have encouraged junior officiais to behave better, the moral chaos and economie pres
sures of the transition may have encouraged them to behave worse?0 How these con
tending influences are balanced is an empirical question. Lack of motivation, unclear 
responsibilities, difficult persona! circumstances (low wages), a bad example at the top 
and poor monitoring of their activities, ali provide conditions th at encourage corruption 
amongst junior officiais though they neither guarantee nor excuse it. 

ln her study of the use of "blat" (contacts and influence) in Soviet and post-Soviet 
Russia, Alena Ledeneva suggests that the transition from communism to a market 
economy had two effects upon the use of contacts and bribery in the FSU: first, the 
predominant use of "blat" shifted from the everyday lite of ordinary citizens up to the 
networks of former nomenklatura now turning themselves into quasi-criminal business
men, from the mass to the elite - which takes it out of the range of our research; but 
second, in the everyday lite of citizens - which is what concerns us here - crude mon
etary bribes increasingly supplemented or even replaced the subtle and sometimes 
civilizing use of contacts. 21 Our focus group discussions lend some support to both 
those conclusions. 

ECE and the FSU 

Our previous surveys of public opinion and democracy in five countries of the 
FSU/ECE showed that there were modest differences between the FSU and ECE on 
Almond and Verba'a first aspect of democracy: citizens in the FSU were only 10 percent 
less likely than in ECE to agree th at regular elections had at least some effect in making 
politicians do what ordinary people want.22 But there were much larger differences 
between the FSU and ECE when we attempted to tap perceptions of "subject compe
tence" using a slight variant of Almond and Verba's original questions: "Suppose there 
were some problems you had to take to a government office- for example, a problem 
about tax or housing. Do you think you would be treated fairly by the officiais in that 
office?" We fou nd citizens in the FSU were 39 percent less likely than those in ECE to 
expect fair treatment without recourse to bribes or contacts23; and Members of Parlia
ment in the FSU, 59 percent less than those in ECE.24 (Our interviewers were instructed 
to note any replies that indicated respondents would expect to get fair treatment "only 
by using connections or bribes", but not to offer this alternative if it did not emerge 
spontaneously.) Ukraine and the CzechRepublicwere at the extremes: citizens in Ukraine · 
were 49 percent less likely to expect fair treatment without recourse to bribes or con
tacts than those in the Czech Republic; and Ukrainian MPs 58 percent less. 
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Table 1: PUBLIC: Expect fair treatment by officiais (%) 

Ukraine Russia Hungary Slovakia Czech Rep. 

Y es 12% 16% 43% 53% 61% 

On ly with connections or bribes 20% 17% 7% 14% 5% 

No 67% 67% 50% 33% 34% 

Note: Based on 5769 (hour long) interviews with representative samples of the public. Nov-Dec 
1993. 

Table 2: MPs: Expect fair treatment by officiais (%) 

Ukraine Russia Hungary Czech Rep. 

Y es 21% 19% 79% 79% 

Only with connections or bribes 5% 8% 4% 5% 

No 74% 73% 17% 16% 

Note: Based on 504 similar interviews with Members of Parliament. Oct-Dec 1994. 

Expectations of fair treatment correlated very weakly- a most negligibly- with trust 
in "most ordinary people that you meet in everyday life" (r=0.07); but much more with 
trust in "the police" (r=0.21) or with trust in "the government" (r=0.24); so expectations 
reflected perspectives on the political and administrative system rather th an purely per
sona! psychological tendencies. 

Levels of trust in government varied from country to country of course. But th at 
failed to explain the varying numbers who expected fair treatment from officiais: those 
who "completely distrusted" the Czech or Slovak governments nonetheless expected 
fairer treatment from officiais than those who "completely trusted" the governments in 
Russia or Ukraine; th ose who described them selves as "opponents" of the government 
in Slovakia or the Czech Republic were much more likely to expect fair treatment from 
officiais than those who described themselves as "supporters" of the government in 
Russia or Ukraine. So expectations of fair treatment by officiais reflected more than 
general political satisfaction or dissatisfaction. 

Either officiais in the FSU really do treat citizens worse than in ECE, or citizens in 
the FSU have got more into the habit of complaining than in ECE -they have certainly 
had much to complain about in the past, and the old Soviet regime (cynically, perhaps) 
encouraged a "culture of complaining" as a system of controlling officiais, at least after 
the decree of 1967 though it had much earlier roots.'5 lt is just possible that the huge 
discrepancy between allegations of ill-treatment in ECE and the FSU, as revealed by 
our surveys, could reflect habits of conversation and complaint rather than the actual 
behaviour of officiais. But our focus group studies show that is not the explanation. 
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Table 3: PUBLIC: Expectations of fair treatment without bribes or contacts 

Ali 
Ukraine Russia Hungary Slovakia 

Czech 
respondents Re p. 

Amongst those who: 

completely trust govt 55% na 28% na 76% 87% 

mostly trust govt 48% 28% 25% 61% 64% 74% 

neither 42% 17% 18% 50% 64% 65% 

mostly distrust govt 26% 9% 13% 42% 46% 50% 

completely distrust govt 17% 8% 10% 30% 34% 32% 

"support" govt 48% 30% 22% 60% 65% 71% 

neither 32% 12% 15% 45% 52% 65% 

"oppose" govt 22% 8% 13% 34% 45% 42% 

Note: na = less than 20 respondents in this cell. 

To investigate the interaction between postcommunist officiais and citizens in more 
depth we have chosen the countries that differed most in our previous surveys, Ukraine 
and the Czech Republic. We have added Slovakia and Bulgaria, because they are 
close geographically and culturally to the Czech Republic and Ukraine respectively, 
without being quite the same in either case. Although this paper is based almost exclu
sively upon an intensive analysis of focus group discussions in Ukraine and the Czech 
Republic, a preliminary reading of the transcripts from our focus groups discussions in 
Bulgaria and Slovakia suggests the situation is intermediate in those countries but with 
Bulgaria, as expected, more similar to Ukraine, and Slovakia to the Czech Republic. 

Methodology 

Our full study involves four phases - focus group dicussions, followed by one-ta
one in-depth interviews, the large-scale surveys of public-opinion and of junior officiais. 
The focus-group discussions were designed to see whether people were willing to dis
cuss such a sensistive topic openly and, if so, how they did so-in their own words and 
with a minimum of prompting. The corresponding in-depth interviews were designed to 
see whether they sa id c!ifferent things in the context of a semi-public group discussion 
or a more private and confidential one-to-one discussion. Since these are small-sample 
techniques, large scale public opinion surveys will be necessary both to provide repre
sentative findings for each country and to permit detailed analysis of patterns within 
countries, and interviews with officiais will pro vide a "right of re ply". 26 
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The focus group discussions were video-recorded and transcripts produced in 
both the original language and English. These computer-readable transcripts provide 
not just a complete record but also allow a degree of computer-assisted analysis. We 
have used the QSR:NUD·IST (Revision 3) package for this purpose. 27 

The focus group discussions and in-depth interviews were completed in the sec
ond half of 1996. Altogether there were 26 focus group discussions: two in each of the 
capital cities, Kyiv, Sofia, Bratislava and Prague- one ofwhich, in each capital, included 
more highly educated participants; plus a focus group in a medium town, a small town, 
and a village in the Russian speaking area of east Ukraine around Donetsk, in the 
Ukrainian speaking area of west Ukraine around Lviv, and in each of the other three 
countries; plus a focus group centred on a geographically concentrated ethnie minority 
in Ukraine (Crimean Tartars), Bulgaria (Turks) or Slovakia (Hungarians). Correspond
ing to each focus group there was a set of 5 one-to-one in-depth interviews (6 with 
Ukrainian Tatars). Since these involved only 187 participants in focus group discus
sions and 131 in-depth interviews, never more than 55 focus group participants or 46 in
depth interviews in any one country, we cannot be sure that they are fully representative 
of the countries in question. Moreover, only those who had had some persona! contact 
with officiais (or the police) in the last one or two years were invited to participate. 
Nonetheless the design ensures th at the discussion groups and in-depth interviews in 
each country ranged from capital cities down to villages, that they ranged widely across 
the regions of each country, and that they were inclusive of ethnie Ukrainian and Rus
sian areas in Ukraine, as weil as concentrations of small ethnie minorities in Ukraine, 
Bulgaria and Slovakia. So although we cannot assume that they were strictly repre
sentative of the entire population in each country, it would be equally wrong to assume 
that they were wildly unrepresentative. lnsofar as strict representativeness is critical, 
our large scale follow up surveys will provide the necessary check. We accept, as we 
must, that our focus groups may not be representative - though we have no reason to 
be lieve that they actually are not, and some reason to hope that they are. 

There is a popular but fundamentally misconceived dictum that "qualitative data 
should not be subjected to quantitative analysis". Findings based upon the limited num
bers of participants in focus groups may be unrepresentative of the country as a whole. 
Alas, that is equally true, whether the findings are expressed in words or in numbers. 
Analysis of focus group material is usually based on the reviewer's imp.ressions sup
ported by selected quotations. Unfortunately that compunds the problem of representa
tiveness rather th an solving it, because the selected quotations may not even be repre
sentative of the discussions as they occurred. Quantitative analysis is entirely validand 
appropriate as a description of the discussions; it is the assertion that the discussions 
are necessarily representative of the country as a whole that is not - irrespective of 
whether the description of the discussions is expressed in words or numbers. To pro
vide an accu rate description of wh at people actually sa id in the discussions we shall use 
numberl:;' as weil as sufficient representative quotations. QSR:Nl:JD·IST provided a good 
method of selecting those quotations as weil as quantifying them. 
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Table 4: Design of the foc us group and in-depth interview phases 

Ukraine Former Czechoslovakia 
Bulgaria 

East West Slovakia Czech Rep 

Capital city (lower educ) Kyiv-8 *Sofia *Bratislava Prague-A 

Capital city 
Kyi v-A *Sofia *Bratislava Prague-8 

(higher educ) 

Medium town *Khartsysk *Striy *Yambol Zvolen 
*Hradec 
Kralove 

Volnovakha 
*Kutna 

Small town (FG) *Horodok *Straldja Presov 
Ho ra 

Maryinka (101) 

Nikolayevka 

Village 
(FG) 

*Sholomia *Tenovo Dolny Kubin *Oiesnice 
Rybinskoye 

(lOI) 

Ethnie Minority Sevastopol (Tatars) 
*Kardjali *Nove Zamky 

CC-
(Turks) (Hungarians) 

Total participants in Focus 
55 45 49 38 

Groups 

Total participants in 

associated ln-depth 6 30 30 25 
Interviews 

4: Design of the focus group and in-depth interview phases Notes: Ukraine: FGs 
in East Ukraine were located in the Donetsk region, those in West Ukraine in the Lviv 
region. They were chaired by Alexander Fedorishin, using the language chosen by the 
participants- Russian in Kyi v, Sevastopol and East Ukraine, Ukrainian in West Ukraine, 
where participants complimented him on his command of local vernacUiar Ukrainian. · 
Marichka Padalko provided simultaneous translation. XXXXX carried out the IDis. Bul
garia: FGs in Bulgaria were spread a cross Bulgaria. They were chai red by And rej Nonchev 
(except for the one in Straldja which was chai red by Elena Lazarova), ali in Bulgarian. 
Mitra Myanova provided simultaneous translation. Elena Lazarova carried out the IDis. 
Slovakia: FGs in Slovakia were spread across Slovakia. They were chaired by Patrik 
Minar in Slovak (except for the one in Nove Zamky which was chaired by Ladislav Koppl 
speaking_ in Czech while participants responded in Slovak). Zuzana Vrastiakova pro
vided simultaneous translation. XXXXX carried out the IDis. Czech Republic: FGs were 
spread across the Czech Republic. They were chaired by Ladislav Koppl in Czech. 
Klara Flemrova provided simultaneous translation. XXXXX carried out the IDis. Ali fa
eus group discussions were video-taped. Computer readable vernacular and English
language transcripts were made from the tapes. ln addition, simultaneous translation 
was provided du ring the 16 FGs marked with an astersk, which were attended by Miller. 
Koshechkina attended most of the FGs in Ukraine, and Grodeland ali of those in Bul-
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garia. Usually, five lOis were held in the same place as each FG (or in a neighbouring 
village or town, as indicated). Participants were selected and interviewed as in the 
corresponding focus group, but on a one-to-one confidential basis, though usually with 
an audio-tape record of the interview. 

But what are we to quantify? We have chosen the "text-unit" as our unit of 
analysis, defined as the contribution made by one persan at one point in the 
discussion, starting when that persan starts speaking and ending when the next 
persan intervenes. Such text-units could be as short as a ward or as long as a 
paragraph, though typically they extend to about two lines of text. lgnoring the 631 
text-units in the Czech Republic and 2634 in Ukraine which were contributed by the 
"moderators" who chaired the discussion. our analysis is based on the 1459 text-units 
contributed by focus group participants in the Czech Republic and the 5143 by 
participants in Ukraine. 

We read through the transcripts, indexing each text-unit according to various clas
sification schemes reflecting, for example, whether the text-unit refered to generalised 
hearsay and gossip or something more persona!, whether it mentioned arguing with an 
official or bribing them, whether the puropose was to obtain fair treatment or favourable 
treatment, and so on. This allows us to calculate how much of the actual discussion feil 
into various categories and combinations of categories. lt is important to note that ail 
percentages in ourfocus group analysis are percentages oftext-units, not percentages 
of participants. They tell us about the discussion itself, rather than about the partici
pants. 

lt is also important to note one essential difference between text-units in focus 
group discussions and the answers given in a typical opinion survey: a single text-unit 
can answer several questions. or give several answers to the same question: for exam
ple, "1 have heard that some people give large bribes, but 1 have never given anything 
more th an a box of chocolates as a token of appreciation" wou Id be classified as bath 
"general hearsay" and a "persona! statement", because it talks about bath. This need 
for "double indexing" means that the percentages of text-units in different categories 
usually sum to a little over 100 percent. Similarly it would be classified as referring to 
"large bribes" and mere "tokens"; and in a statistical analysis it would count, mislead
ingly, as referring to bath a "persona! statement" and "large bribes". ln practice, how
ever. such pathologies do not cause major problems for our analysis, si nee most- though 
not ali - text-units do, in fact, make a single integrated point. 

We drew up a detailed eleven page schedule of suggested questions which was 
translated into the local languages and used by moderators to guide the focus group 
discussions. lt had five sections, raising, in sequence, increasingly persona! and sensi
tive questions about: 

(i) attitudes towards the transition - bath to democracy and to a market economy 

(ii) general expectations - how officiais would "typically" treat citizens, and how citi-
zens might respond 

(iii) projective situations - what participants "would do" in certain specifie scenarios 
which we outlined, some of which were tailored to the characteristics of the group 
(we had special scenarios for village groups, and for ethnie minority groups, for 
example) 
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(iv) persona! experience- what had actually happened to participants, their close 
friends or relatives 

(v) past and future- how things had changed since the fall of communism, their ex
pectations for the future, their proposais for reform. 

Moderators, however, retained the flexibility to adjust to the flow of the discussion. 
Participants might spontaneously raise the "scenario" situations, or respond with tales 
of persona! experiences when they had only been asked about "typical" situations, for 
example, ma king later sections of the schedule largely redundant. Not surprisingly, this 
flexibility was used most in the Czech Republic and least in Ukraine. Variations in the 
sequence of discussion tapies have no effect upon our analysis, since we index ali 
comments according to their content, not the point in the discussion where they oc
curred but the omission of a tapie altogether prevents analysis. 

Findings 

Perspectives on the transition 

While there was wide support for the transition from communism, there was also 
wide criticism of the way the transition had been handled and, in Ukraine, some doubts 
about whether a transition had really taken place at ali. ln the Czech Republic the 
transition was accepted as a matter of course but criticisms of conditions und er the new 
regime were voiced: "the law of the jungle- he who's got money has got power ... harsh 
social policy" (PragueA 3)28

; "advanced countries were always saying ... the free market 
did not solve everything, that certain matters had to be solved by interference of the 
state" (PragueB 7). ln Ukraine the transition was more open to debate. lt had a lot of 
support especially, but not only, in west Ukraine: "The transition to the market economy 
is necessary as the whole world lives like that" (Horodok 1 ); "the whole world lives, and 
it lives better than we do in market conditions - 1 think that it was necessary to move" 
(Sholomia 5); "something had to be changed" (Khartsyzsk 6); "a market approach ... a 
very correct decision" (Sevastopol 4). But there was criticism of the way it had been 
done, coupled with justified scepticism about whether the transition had been to a mar
ket economy orto something else: "lt is a good thing but 1 think it should not be the way 
it has started in this country" (KyivB 1 ); "the state must regu~ate this process" (KyivB 4); 
"thèy broke everything apart and haven't built anything" (Sevastopol1 ); "we still haven't 
built a market" (Sevastopol 3); "privatisation is not being done" (KyivA 4); "they don't let 
private farms rise" (Sholomia 4). 

More relevant to our concems about the interaction between citizens and officiais, 
there was the perception in Ukraine - largely absent in the Czech Republic - that the 
transition was itself the final criminal act of the communist regime and its officiais. Th at 
perception was bound to encourage, or at the least excuse, corrupt behaviour by ordi
nary citizens in their dealings with the state. Som&'explicitly held the state responsible 
for the transition in the most all-embracing terms: "The state took responsibility fortran
sition to the market" (Sevastopol4); "lt stepped forth as the initiator, soit is the answer
able party" (Sevastopol 3). Others were more specifie about the transition from commu
nism being, paradoxically, a conspiracy by communist officiais against ordinary citizens: 
"what's going on now is a lie of the first arder" (KyivB 4); "it's clear th at [the transition] is 
being effected with the old Soviet methods- the same special shares, special distribu
tions, and special priviledges everywhere" (Sevastopol4); "everything is being eut dawn 
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(iv) persona! experience - what had actualiy happened to participants, their close 
friends or relatives 

(v) past and future- how things had changed since the fali of communism, their ex
pectations for the future, their proposais for reform. 

Moderators, however, retained the flexibility to ad just to the flow of the discussion. 
Participants might spontaneously ra ise the "scenario" situations, or respond with tales 
of persona! experiences when they had only been asked about "typical" situations, for 
example, making later sections of the schedule largely redundant. Not surprisingly, this 
flexibility was used most in the Czech Republic and least in Ukraine. Variations in the 
sequence of discussion tapies have no effect upon our analysis, since we index ali 
comments according to their content, not the point in the discussion where they oc
curred but the omission of a topic altogether prevents analysis. 

Findings 

Perspectives on the transition 

Wh ile there was wide support for the transition from communism, there was a iso 
wide criticism of the way the transition had been handled and, in Ukraine, sorne doubts 
about whether a transition had realiy taken place at ali. ln the Czech Republic the 
transition was accepted as a matter of course but criticisms of conditions und er the new 
regime were voiced: "the law of the jungle- he who's got money has got power ... harsh 
social policy" (PragueA 3)26; "advanced countries were always saying ... the free market 
did not solve everything, that certain matters had to be solved by interference of the 
state" (PragueB 7). ln Ukraine the transition was more open to debate. lt had a lot of 
support especialiy, but not only, in west Ukraine: "The transition to the market economy 
is necessary as the whole world lives like th at" (Horodok 1 ); "the whole world lives, and 
it lives better than we do in market conditions - 1 think that it was necessary to move" 
(Sholomia 5); "something had to be changed" (Khartsyzsk 6); "a market approach ... a 
very correct decision" (Sevastopol 4). But there was criticism of the way it had been 
done, coupled with justified scepticism about whether the transition had been to a mar
ket economy orto something else: "lt is a good thing but 1 think it should not be the way 
it has started in this country" (KyivB 1); "the state must regulate this process" (KyivB 4); _ 
"they broke everything a part andhaven't built anything" (Sevastopol1 ); "we stili haven't 
built a market" (Sevastopol 3); "privatisation is not being done" (KyivA 4); "they don't let 
private farms rise" (Sholomia 4). 

More relevant to our concerns about the interaction between citizens and officiais, 
there was the perception in Ukraine - largely absent in the Czech Republic - that the 
transition was itself the final cri minai act of the communist regime and its officiais. Th at 
perception was bou nd to encourage, or at the least excuse, corrupt behaviour by ordi
nary citizens in their dealings with the state. Sorne explicitly held the state responsible 
for the transition in the most all-embracing terms: "The state took responsibility fortran
sition to the market" (Sevastopo14); "lt stepped forth as the initiator, soit is the answer
able party" (Sevastopol 3). Others were more specifie about the transition from commu
nism being, paradoxically, a conspiracy by communist officiais against ordinary citizens: 
"what's going on now is a lie of the first order'' (KyivB 4); "it's clear that [the transition] is 
being effected with the old Soviet methods - the same special shares, special distribu
tions, and special priviledges everywhere" (Sevastopol4); "everything is being eut down 
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[on the collective farm] in order to reduce the priee to a minimum so th at certain 'uncles' 
can buy everything free" (Sevastopol5); "eut back on production, eut back on workers .... so 
that they could privatise them at low cost" (Sevastopol 6); "old managers remain in new 
structures .... they knew that the Soviet Union wou Id be collapsing [and took] a combine 
harvester or any other machine" (Sholomia 2); "we've got nothing to cultivate land with, 
there's neither tracter nor combine" (Sholomia 3); "they have given out plots of land that 
are useless" (Sholomia 4); "the former managers are now directors of banks, private 
commercial ones" (Sholomia 4); "those in power are the same, but [our]life has become 
100 times worse" (Volnovakha 1). 

The criticism extended to elected posfcommunist politicians. Elected deputies were 
widely seen as being iri politics for their own persona! advantage. Comments about 
elected politicians in Ukraine sometimes alledged indolence or incompetence: "they' re 
far away from us and they don't know our expectations - they don't want to listen" 
(Nikolaevka 4); "many of them were sincere ... but many are just incompetent .... we have 
lots of illiterate people there" (KyivA 1); "there came offended people, they rule more 
with emotions than with their head" (Stryi 3). But frequently they alleged simple self
interest: "power is necessary for money" (KyivB 6); "even if one honest person finds 
himself there, he can't change anything because the majority do just so" (KyivB 1 ); "a 
good half of them ... look more after their own interests" (Horodok 1); "everyone is for 
themself' (Volnovakha 3); "wh y did it take so long to adopt the Constitution? Because ali 
boiled down to the persona! interests of deputies ..... we've got nothing to buy a piece of 
bread with, and the comrades travel to Atlanta, can afford cruises" (Khartsyzsk 3); "they' re 
stuffing the ir wallets" (Nikolaevka 3); "just live weil yourself.. .. shielding yourself with the 
help of deputies' immunity is necessary when your pocket is full" (Volnovakha 1 ). Such 
comments were absent from the Czech discussions, possibly because the Czech mod
erator did not raise this issue explicitly, but in neighbouring Slovakia where the modera
tor did rai se the issue, participants also responded negatively though with a little more 
humour and less venom: "you couldn't trust them - they themselves do not trust each 
other ... l do not have an opinion and if 1 did it would be negative" (BratislavaA 8); "ifs the 
worst thing wh en communists start to build capitalism- they combine the worst qualities 
of both" "1 agree" "1 feel offended by being represented by people like this" (BratislavaB 
4,8,1 successively); "everybody defends their own interest" "1 strongly agree" "me too" 
(Dolny Kubin 6,7 ,1 successively); "here politicians strive to get into the cabinet in order 
to gain financially ... it's like 'first of all·we will steal everything, as for what happens 
afterwards, why worry about the future' " (Zvolen 7). ln Slovakia there were a few more 
ambiguous comments however, which makes them at least relatively positive: "they 
only think about themselves ... first themselves and only then the others" (Presov 5); 
"they are interested in people but only in the pre-election campaign" (Dolny Kubin 2); 
"they may strive to do something but 1 think they are very slow in doing it" (Presov 2). 29 

The impact of the transition on the behaviour of officiais 
"'' Attitudes towards officiais generally, were more negative th an positive in both coun-

tries. We systematically indexed ali text-units which mentioned officiais according to 
whether they revealed positive or negative attitudes towards them: many comments 
were neutral, non-evaluative, or combined pra ise and criticism, but in the Czech Repub
lic the balance was negative by 38 percent to 11 percent, and in Ukraine by 27 percent 
to 7 percent Even the frequent comment that the behaviour of officiais depended on the 
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"persona! quality" of the officiais and could not be generalised implied a Laskian rather 
than Weberian bureaucracy, since one of the ambitions of the latter wou Id be to make 
its service predictable and impersonal. 

On the ether hand, indexing text-units by whether they suggested the behaviour of 
officiais under the postcommunist regime was now better or worse than under commu
nism, indicated an improvement in the Czech Republic, even if only by the narrow mar
gin of 31 percent to 23 percent; but a turn for the worse in Ukraine, by the massive 
margin of 45 percent to 8 percent. Significantly also, the Czech discussions were less 
critical of postcommunist change when talking about offici<;~ls than when tai king about 
ether aspects of the change; wh ile the Ukrainian discussions were even more critical 
when discussing the behaviour of officiais than when tai king about ether aspects of the 
change. 

ln the Czech Republic the main criticisms concerned inefficiency, incompetence, 
unhelpfulness and bureaucracy rather than the need to resort to contacts and bribery. 
At the level of the ordinary citizen, bribery was more associated with the lack of con
sumer goods and services under communism, than with junior government officiais in 
the postcommunist period. And sorne participants made excuses for officiais: "unfortu
nately there are also people who really know how to bug an official" (PragueA 1 ). The 
minority of Czech text-units which suggested a change for the worse, focused more on 
increasing bureaucracy than increasing corruption: "the paper work has increased sub
stantially" (Kutna Hora 9); "bureaucracy has grown and one cornes into contact with 
officiais more often now th an in the past" (PragueA 3); "there's more paper work today 
as compared with the past...you need so many documents ... we need more of these 
papers than in the past, and for sorne people it's begining to be too many" (PragueB 7). 
And almost halfthe relevant text-units indicated no change:"they haven't changed, have 
they?" (Kutna Hora 7); "where new officiais have ta ken over, they are often not experts, 
so nothing has changed" (Kutna Hora 4); "old structures survive .... in relation to officiais, 
those who accepted [bribes] before, accept them today as weil, and the newcomers 
have learned very quickly" (Kutna Hora 5); "maybe it has shifted higher ... because of a 
type of mafia- in Perlovka [a street in central Prague occupied by prostitutes] they [the 
authorities] do not pay any attention toit; so it's clear there must be something in that." 
(PragueB 3). 

Complaints about officiais went beyond allegations of bureaucratie inefficiency in 
Ukraine however. Certainly they included inefficiency and unhelpfulness: "nobody gives 
comprehensive information" (KyivA 5); "low level officiais exploit their authority" (KyivA 
3)'; "[officiais] choose who they're going to receive .... a simple problem always turns into 
a complicated one" (Striy 3); "you come and there's a chairman but no secretary, or 
there's a secretary but no chairman" (Sholomia 4); "one has to wait for half a day until 
he'lllook into it there" (Sholomia 1 ); "reluctance to look carefully into the problem with 
which a person cornes" (Khartsyzsk 6); "you sit in front of a door for two-three hours'"" 
(Volnovakha 1 ); "he doesn't want to bother with it" (Nikolaevka 2). But they also in
cluded extortion: "there are decent people [officials]. .. and it is great to deal with them ... but 
the system lets them take bribes ... encourages bribes" (KyivA 2); "if it's urgent you should 
go with a present, and then your problem will be solved more simply, you'll be treated 
with respect, the problem will be solved quickly, competently" (KyivB 2); "now ... you may 
be told at every turn which sum of money, whom to give" (Horodok 1); "if you want to 
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solve [a problem], you have to take something along" (Khartsyzsk 3); "like from a good 
joke - 'give me a cigarette, give me a match' - 'maybe 1 could give you my lips too?"' 
(Khartsyzsk 5). 

Moreover the reasons given for why things had got worse under the new regime 
had a quite different flaveur in Ukraine from the Czech Republic. A few text-units men
tioned confusion caused by rapid changes in the law: "there's one law today, another 
tomorrow, a third the day after tomorrow" (Volnovakha 2). Seme partially excused offi
ciais because their salaries or perks had declined: "they had no bad salaries [in the 
past]" (KyivB 4); "any junior official [under the communist regime] could get lots of social 
benefits for himself' (KyivB 5); "the same militia, they [new] geta pittance" (Stryi 5); "you 
come to a doctor .. who doesn't have a sa lary" (Stryi 4). But the most frequent explana
tion was that officiais were "afraid" under communism, but "afraid" no longer. Afraid of 
losing their jobs: "they were afraid of losing their place" (Horodok3); "they were afraid of 
losing the ir position" (Horodok 1 ). Afra id of the party: "they were punished ... the re was 
discipline. They were afra id of the party organisation" (Stryi 3); "the re was a party .... they 
were afraid of it'' (Horodok 4); "there was a kind of party discipline" (Sholomia 2). Or 
sim ply afraid: "they were afraid, they were just afraid" (Sholomia 6); "maybe then they 
were afraid" (Volnovakha 1); "fear was at work" (KyivB 5); "it was stricter before" 
(Volnovakha 5). But no longer: "they aren't afraid [new] and they don't respect the law" 
(Horodok 3); "[now] they' re afraid of nothing, no one- that's why there is no hope for the 
better" (Khartsyzsk 3). The one or two references to fear in the Czech discussions were 
tentative and qualified as weil as unusual: "depends on the place, but 1 think they used 
to be more frightened" (Oiesnice 6); "there may be certain institutions where people 
[citizens] formerty did not dare give a bribe, 1 mean police or customs authorities" (PragueB 
1 ). But what was tentative and infrequent in the Czech discussions was assertive and 
frequent in the Ukrainian. 

Table 5: Attitudes to postcommunist changes 

Text-units about changes which do not Text-units about changes 
mention officiais which mention officiais 

Çc?ech Rep Ukraine Czech Rep Ukrajne 

% % % % 

Setter now 27 17 31 8 

Neutral 44 52 46 48 

'Narse now 35 31 23 45 

(Total N) (97) (378) (64) (183) 
--. 

Note: Percentages are percentages of relevant "text-units" in the focus group discussions, 
not of participants. The total number of relevant text-units on which percentages are based 
is shawn in brackets at the foot of each column. 
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Dealing with officiais: what and wh y 

What ki nd of officiais did participants talk about? Obviously, in the "projective situ
ations 1 hypothetical scenarios" section of the discussion, the types of officiais were at 
least parti ally determined by our schedule rather than the participants themselves. Our 
standard scenarios included problems with getting a relative into a hospital and getting 
proper treatment (drugs, painkillers etc.), problems with public housing (repairs, mov
ing), privatisation (housing in the town groups, land in the village groups). ln Ukraine we 
added special scenarios about obtaining internai and external passports; and in the 
Czech Republic about being stopped by the traffic police for speeding. ln discussions 
with minority groups (Crimean Tartars, Turks and Hungarians) we asked about prob
lems of schooling in the minority language. 

But scenarios only accounted for a minority of text-units in which strategies for 
dealing with officiais were mentioned - 20 percent in the Czech Republic and only 12 
percent in Ukraine. The bulk of references to officiais came in reply to neutrally worded 
questions about "the typical situation" involved in dealing with officiais, or about the 
participants own experience. Quite naturally, general discusion of the "typical" behav
iour of officiais often ommitted to specify a particular type of official. So 30 percent of 
relevant text-units in the Czech discussions and 4 7 percent in Ukraine were not focused 
on one particular category of official. Amongst the rest, officiais in health care, local 
government, and the police/militia figured especially prominently. They were supple
mented by a range of other officiais in social security offices, labour exchanges, local 
authorities and, in sorne groups, financial, tax and land registry offices. 

Perhaps more important than the type of official was the motivation for the interac
tion. lndexing text-units on dealing with officiais according to whether the citizen ap
peared to be seeking an entilement or a favour showed that the Czech discussions 
focused more on seeking favourable treatment th an fair treatment by a margin of 45 
percent to 34 percent; but in Ukraine they focused more on the minimum objective of 
obtaining fair rather than favourable treatment by the even larger margin of 50 percent 
to 18 percent. Fair or unfair treatment typically involved routine processing of docu
ments relaing to employment, pensions, child allowances, tax, marriage, passports, 
land registration, moving flats, or getting in to hospital. lt was regarded as an unfair 
infringement of citizens rights wh en they were treated unhelpfully, wh en officiais refused 
to do btJsiness long before the formai closing time of the officë, refused to authorise 
repairs to state flats, lost documents, took many months to process an application for a 
pension or for land restitution, or showed little concern for citizens problems. For exam
ple: "[when a man took his wife to hospital in an emergency situation] the nurse goes to 
wake the doctor up ..... he feil asleep three times .... she had to wake him up three times 
(Oiesnice 1 ); "everybody brought the documents for the subsidies ... they [the officiais] 
lost ali the documents" (Horodok 4); "a water main has broken in the street, the water/ 
sewer office doesn't help" (Khartsyzsk 6); "queues of these old feeble women and old 
men are staying in orderto receive the grant" (KyivB 4); "his passport had been lost. ... l 
went to get him [her brother] from the morgue- they gave me the body and sa id 'we're 
not giving you any kind of copy [including certificates needed to daim benefits] about 
the death ... [unless you] give us the passport'" (Nikolaevka 4). 

Faveurs often consisted of getting something done faster th an could reasonably 
be expected: "if 1 pay sorne extra money they have it ready for me in an instant. ... an 
example, 1 need an extract from the land register and 1 know they have fixed terms but 
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1 need it today" (Hradec Kralove 4); " sorne [medical] examinations could be speeded 
up" (Hradec Kralove 4); "just after closing lime there was this other guy and he says, 
look miss, 1 will pay you for half an hour's work" (Oiesnice 2); "just ta make the bureau
cratie machine work faster" (Striy 4); "in the passport department they say, 'do you want 
ta get this document faster?"' (Horodok 1 ); "he has a big pile of work accumulated and 
1 need something done faster" (Nikolaevka 3). 

Other fava urs involved avoiding legal costs in various ways: "1 forget ta ha nd in my 
tax return by May 3rd, and they, as friends,wrote Apri129th" (Oiesnice 4); "for a speed of 
165 km/h they first threatened legal [proceeedings, then it went dawn ta a 2000 crown 
fine on the spot and finally it changed ta 500 crowns which 1 gave them very quickly" 
(Kutna Hora 8); similarly, "1 paid 200 crowns knowing thal it could have been 800" 
(PragueB 3); "1 go for a preventitive examination twice a year and si nee at my age 1 am 
only allowed ta go once, 1 always bring them coffee and the dentist turns a blind eye ta 
it and does not charge me anything" (PragueA 6). "if you go through the chiefthen there 
would be an official sum of money, and if you wou Id talk il over with the secretary, weil, 
il would be ... " (KyivB 1 ); "the customs officers saw thal we had alcohol ... we say 'didn't 
someone tell you about us?" (Horodok 4). 

Others involved something more: "when 1 tender for a job ..... now 1 need a friend [in 
the office] who can hold jobs for me" (Oiesnice 2); "everybody knows thal ta get into 
1,miversity he has ta give something" (Horodok 6); "gave money ... to guarantee [univer-
sity] admission" (Sholomia 6); "is your son getting bad [school] grades? ... well if you 
bring something" (Khartsyzsk 3); "mum, thal girl got an excellant because ... " (KyivB 5); 
"you can even gel your foreign passport in a week ... without changing this old [internai] 
passport for the [new] Ukrainian one ... there is a law ... until you change your [internai] 
passport ta the [new] Ukrainian one, il is impossible ta get your foreign passport without 
a bottle of cognac and a box of sweets" (KyivB 1 ). 

Table 6: Objectives 

Czech Rep Ukraine 

% % 

' Rights 35 50 

Favours 45 19 

Unclear 25 33 

(Total N) (437) (1031) 

Note: Percentages are percentages of relevant "text-

units" in the focus group discussions, not of participants. 

The total number of relevant text-units on which 
percentages are based is shawn in brackets at the foot 

of each column. 
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Dealing with officiais: how 

How can citizens deal with officiais? What coping strategies can they use when 
faced with unfair (or unacceptable) treatment? There are many possibilities. 

Acceptance: They can sim ply accept the treatment they are given; do what they 
are told and hope for the best: "pay [the traffic fine] in any case and be very polite and 
humble and it [the fine] will be less" (Kutna Hora 3); "when you want to afforest a piece 
of meadow, you spend a year running round offices" (Oiesnice 6); "my husband died 
... and 1 applied for a widow's pension .... ! had to queue for many otherthings .... the worst 
was ... where 1 had to queue for four hours ..... it's a real burden for me and it isn't finished 
yet" (PragueA 6); "unfortunately they chucked me out" (PragueB 3); "they were old 
people and they were alone ... and people like that do not fight for themselves" (PragueB 
4 ); "you have to stay the re for a long wh ile to have your question resolved" (Horodok 1 ); 
"they can scream at you if they do not like the way you look, dressed -they can tell you 
to come some ether time ... you turn and leave with nothing" (KyivB 4); "one place- you 
take the paperthere, bring it to another place- the communal agency orwhatever- take 
a paper from your employer- there. Just wh at have we become? We - 1 have become 
an ordinary courier'' (KyivA 2); "this is the police ... ifthey say you need such and such a 
paper, then you have to bring it to them, or else they won't lift a finger" (Nikolaevka 1 ); 
"without rights, without land, without property" (Sevastopol 5); "without our own land ... the 
return of the property is-out of the question" (Sevastopol 6); "1 clearly understood from 
the very beginning that it wou Id not do any good ... l came there, turned round, and went 
home" (Striy 4); "eight months have passed, and nothing 1 hear" (Volnovakha 1 ). 

Persistence: They can immitate the widow in the bible, faced with an unjustjudge, 
and be persistent in the hope that the official - like the biblical judge - will eventually 
decide it is more trouble to continue refusing the request th an to grant it: "1 prefer annoy
ing them by saying a hundred times ... " (Hradec Kralove 3); "1 stuck to my guns and 
managed to sortit out, although 1 had togo there many times" (Hradec Kra love 6); "they 
throw me out of some places, 1 have to come another ti me, but 1 have to, right" (Oiesnice 
4); "drop in there every week and when they see me at the door they say to themselves 
'Oh God, she's here again, let's give it to her and get rid of her'" (PragueB 6); "it's like 
by inertia that these elderly people go aga in and ag ain to the chairman of the executive 
committee,pecause there's nowhere else togo" (Khartsyzsk 3); "you have to be there 
every day ... it takes visiting bureaucrats to de ath- up to wh en it pesters" (Volnovakha 1 ); 
"1 was paying a visit to the head of the executive committee every day" (Sholomia 4); 

... and with, we assume, poetic exaggeration "1 have the experience of going thousands of 
times to receive a certificate" (Sholomia 3). 

Argue/threaten: They can argue with the official or even threaten them- argument 
covers everything from quiet reasoning to laud abuse: "1 said 1 must have given you the 
[old] passport or you wouldn't have given me a new on~ ..... she was puzzled. apolo
gized, but ifit had happened the otherway round, ifwe made a mistake ... " (Oiesnice 4); 
"1 stood there like this, grabbed the technician ... l swear a bit, like the ethers do" (Oiesnice 
2); "1 wou Id require that he [traffic cop] cou Id prove it" (PragueB 5); "1 did talk them out of 
fining me several times in the past" (PragueA 3); "l'd say the officiais are afra id of them 
[gypsies] ... and when a horde of them marchin they [the officiais] are completely lost.. .... but 
1 try to convince them [officiais] by the force of my argument" (PragueA 4). 
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The Ukrainian approach to argument was more robust th an th at, to say the least: 
"1 ra ise my voice and emphasise to the person that he or she is not at the place where 
he belongs" (Horodok 3); "1 would probably go crazy" (Volnovakha 4); "make a big fuss ... l 
had to throw a hysterical fit - then they gave it to me" (Khratsyzsk 2) - though "my wife 
would make a big fuss, but 1 would probably most likely look for money'' (Khratsyzsk 5); 
"when 1 yell at someone" (Khratsyzsk 1 ); "if you do not need a passport urgently, or if 
you do not have money, you can be rude and shout at them" (Sholomia 4); "1 was really 
mad ... when a person enters the office and opens the door with his leg, then the official 
knows that this is a tough one to deal with, and they will at once give away everything 
that person wants" (KyivA 1 ); "we have to take them by their throat" (KyivA 6); "people 
get nervous, blow up, yell at each other .... here my daughter burst into tears ... l phoned 
the KGB and asked 'who are you trying to catch? .. we're not in Moscow, we're in Ukraine, 
on our own land!"' (Sevastopol 6). ln the Czech accounts, "argument" sometimes had 
the character of a parleur game, but in the Ukrainian accounts they consistently had the 
character of a street brawl. 

Appeal: Appeal to higher authority, to the press, orto elected officiais: "1 would 
simply go higher" (Hradec Kralove 6); "go up the ladder" (Horodok 2); "to the head 
doctor ... to the District Executive Committee ... to the passport department head" (Horodok 
1 ); "to the village soviet" (Nikolaevka 1 ). Or even higher: "1 wrote to the Region execu
tive office" (Volnovakha 1 ); "just today 1 have written to the Mayor'' (PragueA 7); "a 
Tartar turns to the Medzhlis first of ali" (Sevastopol4). Or right to the top: "she wrote to 
the Minister'' (Oiesnice 3); "she started writing to the Presidential Office, to Parliament 
and 1 cannot remember the third institution she turned to, an then the ice broke" (PragueB 
1 ); "my father gave up on it and wrote a letter to the Supreme Council" (KyivA 6); "we 
have appealed to the Supreme Soviet of Ukraine many times" (Sevastopol 5). Sorne 
thought it a useful strategy: "usually, very often, this works, fear of the boss .. l go up the 
ladder" (Khatsyzsk 1); "Kirnos, the head of the executive office spoke on the phone so 
those guys had to come next day and do everything (Volnovakha 3); "1 want to say 
thank you to comrade lgnatenko for the fact that my problem ... was solved right away" 
(Khartsyzsk 2). But others did not: "then it was easier, when there was the first secretary 
of the party city committee ... now there's no power like that" (Khatsyzsk 3); "we try to 
appeal for help as little as possible" (Khatsyzsk 4). 

Bribery: There remains, however, the use of contacts, influence, and briberywhich 
featured so mucb.both in the academie literature and everyday conversations about the . 
FSU/ECE30. Bribery can vary from a box of chocolates or a packet of coffee - usually 
described by both donor and recipient as a "present" rather th an a "bribe" - to what is 
called in the Czech Republic "an envel ope" and more plainly in Ukraine as "money'' or 
"dollars": "1 pay sorne extra money ... another option is a gif!" (Hradec Kralove 4); "money 
as a rule is not 'coupons' [Ukrainian temporary currency]" (KyivB 4); "people give dol
lars" (Sholomia 4 ). 1 n general terms this was seen as widespread, especially in Ukraine: 
"now, anywhere you go, they can even tell you how much, whom to give, and for what 
sort of matters" (Horodok 1 ); "they'd better have a priee list" (Sholomia 5); and often 
involuntary: "maybe you wanted to, maybe you didn't want to, but they took it from you 
-they tell you a specifie su m" (Kharstsyzsk 6); "if a bureaucrat has even a slight chance 
to make something on you, he will do everything in order to get it from you" (KyivA 4). 
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Contacts: "ln order to get to any of our authorities you have to be brought to them 
'on a tray'" (Striy 3); "we told them the name of the high official ofthat custom point who 
could help us get through .... we knew each other before ... their head told the officers to 
leave us alone and let us through" (Horodok 4). The contacts needed for influence or 
bribery may be chosen because they are close to the citizen- family, friends, colleagues 
from work, school or university, perhaps near neighbours: "1 was lucky; llived in a house 
where in each apartment lived a lot of people- and llived with the chief of police" (KyivB 
5); or because they are close to the targetted official and therefore known to have 
access and influence - a secretary or a nurse in a hospital may provide access to a 
doctor, for example. Some may be old acquaintances of the citizen now pressed into 
new service; ethers are "discovered" specially for the occasion. ln the Czech Republic, 
contacts ("znami") were acquantainces of various kinds - "family, friends, former class
mates" (Hradec Kralove 3); "friends or relatives" (Oiesnice 4); "rather people 1 know, 
who help me, but they are not contacts in the true sense of the word" (PragueB 7) -
rather than specialist "fixers". ln the Czech village of Olesnice the help of friends was 
important and did not require payment: "tit for tat" (Oiesnice 1 ); "l'li do what he needs 
next" (Oiesnice 4); "she [a nurse who gave treatment on a Sunday] would not take 
money .... she even hesitates over the chocolates, you instead give them to her children" 
(Oiesnice 4 ). ln Ukraine such people were a Iso important though the re was rather more 
emphasis on searching for useful contacts, and on paying them for their services: "of 
course, acquaintances wouldn't do anything for you without money either" (Sevastopol 
6); "if you have to give a rouble, then through a go-between it'll take two roubles be
cause you have to give the go-between something" (Sholomia 5). 

Other strategies: ln the course of our discussions other stategies were mentioned. 
There were a very few references to the possibility of forming some kind of protest or 
action group, or going to court. Rather more frequently participants mentioned various 
"knowledge" based strategies which ranged from checking up on the law before meet
ing an official, or even taking a lawyer along to the meeting, to strategies that came 
close to the use of "contacts" - "knowing the ropes", inside knowledge about how a 
bureaucracy operated or who had the power of decision, not using a "contact" with a 
specifie person, not doing any faveur for an official, but knowing which official (by posi
tion rather than by name) to approach. Such knowledge is not the same thing as use of 
contacts but it merges seamlessly into it. Finally there were a miscellaneous set of 
other strategies, mainly concemed with persona! appearence and behaviour, and frquently 
described by participants as using "psychology''- a pleasant sm ile, a word of sympathy 
for an overworked official, an attempt to establish a degree of hu man rapport, a style of 
dress that was neither so slovenly as to fuel the official's arrogance nor so stylish asto 
excite the official's jealousy: "if a person is courteous" (Horodok 3); "speak politely" 
(KyivB 3); "'1 see you have a lot of work he re"' (KyivA 5); "it depends on sex-appeal or on 
psychology, yes just that, how to talk the policeman round" (Kutna Hora 7): on appropri
ate dress "if ypu go to the revenue office to file a tax return, overalls would certainly be 
a better choice [than a smart suit]" (Hradec Kralove 4); "when 1 got dressed up and was 
wearing something better than the women [officiais] there, everything went wrong" 
(PragueA 3); "act the idiot" (PragueA 5); or, try a joke such as, in reponse to being 
stopped for speeding, "1 told him [the traffic cop]l usually go much faster here but 1 
couldn't because 1 was behind a truck ... and thanks to that 1 didn't run you over ... he 
started to laugh too" (PragueB 2); "When 1 yell at someone, he could even refuse to 
take the bribe and totally spit on me" (Khartsyzsk 1 ). 
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Most of the text-units that mentioned coping strategies referred to what ciiizens 
would do, or had actually done, under the postcommunist regime - 85 percent in the 
Czech discussions and 94 percent in Ukraine. A very few referred to the old regime -
usually (though not always) in response to an explicit question about how things had 
changed since the fall of communism. Rather more, 13 percent in the Czech Republic 
and 6 percent in Ukraine, were negative statements denying that sorne strategy was 
used, would be used, or had been used; nearly ali ofthese deniais referred to bribery. 

Bribery was the most frequently mentioned strategy in both countries, but it was 
a Iso the one on which they differed most. lt was mentioned in 26 percent of relevant 
Czech text-units and 42 percent in Ukraine. Argument was mentioned more in the Czech 
Republic (12 percent versus 5 percent), as were the use of friends and contacts (17 
percent versus 11 percent), or "psychology" (8 percent versus 3 percent); but appeals to 
higher authority were mentioned more frequently in Ukraine (11 percent versus 4 per
cent). Passive acceptance was mentioned about equally, at around 17 percent, in the 
two countries. 

Within Ukraine contacts got more mentions in west Ukraine (20 percent) and ap
peals in east Ukraine (19 percent), but the emphasis on bribery was strikingly similar 
throughout Ukraine: 39 percent in the three east Ukraine discussions, 45 percent in the 
three west Ukraine discussions, and 50 percent in the two Kyiv discussions. The one 
discussion with Cri mean Tatars- mainly activists, including members of the Medzhlis (a 
Tartar representative body) - was exceptional: they gave unique emphasis to passive 
acceptance (40 percent compared to 17 percent in Ukraine generally); and unusually 
little attention to bribery (23 percent). The Tartar discussion group also mentioned the 
"appeal" stategy quite frequently (15 percent) both in connection with appeals to the 
Medzhis and to the Ukrainian parliament. Correct or not, th at was certainly the image of 
them selves they wished to project. 
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Table 7: Coping strategies 

Czech Rep Ukraine 

% % 

NOW Now total 85 Now total 94 

Accept 16 17 

Persist 5 6 

Argue 12 5 

Bribe 26 42 

Contact 17 11 

Appeal 4 11 

Knowledge 6 3 

"Psychology" etc. 8 3 

PAST ONLY Past total4 Past total 2 

Bribe 3 1 

DENY Deny total 13 Deny total 6 

Bribe 10 4 

(Total N) (626) (1053) 

Note: Percentages are percentages of relevant "text-
units" in the focus group discussions, not of participants. 
The total number of relevant text-units on which 
percentages are based is shown in brackets at the foot 
of each column. 
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Table 8: Coping strategies - by region in Ukraine 

East West 
Ky iv 

Crimean 
Ukraine Ukraine Tatars 

% % % % 

NOW: 

A cee pt 15 11 16 40 

Persist 5 7 5 5 

Argue 7 3 6 6 

Bribe 39 45 50 23 

Contact 6 20 9 9 

Appeal 19 6 4 15 

Knowledge 5 1 6 1 

"Psychology" etc. 1 2 4 ' 5 

Court 3 3 0 0 

DENY: 

Bribe 5 4 3 3 

(Total N) (343) (339) (245) (126) 

Note: Percentages are percentages of relevant "text-units" in the 
focus group discussions, not of participants. The total number of 
relevant text-units on which percentages are based is shawn in 
brackets at the foot of each column. 

Bribes, tokens and presents 

Many of the participants in ail the discussions would refuse to accept that sorne of 
the text-units we have classified as being about bribes were about anything more than 
"presents" ("darky" in Czech), "tokens" ("pozornosti" in Czech; "viddyaka", "podiaka" in 
Ukrainian), "little brakes" ("tormozok, tormozka, tormozochek" in Russian),: "a gifU simply 
make the atmosphere more pleasant" (Hradec Kralove 4); "more as a token" (Kutna 
Hora 9); "how much l'rn grateful" (Kutna Hora 8); "not a bribe, rather a gift" (Oiesnice 4); 
"a token out of politeness" (PragueA 2); "a token out of decency" (PragueA 3). There 
was sorne discussion in the focus groups about the semantics of "presents" versus 
"bribes". According to sorne participants, the critical distinction was between bribes 
given before the official provided a service, and presents which were given afterwards; 
or between presents which were given voluntarily and bribes which were extorted by the 
official. Unfortunately, neither of these distinctions is clear in practice. Citizens may 
need to keep open the possibility of going back to the official for another service - so a 
present given after one service is actually a pre-payment for future access. Similarly 
while extortion may be an open demand for a fee, more often it is achieved by subtle 
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moral pressure (lamenting an excessive workload, or emphasising wh at special efforts 
the official is making to solve the citizen's problem, for example); or by delaying tactics 
(repeatedly asking the citizen to come back again next week, for example) so !hat the 
frustrated citizen is eventually unsure whether they are offering an extorted bribe to get 
fair treatment or a present in return for a special faveur; or by exploiting the confusion 
between a legitimate charge and a bribe (especially for medical services, for example). 
ln the Czech Republicthere were scarcely any references to extortion, though presents 
were consciously used to build continuous relationships. 

Table 9: Type of exchange 

Czech Rep Ukraine 

Now used Deny use Now used Deny use 

% % % % 

Friends and contacts 40 13 23 11 

Reci procal faveur 3 0 4 4 

Small bribe/present 22 30 22 33 

Big bribe/ cash 39 70 57 67 

(Total N) (218) (46) (433) (27) 

Note: Percentages are percentages of relevant "text-units" in the focus 
group discussions, not of participants. The total number of relevant text-

units on which percentages are based is shown in brackets at the foot of 

each column. 

Other participants suggested th at presents were sm ali and not monetary: "a flower", 
a box of chocolates, a packet of coffee, cigarettes, some home-made jam or home
grown potatoes, a meal or "a bottle"; wh ile bribes were larger and usually in cash ("seme 
extra money'') though they could be a valuable commodity: "in general a small gift is a 
chocolate, flower or something small, while a Mercedes would be a clear bribe" (Hradec 
Kralove 4). On the borderline, one participant suggested he would, if necessary "slaughter 
a pig, finish off a pig, bring in its hind leg, and say [to the official] 'hey mister'" (Nikolaevka 
3). lndexing ali text-units about coping strategies according to whether they involved 
the use of friendship with implications of reciprocal faveurs, explicit statements about 
reciprocal faveurs, presents (defined as small, usually non-monetary) or bribes (lar!;!er, 
usually monetary) shows th.at Czech participants talked most about the use of bribes 
and friendship, rather less about presents and very little about an exchange of faveurs 
!hat did not involve friends. ln Ukraine they talked far more about bribes th an presents 
and relatively little about friends. 
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Strategies: targets 

Different strategies were mentioned in connection with different kinds of official: 
participants were over twice as likely to suggest "acceptance" in dealings with the police 
as in dealings with other officiais. Dealings with the police prompted much discussion 
about the use of "argument" as a strategy: its use was mentioned twice as frequently 
with the police as with other officiais, but participants also really only bothered to deny 
its use when they were discussing the police. The use of contacts was seldom men
tioned in connection with the police, but bribery was mentioned almost as often in con
nection with the police as with other officiais - in the Czech Republic usually in connec
tian with "reduced" traffic fines for which no official receipt was given. 

Projective situations 

ln the Czech discussions there was little understanding or sympathy for the situa
tion of being unable to pay the rent, and certainly not for simple non-payment. ln the 
situation of being forced to move from a flat which was reclaimed by a previous owner 
(restitution) the general feeling was that the law provided adequate protection (an equiva
lent flat had to be provided by the landlord) and no hope of getting especially favourable 
treatment from officiais by use of bribes or contacts. The idea of having to use such 
methods to get a relative into hospital, still less to get the hospital to provide proper 
treatment including drugs and anesthetics, was regarded as totally unrealistic in the 
Czech Republic- "hardly possible, absurd" (PragueB 5), "impossible to imagine" (Hradec 
Kralove 4)- but normal in Ukraine. Passports were easily available in the Czech Re
public and a high speed service was provided at an extra, but official, charge: "there's 
no point in giving them anything there because it's done sufficiently fast" (PragueA 1) -
quite different from Ukraine. Czechs might "negotiate" with a traffic cop for a lower "fine" 
but typically: "1 would never try to bribe them, they might charge me with bribing a public 
official" (PragueA 6); "what? you wanted to bribe me, that's another 1000 crowns [fine]" 
(Hradec Kralove 4). 

ln the village discussion in the Czech village of Olesnice, three of the seven par
ticipants had got land back from the cooperative farm under the restitution laws but they 
complained about the bureaucracy and delays involved and alleged that other people 
had used corrupt methods to get more out of privatisation/restitution than they had 
themselves. Their own experience of bribery had been less successful: "not really, be
cause the woman [official] didn't take a bribe; he (painting to husband] even scolded 
her" (Oiesnice 3). Land privatisation had caused more problems in Ukraine where power 
holders had grabbed assets, as we noted earlier, and also reversed agreements to 
distribute land. 

Strategies: objectives and success 

Strategies were clearly related to objectives. Acceptance, persistence, and argu
ment were mentioned much . .more frequently in connection with attempts to get fair 
treatment; and conversely, bribes and contacts were mentioned very much more fre
quently in connection with attempts to get favourable treatment. ln the Czech Republic 
bribes were mentioned in 42 percent of text-units about attempts to get favourable 
treatment but in less than half as many, 18 percent, about attempts to get fair treatment. 
ln Ukraine bribery was just much more frequent in every context: "Do you mean you 
need to pay only when you are doing something 'illegal'?" asked the moderator in the 
Sholomia discusion; "1 think when everything is legal people pay less" came the re-
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sponse. (Sholomia 2). But even in Ukraine, where bribes were mentioned in 28 percent 
of text-units concerned with obtaining rights, they were mentioned in far more, 73 per
cent, of text-units concerned with obtaining faveurs. 

This is a point of some importance. Citizens can reasonably complain when they 
are forced to take extraordinary measures to obtain their rights, but they cannot reason
ably complain when they use bribery to obtain special faveurs. Complain they may still 
do, but their complaints lack moral force and they know it. There is no need to take such 
complaints too seriously- unless, of course, the whole system is so perverse that what 
are faveurs within it would be rights elsewhere. For example, if the passport authories 
are so slow that they regularly take six months to process a simple passport application, 
a bribe to speed up the process might be regarded as an attempt to get favourable 
treatment within an incompetent system, but treatment that might be considered no 
more that reasonable elsewhere. 

Table 10: Strategies by objectives 

For rights For faveurs For rights For faveurs 

% % % % 

NOW: 

Accept 25 12 25 3 

Persist 13 2 7 2 

Argue 20 11 6 1 

Bribe 18 42 28 73 

Contact 11 15 8 21 

Appeal 7 4 17 2 

Knowlede 3 3 4 0 

"Psychology" etc. 5 8 2 1 

Court 0 1 4 0 

DENY: 

Bribe 4 10 3 5 

(Total N) (151) (196) (512) (195) 

Note: Percentages are percentages of relevant "text-units" in the 

focus group discussions, not of participants. The total number of 
relevant text-units on which percentages are based is shown in 
brackets at the foot of each column. 
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On balance, persona! statements about the use of the various strategies tended ta 
indicate an ultimately successful conclusion. Unsurprisingly, since our focus was on 
unsatisfactory behaviour by officiais and no strategy of any kind was involved when the 
citizen received entirely satisfactory treatment, the coping strategy of "acceptance" (of 
unfair or unsatisfactory treatmennt) was associated more with failure than success; not 
always failure however, because sometimes "acceptance" involved patiently doing what 
they were told - putting up with unreasonable demands for more documents, or with 
visits ta many different offices, or coming back at a ti me more convenient ta the official, 
or simply queuing for hours on end - before eventually getting what they wanted. ln the 
Czech Republic, ali the other strategies were associated more with success than with 
failure, the use of contacts most of ali: "1 think if you have friends they will take ca re of 
everything ..... l've got friends there ... and there's no problem, but when somebody [else] 
cames there ... they don't talk ta him at ali" (Oiesnice 4); "anybody can be managed in 
this way by using contacts" (PragueA 5); "one knows the path has been already cleared 
a little" (PragueA 3); "if 1 had not known the persan there 1 would have waited sayfive ta 
six weeks, maybe seven, and in this way [by knowing an official] it was ready in two or 
three days" (PragueB 5). ln Ukraine, persistence and argument were less successful -
on balance as likely ta lead ta an unsuccessful as a successful conclusion; but bribery, 
contacts and appeals were associated with success, bribery most of ali: "1 put the bag 
on the table ... [he] told me ta come next day ta get the passport" (Horodok 4); "a small 
'little brake' and everything was decided" (Khartsyzsk 3); "they told me ta paya sum of 
money ... and they gave me ali the papers that 1 needed" (KyivB 4); "1 gave her the plastic 
bag. She says th an you. Wait five minutes; everything will be done" (Nikolaevkha 4); "1 
gave him twenty dollars and he signed it" (Striy 2). 

Table 11: Success rates in persona! statements 

Czech Republic Ukraine 

% % 

A cee pt 26 22 

Persist 78 ~- 47 

Argue 81 50 

Bribe 93 *89 

Contacts *96 79 

Appeal 66 76 

Note: Percentages are perœntages of relevant "text-
units" in the focus group discussions, not of participants. 
ln this table relevant text-units are those in which the 
particular strategy was discussed in a persona! statement 
and the outcome was clearly positive or negative. 
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Gossip or dishonesty? 

Earlier we refered to the "culture of complaining" that was cynically encouraged by 
the Soviet authorities. We need to distinguish insofar as we can -and it is not easy
between idle gossip, even if it is based on newspaper scandais, and well-founded 
persona! grievances. To what extent do cam plaints about officiais reflect general gos
sip and to wh at extent do they reflect real persona! experience? There are many exam
ples of situations in which the public have generalised fears or complaints that are 
based on media stories, rumeur or gossip but which simply do not correspond to the 
realities of their lives. Hence current publicity campaigns by the British police to point 
out th at those who most fear street violence are often the !east likely to experience it. 

We indexed ali text-units according to whether they were about 

(i) general hearsay 1 gossip 

(ii) the hypothetical scenarios we putto them 

(iii) statements about friends and acquantances 

(iv) persona! statements. 

The se categories closely parallel the sections of the original schedule of questions 
we gave to the discussion moderators, but they are not quite the same. Moderators 
were not required to stick slavishly to the schedule if the discussion flowed differently; 
gossip and persona! statements could occur at any stage in the discusion, often mixed 
together; and in particular, firm persona! statements cou id be about willingness or inten
tion as weil as past experience, though most often they were about actual experience. 
Most of the discussion, in bath countries focused either on general hearsay and gossip 
or on persona! statements, with less on our scenarios and very little about friends and 
acquantances beyond the immediate circle of the family. 

Table 12: Styles of talking about officiais 

Czech Rep Ukraine 

% % 

Hearsay 44 58 

Scenarios 20 12 

Others 4 6 

Persona! 44 30 

(Total N) (625) (1045) 

Note: Percentages are percentages of relevant "text-
units" in the focus group discussions, not of participants. 
The total number of relevant text-units on which 
percentages are based is shawn in brackets at the foot 
of each column. 
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As the discussion moved from general gossip through hypothetical scenarios to 
persona! statements the nature of the discussion changed sharply. First, the balance 
between seeking rights and faveurs changed. ln the Czech Republic, 29 percent of 
general gossip, but 41 percent of persona! statements focused on rights rather than 
faveurs; in Ukraine 37 percent of gossip, but 58 percent of persona! statements focused 
on rights. 

More important however, references to different coping strategies also changed 
as the discussion moved from general gossip through hypothetical scenarios to per
sona! statements. ln the Czech Republic the use of bribery was mentioned in 36 percent 
of relevant text-units about general gossip, but in only 22 percent of those about hypo
thetical scenarios, and in 16 percent of persona! statements; and, in addition, the use of 
bribes was explicity denied in only7 percent of the gossip but 13 percent of the persona! 
statements. lndeed some text-units combined an assertion that bribery existed with a 
persona! deniai: "1 myself have not used it but you can understand it in this way, why 
not? ... l would not try it, but 1 know people who have done it" (Hradec Kralove 2); "1 have 
never given a bribe, either under socialism or today, but it's true 1 have never been after 
anything attractive" (PragueB 4); "in such a situation 1 might ... condescend to do some
thing like that, but 1 wouldn't like it" (PragueA 7); "not from our own experience, rather 
from what 1 hear" (Oiesnice 4). 

Table 13: Objectives by talk style 

Czech Rep Ukraine 

Gossip/ Persona! Gossip/ Persona! 
Hearsay statement Hearsay statement 

% % % % 

Rights 29 41 37 58 

Faveurs 46 38 19 21 

Unclear 34 24 44 23 

(Total N) (192) (204) ·' (597) (309) 

Note: Percentages are percentages of relevant "text-
units" in the focus group discussions, not of participants. 
The total number of relevant text-units on which 
percentages are based i s shown in brackets at the foot 
of each column. 

Conversely only 5 percent of the Czech gossip mentioned argument as a strategy 
but 21 percent of the scenario res panses and 17 percent of the persona! statements. 
Acceptance and persistence were a iso much more frequent in the text-units about sce
narios and persona! experience than th ose based on hearsay. References to the use of 
contacts was almost as frequent in persona! experience text-units as in gossip, how
ever. 
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Overall there is a striking contrast between the repertoire of Czech coping strate
gies discussed in terms of gossip and th at discussed in terms of persona! behaviour: 
narrowly focused on contacts and bribery in gossip, but involving more frequent refer
ences to accepta nee, persistent and argument, and less to contacts and bribery, when 
the discussion took a more persona! turn. There were few "dramatic" stories of official 
misbehaviour in the Czech discussion groups, and those that there were seemed to 
have been culled from the press. 

Not soin Ukraine however. There too, the frequency of references to acceptance, 
persistence and argument increased while references to contacts and bribery decreased 
as the discussion took a more persona! turn - but not by so much as in the Czech 
Republic; and deniais of bribery did not increase. Thus, in the Czech Republic the 
excess of positive over negative statements about bribery ran at 29 percent in gossip 
but at a mere 3 percent in persona! statements; wh ile in Ukraine it ran at 41 percent in 
gossip and still at 29 percent in persona! statements. 

Table 14: Strategies by talk style 

Czech Republic Ukraine 

Hear- Scen- Perso- Hear- Scen- Perso-

say a rios -nal say a rios nal 

% % % % % % 

NOW 

Accept 10 25 18 16 15 18 

Persist 3 9 7 4 7 8 

Argue 5 21 17 4 4 7 

Bribe 36 22 16 46 36 33 

Conte! 20 16 16 12 14 10 

Appeal 3 4 4 8 15 17 

Knowledge 7 1 7 4 1 5 

Other 11 3 8 2 3 4 

PAST: 

Bribe 5 0 1 

DENY: 

Bribe 7 8 13 5 3 4 

(Total N) (277) (128) (275) (612) (130) (314) 

Note: Percentages are percentages of relevant "text-units" in the 
focus group discussions, not of participants. The total number of 
relevant text-units on which percentages are based is shown in 
brackets at the foot of each column 
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lndeed, in the Czech Republic, the few references to bribes in persona! state
ments were seldom clear eut. Sorne were clearly in the token category: "1 bowed to 
them, brought them coffee and in this way prepared them to work in my favour" (PragueA 
3). Sorne were merely about willingness, albeit persona!: "only if, say, 1 had health 
problems ... or my children" (Kutna Hora 5). Sorne were expressed in terms of bargaining 
with a policeman or a local authority employee. Sorne were only implicit admissions: 
"offering money straight away to a persan 1 don't know on our first meeting, no, not at ali" 
(Kutna Hora 2). And a few text-units spuriously associated assertions of bribery with 
persona! statements by combining persona! deniais with more general assertions that 
bribery was used by others - nothing but a misleading technicality unavoidable in this 
sort of qualitative analysis. But persona! admissions of monetary bribes were few in the 
Czech Republic: wh ile sorne claimed "you can only speed things up if you've got the 
dough" (Oiesnice 4); "one has to bribe ... he who bribes, gets the work" (Oiesnice 2); 
more typical of persona! experience were remarks such as "my husband is strongly 
against it, so 1 doit without him knowing about it....my grannies give me [money for th at]" 
(Kutna Hora 3); 

By contrast, there was nothing misleading, ambiguous or qualified about many of 
the Ukrainian text-units that linked bribery to persona! statements. Every group discus
sion in Ukraine, a part from the Cri mean Tartar group, produced specifie persona! state
ments about the use of bribery. 

Sometimes it was not clear whether the bribery was to obtain favour or merely fair 
treatment: "they do collect [customs] taxes on the goods people carry, but also we carry 
cash, th at is the bribes" (Horodok 4 ); "it was necessary to pa y large amounts of money" 
(KyivB 3); "we also paid money and my grandfather was hospitalised" (Sholomia 6); "he 
wanted to check me out and take another patient, but if 1 pa id him, he wou Id let me stay" 
(Sholomia 1 ). 

Sometimes it clearly was for a favour, at !east for an unusually prompt response: "1 
had to get the externat passport and 1 needed it urgently ... he says 'take a bottle of 
cognac and go to the militia' ... as soon as he [the militia man] sawthe bag he understood 
why 1 came" (Horodok 4); "there was another instructor who had a tariff: a bottle of 
vodka for [an undeserved pass in] the mid-term test" (Khartsysk 1); "1 bring him 
something ... h~.did it for me, he just drops that [other] work for now, and does my thing 
for me ... it's like th at everywhere" (Nikolaevka 3); "'do you have a document?' No docu
ment. Weil, 1 went, naturally to the market and brought back a plastic bag. Weil, what 
could 1 do? 1 brought champagne, chocolate, mandarin oranges, sorne candy, here you 
go .... l gave her the plastic bag. She says: thank-you, wait five minutes, everything will 
be done, no problems" (Nikolaevka 4); "they told me to paya sum of money- about two 
millions - and they gave me ali the papers 1 needed [even though it was) not in the 
working hours" (KyivB 4); "when 1 was ta king entrance exams to the university, 1 knew a 
guy who gave money to a mediator, and the mediator gave m'oney to a persan who was 
supposed to guarantee the admission, but that persan died" (Sholomia 6); "just to make 
the bureaucratie machine work faster, 1 brought a box of candy" (Striy 4); "they changed 
my old passport for the new Ukrainian one just in one and a half weeks ... [for]1.2 million 
-photos, fees and something else" (Volnovakha 3). Sometimes it was at !east parly out 
of gratitude and relief: "1 had an operation last year, a professer did it. .. we ali knew, the 
patients talked aboutit, that he only took things after the operation" (KyivA 1 ). 
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But on other occasions it clearly was more a case of extortion by the officiais than 
offavours sought by citizens: "1 had to give it once to the assistant obstetrician" (Horodok 
5); "they put you in a situation that you have to" (Horodok 6); "in the situation where you 
understand that you have to give" (Horodok 2); "our mother was going to have surgery 
and the surgeon said that she was to give so much to the surgeon, so much to the 
neuropathologist, so much to the anethestist, and so much to the assistant. He directly 
said how much" (Horodok 4); "it was a paid service, even the operations were paid" 
(Khartsysk 2); "they told me straight out" (Khartsysk 5); "right away 1 told her, my wife, 
'give them something [for an operation in Donetsk]- it'll be solved right away'. No, she 
stretched it out un til the fourth ti me ... and right away [wh en at last she did give some
thing] everything was resolved" (Khartsysk 1 ); "there they say loud and clear, how much 
for what" (Khartsysk 3); "the communal agency protested - 'what, you couldn't give him 
[the workman] a bottle?'; but he doesn't want a bottle, he wants 500 thousand- a bottle 
is easier for me- 200 thousand and that's it .... they settled everything" (KyivA 1 ); "1 pa id 
the official. .. she told me to .. .'do you need it immediately?' she had asked earlier .... when 
you bring her sorne money, she'll have ti me" (KyivA 3); "1 needed an operation ... it [would, 
they said] cost fifty dollars. Okay ... when 1 go in, she looked at me, ali very pleasantly, 
then says 'it'll costa hundred dollars' ... it's already gone up ... the doctor was absolutely 
calm '1 will do this operation .... ! have this tariff, that [other] doctor takes this much ... you 
do what you want...Shalimov charges 300 thousand, if you want you can go there' " 
(KyivA 2); "so my sister paid money [after the ambulance had refused to take her to a 
hospital with a functioning maternity unit] and 1 was taken to another hospital [which had 
such a unit in operation]" (Sholomia 3); "1 satin the chair and a doctor started to pull out 
my tooth ... it was so painful...so 1 took out 100 thousand karbovanets ... the attitude changed 
immediately ... but he caught me in a corridor [afterwards] and said 'it is not being done 
for a thank-you, it has to cost two millions' ... he named the priee openly" (Sholomia 5); 
"untill gave a bribe he did not receive me ... l gave him 20 dollars and he signed it" (Striy 
2); "yes, to have a position at school 1 have to give up my sa lary .. .for this wh ole year, if 
not longer, 1 will be earning money for them [those who appointed her]" (Striy 5); "my 
husband is in Byelorussia nowand who's going tofind him there? .. l wenttothe People's 
Court ... and they told me 'let's start looking for him, but you have topa y for it" (Volnovakha 
3); "1 faced it myself in the notary's office ... if you haven't brought anything you will prob
ably sit there for three days minimum if not three weeks ... l have been there five or six 
days. Until you buy·something and bring it there, you are given no attention and no 
service" (Volnovakha 5); "she says 'give me 500 thousand so that 1 make a labour card 
for you ... and 1 ne ver heard that you must pa y for a labour ca rd" (Volnovakha 2). 

And they paid frequently: "for this half-year, two times" (KyivB 1 ); "family for the 
last half-year of time, five times probably, not less" (KyivB 3) "1 also had to do it fre
quently" (KyivB 4). 

Children were aware of how things had to be "resolved" in Ukraine, not least be
cause school itself taught them the appropriate lessons: "To hi de it from the children, is 
it necessary or not?" asked the moderator- "1 think not...l wouldn't want my kids to form 
sorne ki nd of ideal image of me. l'd rather let them know" (KyivB 4) came the reply; "My 
daughter, you know how it is, she has participated in this ... how else?" (KyivA 1); 
"probably .. .from the age offourteen .... well how else? lntroduce them to reallife!" (KyivA 
7); "1 am sure that they [children] know it. .. let us take, for example, holiday gifts for their 
teacher" (Striy 6); "1 also think [so] ... our children are not as simple as we once used to 
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be" (Striy 1 ); "They ali know about their teacher's birthday. She tells it to everybody a 
week ahead ... they ali run home and tell the ir moms to fi nd something to give the ir teacher 
for her birthday" (Striy 3); "They can see it themselves ... the child cornes and sa ys 'Mum, 
that girl got an excellent because her mum ... "' (KyivB 5); "my son, for example, knows ... he 
ran into this in school, at the institute" (Khartsysk 2); "1 don't have any secrets. We had 
this problem. He [my son] knows ali about...how it was resolved for us. [Aiso] he met 
with that in college ... he tells us exactly what at home .. .'untill bring something, nobody 
even wants to talk to you"' (Khartsysk 3). 

What is to be done? 

Sorne of our findings might encourage complacency. From the perspective of the 
citizen, it appears that the situation is not as bad as it at first appears. While allegations 
about the need to use of bribery or contacts in dealing with officiais are widespread, 
they need to be treated with sorne scepticism. Such allegations are at !east twice as 
frequent in terms of general gossip as in terms of persona! experience; and bribery is 
associated more with citizens' attempts to get favourable treatment than with their at
tempts to get fair treatment. To sorne extent therefore, they have only themselves to 
biarne: "we've taught them this; we ourselves are guilty; we take them things ... the first 
and the second bring something, and the third can't not bring something" (Kharstsyzsk 
3). However, even if the situation is not as bad as at first appears, itis bad enough. This 
confession of guilt is atypical: rightly or wrongly, most people do biarne officiais for ex
torting bribes and forcing them to behave in this way- as many of our earlier quotations 
have shawn. 

lt would be premature, in the early stages of a research project, to articulate our 
own proposais for reform, but we can report those that were put forward in the group 
discussions them selves. A better quality of official was the most popular suggestion in 
both countries. That was almost, but not quite, so vacuous as it sounds. Comments 
about better officiais were mainly tautologous in Ukraine: "change people's [officiais'] 
psychology" (Horodok 1 ); "become more responsible" (Horodok 6); with calls for more 
"conscience" (Horodok 3), "competence" (Khartsysk 6), "ski lied personnel" (Sevastopol 
5), "understanding" (Volnovakha 3), "culture" (KyivB 5), or- the ultimate in tautologies
"honesty" (Striy 3 and 4). The only positive suggestions for improving personnel were "a 
book of suggestions" (KyivA 6) or short term contacts; "if the official knew that in a 
year ... the issue of his being re-appointed to that post were to be reviewed" (KyivA 3). 
But in the Czech Republic comments about better quality officiais seemed to imply more 
qualified entrants and more in-service training -in customer relations as weil as in more 
technical matters: "(officiais] should be aware that those coming to them, or their 'cus
tomers', are not experts in filling out forms" (Hradec Kralove 3); "their attitude to us" 
(Kutna Hora 9); "it's the quality of the persan (official]" (PragueA 2); "more staff with 
~higher qualifications are needed" (PragueB 1 ); "there'sdittle professionalism .... they are 
po or souls, typing with just one finger- do not take this literally .... 1 sometimes feel they 
must have studied at a special university for mentally handicapped students" (PragueA 
7); "where new (postcommunist] officiais have taken over, they are often not experts" 
(Kutna Hora 4). 

ln the Czech Republic, but not in Ukraine, an emphasis on administrative effi
ciency reflected the burden of Czechs' complaints - that they found the bureaucracy 
tedious rather than perverse, forcing them to wasted too much ti me on filling out forms, 
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going to offices, and standing in queues. Their mild complaints produced mild propos
ais for reform-a better administrative structure, better located offices, or sim ply longer 
office opening hours: "[individual departments] are unable to communicate between 
themselves" (Kutna Hora 7); "[less] useless paperwork which the official cannet influ
ence directly, he's been ordered to do it'' (PragueA 1 ); "fewer useless forms" (Kutna 
Ho ra 5); "and above ali fewer bureaucrats" (Kutna Hora 4): "simpler paper work" (Oiesnice 
2); "longer opening hours" (PragueB 4). Although Ukrainians did make similar sugges
tions- "they should tell you everything you need to bring the first ti me" (KyivA 6); "it's not 
everywhere [i.e. in every country] you need such a quantity of certificates" (KyivA 2); 
"nothing terrible would happen if the official apparatus were eut back by two-thirds" 
(KyivA 4)- they focussed much lesson administrative efficiency. 

Table 15: What is to be done? 

Czech Rep Ukraine 

% % 

lmprove persona! qualities of staff 29 31 

More efficiency of officiais 10 1 

Setter administrative structure/ office hours 36 8 

Setter legal framework 21 29 

- enforce obedience to the law - 9 

-end discrimination against Tartars - 10 

- simpler, more stable, better known laws 21 10 

More pay 7 13 

More control 4 16 

Impossible ta change 0 6 

More demanding citizens ·- 0 4 

(Total N) (72) (271) 

Note: Percentages are percentages of relevant "text-units" in the foc us group 
discussions, not of participants. The total number of relevant text-units on which 
percentages are based is shawn in brackets at the foot of each column. 

Conversely, Ukrainian discussion groups put more emphasis on ether reforms, 
relecting the different nature of Ukrainian complaints which were more about extortion 
rather than mere time-wasting- more pay for officiais to make extortion less necessary, 
and stricter control to make extortion more dangerous: '"if 1 [an official] have no penny 
and they [citizens] are giving me money under the table, why not take?' .... so that at 
least they [officiais] can live in decent conditions" (Horodok 6); "we need to pay that 
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official as muchas he earns ... they just don'! pay people what they earn, so people sloop 
to bribes" (Khartsyzsk 3); "he has to live; he doesn't earn enough money, that's wh y he 
takes bribes" (Nikolaevkha 3); "if they receive appropriate payment, they will work pro
fessionally in their positions and will not take bribes" (Sholomia 4); "1 think that the 
majority of those who take bribes are also compelled to do the same because they do 
not get salary either . .for example, police - they also receive micro-salary" (Striy 5). ln 
wonderfully Marxist language, here explaining not the great sweep of human history but 
the tendency of Ukrainian officiais to take bribes, one participant commented "the 
economy is primary, but the consciousness is secondary" (KyivB 2). ln the Czech Re
public there were a very few suggestions that better pay for officiais (mainly put forward 
by quasi-officiais such as teachers talking about more pay for them selves), but ethers 
were quite explicitly opposed to such a solution: "if they got three times as much they 
would still behave in the sa me way" (PragueA 5) Nor were there many suggestions in 
the Czech Republic thal stricter control would improve the situation, which was not seen 
as any ki nd of crisis situation anyway. 

However Ukrainians' sympathetic attitude towards their officiais' salaries was ac
companied and often combined with less sympathetic suggestions. One example of 
such a combination was to eut the number of officiais wh ile ra ising the salaries of those 
thal remained, as in the following sequence: "Nothing terrible would happen if the offi
cial apparatus were eut back by two thirds. (KyivA 4) And rai se the salaries of the cnes 
who are left. (KyivA 5) Yes, and raise the salaries of the rest. (KyivA 7)". Another com
bination was thal more pay would give officiais more to lese: " if ... he'll have a big, weil
pa id job, he'll be afraid for his position" (Kharstsyzsk 3); "if the persan would receive the 
normal salary and would be afraid to lese this place" (KyivB 2); "this position should be 
considered prestigious .... they should be afraid to lese ther positions" (Sholomia 6). 

More typically, Ukrainians just suggested the need for more control: "il is neces
sary thal he simply be afraid thal he can lese his place" (KyivB 3); "there should be 
power in the country" (Kharsyzsk 4); "there was someone to complain to; there was 
power; now, there's no power" (Kharstsyzsk 3); "to regulate stricter" (KyivB 1 ); "we must 
doit rigidly" (Volnovakha 3); "a persan has to be afra id" (KyivA 6); "there was discipline 
- everybody was afraid of the party" (Striy 3); "it is not the party [but] we need a control 
system" (Striy 4); "we need a weil worked out system thal would control" (Striy 2); "we 
are missing discipline .. there is no fear now" (Striy 1 ); "1 would vote to discharge half of 
those who lake bribes and the ether half heed control of a director'' (Striy 5). Against the 
great preponderance of such sentiments, there were only a couple of atypical remarks 
expressing reservations: "control can be strengthened, but that's not the way out" (KyivA 
4); "the innocent suffer" (Nikolaevkha 1). 

At first sight, proposais for a better legal framework appear to provide a point of 
similarily between the Czech Republic and Ukraine - but on further inspection these 
proposais merely underlined the difference between them. What did they mean by a 
better legal framework? ln the Czech Republic, simpler and more stable laws: "a sim
pler, easily understandable law" (Oiesnice 4); "in the legislation many things were 
abandonned ... 'it will ali be solved somehow'" (PragueA 7); "in the legislation, it seems 
thal no terms or deadlines have been set for handling individual cases" (PragueA 2); 
"they pass il and righi after they amend it" (Oiesnice 7); "with the new legislation now, 
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officiais are unable to expia in it'' (PragueA 3); "you start from the top, right, there's a lot 
of laws, rules. lt looks like before: with communism or socialism they had red tape. Then 
this was reduced, but now it's grown by half' (Oiesnice 6). 

Such suggestions for improved legislation were a Iso voiced in Ukraine: "no devel
oped legislation" (KyivA 4); "already for a long time people actually paid for many 
services ... [but] it is necessary to make [legislate for) social insurance, medical insur
ance" (KyivB 6); "laws should be formulated on the basis of the nature of human 
personality ... the more you climb, the more gold" (KyivA 7); "market economy has to 
begin with legislation- and what sort of legislation do we have here?" (KyivA 6); "we've 
been living in sorne vacuum ... they didn't rely on the old Constitution and we did not 
have a new one" (Sholomia 2); "there [in the west] people know their laws and they can 
defend themselves, but we don't know howto defend ourselves" (Horodok 2). 

But two thirds of the references to the law in Ukraine did not focus on this need for 
clearer, simpler and better publicised laws. One third consisted of complaints from 
Crimean Tartars that the laws of Ukraine were biased against them: "discrimination 
against nationality" (Sevastopol4 and 5); "1 couldn't geta residence permit here for four 
years though my husband had it. His official wife (herselt] and then his first child and 
second child couldn't geta residence permit here" (Sevastopol 3); "Ukraine treats our 
people worse th an the Soviet power. At least the Soviet power wrote in our passpoerts 
that we were Tartars ... today nationality is not given in new Ukrainian passports ..• we 
automatically become citizens of Ukraine without nationality" (Sevastopol 5). The promi
nence of Tartar grievances reflected the fact that we devoted one out of nine discussion 
groups exclusively to them. More typically and equally at odds with Czech suggestions 
however, the remaining third of Ukrainian suggestions for legal reform concerned en
forcement. Soviet laws from Stalin's 1936 Constitution downwards had been utopian, 
they did not refer to the real world of the Soviet citizen and they were ignored by the 
state and its officiais whenever it suited them. The gap between law and reality in the 
old Soviet Union was unusually large, and something of this carried over into 
postcommunist Ukraine: "if sorne clerk would offend the visitor [meaning the citizen with 
a problem, not a tourist!] in America ... he would pay such fine" (KyivB 5); "there should 
be organs th at would make sure this law was followed" (Khartsyzsk 4); "the laws should 
be observed but no one does it" (Horodok 2). 
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Notes 

1 lndeed, Seweryn Bialer Stalin's Successors: Leadership, Stability and Change in 
the Soviet Union (Cambridge: Cambridge University Press, 1980) pp. 166-7 claims 
th at "low politics" constituted "the very substance of the Soviet system of political 
participation". As the euphoria associated with the "high politics" of 1989-91 sub
sides the continuing importance of "low politics" becomes more evident. 

2 See Martin Harrop and William L. Miller Elections and Voters: a Comparative Intro
duction (London: Macmillan, 1987) Chapter 9. 

3 Gabriel A. Almond and Sidney Verba The Civic Culture: Political Attitudes and 
Democracy in Five Nations (Princeton University Press, 1963; reprinted by Sage, 
1989) especially Chapter 7: "Citizen Competence and Subject Competence". 

4 Wayne DiFranceisco and Zvi Gitelman "Soviet Political Culture and Covert Partici
pation in Policy Implementation" (Amer. Pol. Sei. Rev., 1984, vol.78 pt.3 pp.603-
21) discuss citizen participation in the old Soviet Union in precisely these terms, 
and present sorne very interesting findings which, however, relate to the old re
gime, and were based on a sample of 1161 ~migr~s. 

5 Quoted by Ferrel Heady Bureaucracies in Mary Hawkesworth and Maurice Kogan 
Encyclopedia of Government and Politics (London: Routledge, 1992) p.305. 

6 DiFranceisco and Gitelman (1984) p. 613. 
7 A Sogomonov and A. Tolstykh "0 nashikh zabotakh" Kommunist (1989) no.9. p.75 

put "the wide-spread use of pull" in third place on the list of "most pressing prob
lems facing our country today", and in first place if combined with "dependence on 
officiais in solving housing questions" which probably reflected the use of bribes or 
influence to get better state flats. 

6 DiFranceisco and Gitelman (1984), p. 612-614. 
9 For the culturallegacy of the FSU see Stephen White Political Culture and Soviet 

Politics (London: Macmillan, 1979) Chapters 2 and 5 especially. 
10 See Andrew Coulson (ed.) Local Govemment in Eastern Europe: Establishing 

Democracy at the Grassroots (London: Edward Elgar, 1995) especially Ch pt 1: 
'From Democratie Centralism to Local Democracy' by Andrew Coulson; Chpt 3: 
'The Czech and Slovak Republics' by Kenneth Davey; Chpt 6: 'Local Government 
in Bulgaria' by David Jepson, Valerie McDonnell and Belin Mollov; and Chpt 7: 
'Regional and Local Govemment in Ukraine' by Adrian Campbell. Less recently, 
see also 'The re-emergence of local self-government in Central Europe' by 
Ingemar Erlander and Mattias Gustafsson European Journal of Political Research 
1993 pp.295-322; or Robert J. Bennett (ed.) Local Govemment in the New Europe 
(London: Belhaven, 1993), 'Ukrainian Local Politics after lndependence' by 
Oleksandr Boukhalov and Sergei lvannikov, The Annals of the American Academy 
of Political and Social Science, July 1995, pp. 126-36, 'Local Powers and Post
Soviet Politics' by Theodore H. Friedgut and Jeffrey W. Hahn (eds.), 1994 and the 
Council of Europe's reports on the 'Structure and operation of local and regional 
democracy' for the Bulgaria, the Czech and the Slovak Republics (1993). 

11 The former Czechoslovakia passed a law to purge up to 140,000 alleged commu
nist "informers" - see Keith Grime and Vic Duke- A Czech on Privatisation, Re-
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gional Studies, Vol. 27, No 8, (1993), pp.751-57 at p. 754; and Jirina Siklora 
"Lustration or the Czech way of screening" East European Constitutional Review 
(1996) 5 (1) pp. 57-62 who notes at p.58 thal President Havel opposed the purge 
law on the grounds thal il presumed guilt rather th an innocence. However this law 
was not adopted by the new Slovak Republic when Czechoslovakia split up in 
1992. See Quentin Reed "Transition, dysfunctionality and change in the Czech 
and Slovak Republics" Crime, Law and Social Change (1995) vol. 22, pp 323-337 
at p.334. 

12 Thus, il might be reasonable to expect thal countries with a high turn-over of per
sonnel might be less prone to favourable treatment !han countries where there has 
been a lower turn-over. But given the changing tasks of local authorities and the 
poor legislation by which they have often been accompanied, il might weil be thal 
the scope for favourable treatment and ta king bribes has increased, rather th an 
decreased. Consequently, il might not matter so much whether an official is 'old' 
or 'new'. 

13 See for examplr, Jeffrey Levine- Excuse Me ... l've No Machinerv. No Money and 
No Market; How Do 1 Farm?, Demokratizatsiya, vol. Ill, No 1, Winter 1995, p. 99; 
or Quentin Reed "Transition, dysfunctionality and change in the Czech and Slovak 
Republics" Crime, Law and Social Change (1995) vol. 22, pp 323-337 at p.326; or 
Lubomir Faltan - Privatising the Housing Sector: the Case of Slovakia, Public 
Administration and Development, Vol. 15, 1995, pp. 391-96 at p. 394. 

14 Lubomir Faltan- Privatising the Housing Sector: the Case of Slovakia, Public 
Administration and Development, Vol. 15, 1995, pp. 391-96 at p. 394. 

15 Vladimir Venaceek, Al ena Zemplinerova - Problems and Environ ment of Sm ali 
Businesses in the Czech Republic, Sma/1 Business Economies, No 7, 1995, p. 
442. 

16 Alessandro Bonanno, Andrei Kuznetsov, Simon Geletta and Mary Hendrickson - To 
Farm or Not to Farm: Rural Dilemma in Russia and Ukraine, Rural Sociology, Vol. 
58, No 3, 1993, pp. 404-23 at p.419; see also Jeffrey Levine- Excuse Me ... l've no 
Machinery, No Money and No Market: How Do 1 Farm?, Demokratizatsiya, vol. Ill, 
No 1, Winter 1995, p. 99. 

17 ln 1993, 31 percent in ECE and 56 percent in the FSU told us they had "believed in 
· communist ideals" at some time, though only 20 percent in ECE and a mere 18 

percent in the FSU did so "now". See W.L.Miller, S. White and P. Heywood Values 
and Political Change in Postcommunist Europe (London: Macmillan, 1997, in 
press) Chapter 4. 

16 Tony Verheijen and Antoaneta dimitrova "Private interests and public administra
tion: the Central and East European experience" International Review of Adminis
trative Sciences vol.62 (1996) pp.197-218 at p.212. 

19 Volodymyr Zviglyanich - Ukraine's Labour Po licy: Underemployment, The James
town Foundation Prism. A Bi-weekly on the Post-Soviet States, vol. Il, No 10, Part 
3, 17 May 1996, pp. 1-6. 

20 See for example, Steve Kettle 'Of Money and Morality (in the Czech Republic)' 
Transition (formerly RFEIRL Report)15th March 1995; James Meek 'Scourge of 
corruption fends off Ukraine's hostile elite' Guardian 15th August 1995. Boskholov 
daims !hat there has been a growth in the use of bribery in Russia over the las! 
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few years. ln 1993 4,500 cases of bribery in government (an increase of 34.8% 
compared to 1992) involving sorne 1 ,500 officiais were revealed. 42.7 of these 
cases involved officiais working in ministries, committees and other structures in 
the provinces. Bribery was also wide-spread in the legal administration, account
ing for 25.8% of the cases revealed (Sergei Boskholov- Organized Crime and 
Corruption in Russia, Demokratizatsiya, Vol. Ill, No 3, 1995, pp. 271-72) Although 
Russia differs significantly from the Czech Republic, it differs less from Slovakia, 
Bulgaria, and especially Ukraine. So we might expect the situation to be some
what similar in these countries. 

2 ' Alena V. Ledeneva An Economy of Faveurs: Informai Exchanges and Networking 
in Russia (Cambridge: Cambridge University Press, 1997, in press) Chapter 6. 

22 See William L. Miller, Stephen White and Paul Heywood Values and Political 
Change in Postcommunist Europe (London: Macmillan, 1997, in press) Chapter 9. 

23 ibid. Chapter 5. 
24 ibid. Chapter10. 
25 For a full length study based mainly on a small selection of Soviet press reports, 

however, see Nicholas Lampert Whistfeblowing in the Soviet Union: Complaints 
and Abuses under State Socialism (London: Macmillan, 1985); for an updated 
account that focuses somewhat more on policy and less on abuse of power see 
Stephen White, Graeme Gill and Darrell Slider The Politics of Transition: Shaping 
a Post-Soviet Future (Cambridge: Cambridge University Press, 1993) Chapter 11. 

26 For a very early example of such a two-level survey approach in the FSU see 
R.A.Safarov Public Opinion and State Administration (Moscow: Yuridicheskaya 
Literatura, 1975) though the questions in his study were more general and more 
policy-oriented and hence more collective-oriented than in our proposai. 

27 For a recent review of this methodology see Eben Weitzman Computer Programs 
for Qualitative Data Analysis (London: Sage, 1995). 

26 (PragueA 3) indicates that this quotation is from a contribution by participant 
number 3, in the first focus group in Prague, PragueA. 

29 But people do not have a high opinion of British politicians either. Our surveys of 
the British public show th at 90 percent trusted ordinary people they met in every
day lite, but only 33 percent trusted politicians. See William L. Miller, Stephen 
White and Paul Heywood Values and Political Change in Postcommunist Europe 
(London: Macmillan, 1997, in press) Chapter 20. 

30 Anecdotal evidence about the use of presents in return for official faveurs is given 
in Konstantin M. Simitis - USSR: Secrets of a Corrupt Society (London, Mel-· 
bourne, Toronto: J.M.Dent & Sons Ltd., 1982). Political corruption in the Former 
USSR is covered iq,depth in Arnold J. Heidenheimer, Michael Johnston, Victor T. 
Levine (eds.)- Political Corruption. A Handbook (New Brunswick and Oxford: 
Transaction Publishers, 1989), Leslie Holmes- The End of Communist Power. 
Anti-Corruption Campaigns and Legitimation Crisis (Cambridge: Polity Press, 
1993) and by Aron Katsenelinboigen in Michael Clarke (ed.)- Corruption in the 
USSR: Sorne Methodological Notes (London: Frances Pinter Publishers, Ltd., 
1983). These works, however, focus on 'high' level corruption, whereas we are 
interested in the use of bribes and faveurs at the 'low' level, sol id evidence of 
which is limited. 
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Extent of Crime and Corruption: 
Perceptions of Elites in Central and Eastern 

Europe and the Caucasus 

Jaroslaw Martyniuk and Ni no Japaridze1• 

During the Fa// of 1998 and the Spring of 1999, /nterMedia surveyed a total of 3,600 elites in nine 
Central and East European countries and the Southern Caucasus. 2 Although the primary aim of the se 
surveys was to measure media behavior, the questionnaire included questions about perceptions of 
crime and corruption. ln each country surveyed, 400 face-ta-face interviews were conducted with 
leaders and decision-makers, most/y in the capitals of the respective countries. The survey sample 
consisted of eight groups with 50 representatives from each of the following sectors: the government 
executive branch, elected officiais, the state economie sector, private business sector, public 
institutions, the military and security, media and culture, and science and religion. 

Summary 

• The issue of crime and corruption is the focus of considerable discussion among 
elites in the nine countries surveyed by lnterMedia. The level of debate suggests a 
particularly high degree of concern and sensitivity to the problem. Survey results 
indicate that the highest overall levels of crime and corruption, as perceived by 
elites in their countries, are found in Russia and Slovakia, followed by significantly 
lower levels in Bulgaria and Ukraine. Elites in Romania and the Czech Republic 
perceived the lowest level of crime and corruption of ali the countries surveyed. 

• When asked how disturbed they are about the crime and corruption in their re
spective countries, the elites in Bulgaria and Russia appear to be the most out
ragëd. lndeed, ne.arly one-quarter of the elites surveyed in Bulgaria and one-fifth 
surveyed in Russia, respectively, stated that they are "ready to support a strong 
leader who promises to fight corruption forcefully." Roughly one-third of the elites 

. in these two countries indicate that they are "angered by the level of crime and 
corruption, but would prefer using democratie means to combat it." 

• ln contras! to Bulgaria and Russia, about one-half of the elites in the Czech Re
public and Slovakia and slightly under one-half in Ukraine favor fighting corruption 
using democratie means. Particularly noteworthy is Georgia's high (72%) support 
for a democratie response to fighting corruption. 

• A relatively high level of apathy and fatalism towards crime and corruption appears 
to exist among certain elites in Ukraine and Russia, and to a lesser degree in 
Azerbaijan and Armenia. One-eighth of the respondents in Ukraine and Russia 

* See the notes at the end of the article 
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and one-seventh in Azerbaijan and Armenia feel that "corruption is inevitable and 
that the re is little that anyone can do about it." 

• The perceived level of bribery is highest in Slovakia and Russia and lowest in 
Romania and the Czech Republic. One of the most salient and striking findings in 
terms of bribery is that three to four times as many elites in the countries surveyed 
consider the acceptance of a bribe to be a greater evil than the payment of a 
bribe. 

• The perceived level of extortion and coercion is highest in Slovakia and Bulgaria. 
The highest perceptions of violent crime (bath Mafia- and non-Mafia-related) were 
registered by elites in Russia; the lowest were among elites in Roma nia. 

• n the Central European countries sampled, two to three times as many elites be
lieve th at the non-payment of taxes by enterprises is more widespread than the 
non-payment of taxes by individuals. ln Russia and Ukraine elites feel that the 
problem of non-payment of taxes by bath individuals and enterprises is roughly 
equally widespread. 

Extent of Crime and Corruption: Perceptions of Elites in Central and Eastern 
Europe and the Caucasus 

Salience of Issues 

Abundant anecdotal and survey information indicates th at crime and corruption in 
most countries of Central and Eastern Europe and the former Soviet Union pose seri
eus problems for these fledgling democracies. Yet hardly anyone can say with any 
accuracy how widespread this phenomenon is. Attempts to systematically measure its 
extent from Central Europe to the Caucasus tend to be too general or incomplete, or 
suffer from a lack of consistent methodology. Most surveys yield questionable results: 
quite sim ply, those individuals who often can reveal the most about the extent of crime 
and corruption are often hesitant to reveal their honest opinions on such "hot-butten" 
tapies when directly confronted with such sensitive questions. 

lnterMedia's research approach is different. Through the medium of a neutra! 
media survey directed at elites-the main purpose of which is to measure media con
sumption-lnterMedia polled,3,600 decision makers in the government, elected offi
ciais, and leaders in the state and private business sectors, media and culture, among 
ethers-in other words, individuals most likely to be informed about the level of crime 
and corruption in their own countries. ln the lntermedia elite survey instrument, the 
respondents were first asked about interests and topics th at they like to discuss when 
they get together and social ize with their friends. The great majority of elites surveyed 
indicate th at they are very interested in politics and international affairs; they generally 
feel that it is important to stay informed about these subjects. A great majority of these 
respondents also discuss crime and corruption either frequently or occasionally with 
friends and colleagues. 

Findings 

The lnterMedia data cover reactions to criminal activities ranging from non-pay
ment of taxes to Mafia violence. The data a Iso include elite reactions to the situations in 
their countries and how they feel these should be dealt with. This paper presents pre-
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liminary findings from the latest wave of elite surveys. The survey findings are pre
sented in three parts: (A) Corruption Perception Indices (bribery, extortion and violent 
crime), (B) Non-payment of Taxes and (C) Level of Anger and Outrage. 

A. Corruption Perception Indices 

A total of 11 statements were used to elicit opinions with regard to the incidence of 
corrupt activities or crimes (the question and statements read to the respondents ap
pear in Appendix A). 3 ln order to present the results as concisely as possible, responses 
to a number of related statements were grouped together to form indices of perceived 
levels of bribery, extortion and violent crime in a country. The indices represent the sum 
of ali of the most extreme responses for each statement read to the res pondent. 

lnterMedia's attempt to develop crime and corruption indices differs from other 
indices mainly because it draws on the perceptions of elites, leaders and decision
makers who are best positioned to observe and comment on the extent of crime and 
corruption in their own countries. The lnterMedia elite surveys enjoy a special advan
tage because their primary aim is to measure media behavior rather than crime and 
corruption. The "sensitive" crime and corruption questions, placed toward the end of 
the questionnaire, are therefore relatively camouflaged, do not attract undue attention 
to these issues and generally yield more open and sincere responses from the elite 
respondents. 

1. Bribery 

To begin with, a distinction must be made between the so called "petty corruption" 
or low-level bribery that average citizens in Eastern Europe encounter in their daily 
lives and the more serious "high-level corruption," such as the use of public office for 
private gain. The former includes small bribes or gifts pa id to a junior civil servant for 
favars such as expediting a driver's license, while high-level corruption, for example, 
refers to such transgressions as kick-backs paid to a minister in exchange for specifie 
government contracts or licenses. Most published corruption or bribery indicators do 
not distinguish between the two.• lnterMedia's investigation-because it is directed at 
the elites-by definition makes the more serious high-level corruption and public sector 
bribery the context of the research. 

Table 1. Bribery Index 

Bulgaria Roma nia Czech Republic Slovakia Ukraine Russia 

99 66 55 137 109 135 

The Bribery Index in Table 1 combines responses to four statements (see Appen
dix A) th at ask about paymenUacceptance of bribes to/by bureaocrats or politi
cians to do the following: 

• influence government contracts 

• influence the allocation of monetary benefits (subsidies, pensions, privileges) 

• reduce taxes 

3 
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• speed up licensing or permission to carry out legal activities 

ln Table 1, the higher the number, the greater the level of perceived bribery. The 
very high level of perceived corruption in Slovakia (137)-matched only by Russia 
(135)-may be due to an unusually vocal opposition which focused on corruption as an 
election issue in the Fall of 1998. lt may also be a function of its novelty as a political 
topic, as weil as its rapid spread (when bribery has been around for sorne time, reac
tions to it are likely to be less intense). 

Evidence of the high level of corruption in Russia is particularly abundant. Only 
recently Russia's acting Prosecutor General, Yuri Chaika, told the State Duma that 
large-scale corruption among officiais has become a widespread and destructive force 
in Russia. He noted that in the past three years prosecutors have exposed 56,000 
crimes against government services, among them 17,000 bribery cases. Over. 6,000 
bribe takers and bribe givers have been tried. 5 This, in alllikelihood, is merely the tip of 
the corruption iceberg. 

After Slovakia and Russia, the highest level of bribery was perceived by elites in 
Ukraine (1 09). For example, 30% of the elite respondents in Ukraine thought th at bribes 
to influence government contracts were rampant. The Ukrainian government's tax col
lection agency offers a glimpse of the extent of the problem: si nee 1997 more th an 300 
officiais in the State Tax Administration have faced corruption charges. ln most cases, 
officiais have been accused of ignoring tax violations in exchange for discounted priees 
on houses and cars, as weil as cash-" More recently, Pavlo Lazarenko, the former 
Prime Minister of Ukraine, is spending ti me in the California Federal Detention Center, 
facing extradition proceedings by Swiss authorities on charges of massive money laun
dering. Throughout Ukraine, businessmen complain of having to pay bribes to obtain 
licenses. Several years ago a large US electronics ma ker, Motorola, backed away from 
a multi-million dollar telecommunications project because it was not ready to pay bribes 
to obtain a license. 

The Index also shows a relatively high level of bribery in Bulgaria (99). Survey 
data shows, for example, th at 34% of the Bulgarian elites surveyed believe that bribery 
to speed up licensing is rampant in their country, where large parts of the economy 
have been dominated by the Mafia. These are cri minai circles who dominate sectors of 
the economy and a Iso exert an inordinate a mount of influence on banks and their loan 
officers. Similar developments are taking place in RomaniaJ The Bulgarian financial 
crisis shows how systematic corruption can ru in a country's promising economy. Many 
Bulgarian banks were brought to insolvency in 1996 by dubious relationships with criminal 
business groups and state managers, who drained the profitable activities of state 
firms. 

Which ls the Greater Evil? 

The statements measuring the extent of bribery did not distinguish between the 
payment and acceptance of a bribe. For this reason, lnterMedia followed up with a 
question about which act the elites regarded as a greater evil-the payment of a bribe 
or the accepta nee of one. 
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Table 2. "Which is the grea ter evil: the payment of a bribe or the accepta nee of a bribe?" 

% of Respondents 
Bulgaria Remania 

Czech 
Slovakia Ukraine Russia Average 

who .stated: Republic 

Payment of a bribe 17 21 18 28 14 18 19 

Acœptance of a bribe 74 73 67 60 63 61 67 

No Answer/DK 9 6 15 12 23 21 14 

lt is clear from res panses in Table 2 that the accepta nee of bribes is considered to 
be the greater evil by a much greater proportion of the respondents than the payment 
of a bribe-the ratio is approximately three-to-one. ln Bulgaria, Roma nia and Ukraine 
the ratio is even higher. The responses to this question dispel a common notion th at the 
payment of a bribe is seen as the greater evil. lt is noteworthy that in Ukraine and 
Russia over one-fifth of the respondents did not respond or did not know which to 
choose, reflecting perhaps a reluctance to take a position or an inability to distinguish 
between the two. 

2. Extortion 

Table 3. Extortion Index 

Bulgaria Romani a 
Czech 

Slovakia Ukraine Russia Azerbaijan Armenia Georgia 
Republic 

89 46 38 94 68 77 37 44 53 

Although similar to the Bribery Index, the Extortion Index is the result of responses 
to statements that ask about the perceived level of three specifie types of extortion or 
coercion: 

• Extortion of small entrepreneurs 

• Coercion of businesses to pay "protection money'' 

• lnvolvement of business or bankers in question able activities 

~· As with the Bribery Index, the higher the number, tbe greater the perceived level 
of extortion. The perception of extortion is important because it inhibits the level of 
business activity and investment in a country. The Index in Table 3 suggests that the 
highest levels of extortion are perceived by elites are in Slovakia (94) and Bulgaria (89). 

3. Violent Crime 

Table 4. Violent Crime Index 

Bulgaria Remania 
Czech 

Slovakia Ukraine Russia Azer-baijan Armenia Georgia 
Republic 

38 17 26 44 36 65 12 21 35 
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The Violent Crime Index combines responses to statements about the respond
ent's perceptions of Mafia-related and non-Mafia-related crime (see Appendix A). The 
high incidence of the perceived leve! of violence in Russia (65) is not surprising. Ac
cording to Yuri Chaika, the acting Prosecutor General, almost 2.6 million such crimes 
were registered last year, or al most 8% more than in 1997; the growth in the number of 
violent crimes in Russia was particularly high. Chaika also reported that the rate of 
premeditated murders in Russia is five times higher than in France, and about seven 
times higher than in Germany and Finland. 8 

ln Central Europe, Slovakia leads with a Violent Crime Index of 44, closely fol
lowed by Bulgaria at 38. The president of Transparency International Slovakia indi
cated informally that Slovakia has the dubious distinction of having fifty-two organized 
crime groups operating on its territory, most of which are controlled from abroad. 

B. Non-payment of Taxes 

Besides looking at such issues as bribery, extortion and violent crime, lnterMedia 
inquired about the perceived leve! of non-payment of taxes. Table 5 presents the per
ception of the leve! of non-payment of taxes by enterprises and iridividuals. The figures 
in Table 5 below are not an index; they simply present the proportion of respondents 
that felt that non-payment of taxes was rampant. The findings presented are important 
because they reflect the ability of the governments to collee! revenue to administer the 
government programs and to provide services that meet society's needs. 

Table 5. Non-Payment of Taxes 
(% of respondents thal responded "rampant'/ 

Bulgaria Roma nia 
Czech 

Slovakia Ukraine Russia 
Republic 

Non-Payment of 
28 41 25 41 35 45 

Taxes by Enterprises 

Non-Payment of 
11 11 4 8 31 49 

Taxes by lndividuals 

Table 5 shows that in the Central European countries sampled, a much greater 
percentage of elites believe that the non-payment of taxes by enterprises is more wide
spread than non-payment of taxes by individuals. ln Russia and Ukraine, however, 
elites fee! that the problem of non-payment of taxes by both individuals and enterprises 
is roughly equally widespread. This suggests that in Central Europe enterprises may 
be avoiding taxes on a much wider scale than individuals, and that perhaps elites in 
Central Europe take the payment of their-own taxes more seriously than elites in either 
Russia or Ukraine. 
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C. Level of Anger and Outrage 

lnterMedia attempted to measure the degree to which the respective elites are 
angered or outraged by the level of crime and corruption existing in their countries. 
Respondents were offered five possible responses to the question "Which of the fol
lowing statements best reflects your attitude toward corruption in general?" 

1) 1 accept it because it is inevitable in our country. 

2) 1 don't like it, but there is little that anyone can do about it. 

3) 1 disapprove of it strongly and think it can be reduced to a reasonable level. 

4) 1 am angered by the level of corruption in my country and will support any leader 
who will fight corruption using acceptable democratie means. 

5) 1 am enraged by the level of corruption in my country and will support any strong 
leader who promises to fight it forcefully. 

Table 6. Leve/ of Anger and Outrage 
(% of respondents) 

Bulgaria Roma nia 

1. 1 accept .. 1 0 

2. 1 don'! like . 6 5 

3. 1 di sapprove .. 35 37 

4. 1 am angered . 34 41 

5. 1 am enraged . 24 16 

6. No Answer 1 
0 1 

Don~ Know 

Total 100 100 

Czech 
Slovakia 

Rep. 

0 1 

4 5 

37 28 

53 56 

5 10 

1 0 

100 100 

Ukraine Russia 
M. er-

Armenia Georgia 
baijan 

8 2 3 4 2 

7 15 11 10 3 

23 25 32 27 13 

48 37 39 39 72 

13 21 15 15 10 

1 0 0 5 0 

100 100 100 100 100 

The responses in Table 6 suggest th at elites in ali countries surveyed are angered 
or outraged by the level of crime and corruption in roughly equal degrees. More elites in 
Bulgaria and Russia, however, are inclined to support a strong leader who promises to 
fight corruption forcefully. ln Bulgaria, this may have already manifested itself in the 
most recent political changes. ln Russia, the relatively high level of outrage among the 
elites may indicate a possible level of support for authoritarian leaders and perhaps the 
popularity of centralized "statist" solutions to crime and corruption. Analysis by demo
graphie category reveals that in Russia older (aged 45 or over) respondents are more 
likely to support the "authoritarian leader alternative" than the younger elites. Moreover, 
in ali countries sampled except for Bulgaria and Slovakia, elites representing the pri
vate sector are more inclined to support the authoritarian solution to combating crime 
and corruption th an elites in the public sector. 

lt is encouraging to see the high level of support for alternative (4) "1 am angered 
... but will fight corruption using democratie means" in the Czech Republic (53%) and 
Slovakia (56%), and to a lesser degree in Ukraine (48%). To some extent this reflects 
the stronger democratie traditions or vestiges of these traditions in these countries. ln 
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Russia and Bulgaria only about one-third of the elites chose alternative (4). Surpris
ingly, the highest leve! of support (72%) for alternative (4)," ... democratie means" was 
found among elites in Georgia, suggesting thal the country's elite is very supportive of 
democratie principles. 

On the other end of the scale-in Ukraine and Russia,-there appears to be a 
disconcertingly high level of apathy and fatalism among elites toward corruption. Fif
teen and seventeen percent of the respondents in Ukraine and Russia, respectively, 
chose responses (1) or (2): "corruption is inevitable" and "there is little that anyone can 
do aboutit." The difference between Ukraine and Russia is that in Ukraine the apathy is 
roughly evenly distributed between older elites (aged over 45) and younger elites (aged 
under 45). ln Russia, however, the level of apathy appears to be higher among the 
younger respondents. The level of apathy is relatively high in Azerbaijan and Armenia 
as weil. 

According to the table, the "level of anger or outrage" may imply that elites in 
certain countries are more predisposed to take serious steps to combat crime and 
corruption. The lesser the anger or outrage, the lesser the likelihood of action. A high 
level of apathy and fatalism, on the other hand, suggests that the situation will not be 
resolved anytime soon. Where the level of both is relatively high, as in Russia, the 
situation is uncertain and the direction difficult to predict. 

Conclusion 

The lnterMedia survey data show that the issue of crime and corruption is the 
subject of considerable debate and concern among elites in ali of the countries sur
veyed. The survey results reveal that elites in these countries perceive high overall 
levels of crime and corruption in their respective countries. A standard theme emerg
ing from such discussions and studies is that the leve! of crime and corruption in the 
majority of these countries is a major cause of the failure to advance toward real de
mocracy and capitalism. A World Bank survey of high-ranking officiais also identifies 
public sector corruption as the most severe impediment to the development and growth 
of countries-" 

The re is a demonstrated need to study further the issues of crime and corruption. 
This project represents a work in progress, and in the coming year lnterMedia intends 
to expand the inquiry to other regions, including the Middle East and Asia. The issues 
of crime and corruption are highly sensitive and pose special methodological problems. 
Obtaining honest responses remains a challenge. Quantitative surveys provide only a 
part of the desired information, th us new methods should be explored to better under
stand these issues. Possible approaches may include focus groups and/or in-depth 
interviews, methods that have proven to be effective in determining participants' per
ceptions, feeliogs, and ways of thinking. A combination of quantitative and qualitative 
approaches is likely to yield the most meaningful results. 
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APPENDIXA 

Corrupt Activities/Crimes Measured by lnterMedia Survey lnstitute 

The following question was read to each respondent prior to identifying the spe
cifie corrupt activity or crime listed below: "Crime and corruption, in one form or another, 
are present at various levels of our society. Below are some ways in which they mani
fest themselves. ln your opinion, how widespread are these activities in your country?" 

Possible responses: rare, rather infrequent, neither infrequent nor frequent, rather 
frequent and rampant. 

Bribery 

1. Paymentlacceptance of bribes to/by bureaucrats or politicians to influence govern
ment contracts 

2. Paymentlacceptance of bribes to/by bureaucrats or politicians to influence the 
allocation of monetary benefits (subsidies, pension, privileges) 

3. Paymentlacceptance of bribes to/by bureaucrats or politicians to reduce amount of 
taxes 

4. Paymentlacceptance of bribes to/by bureaucrats-or politicians to speed up licens
ing or permission to carry out legal activities 

Extortion 

5. lnvolvement of businessmen or bankers in questionable activities 

6. Coercion of business to pa y "protection money" 

7. Extortion of small entrepreneurs 

Violent Crime 

8. Mafia-related violent crime 

9. Other non-mafia-related violent crime 

Non-payment of Taxes 

1 O. Non-payment of taxes by enterprises 

11. Non-payment of taxes by individuals 

9 
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Notes 

1 The authors wish to acknowledge Stephen Connors's and David Gibson's assist
ance in editing and data analysis. 

2 ln Central and Eastern Europe the countries surveyed were Bulgaria. the Czech 
Republic, Remania, Slovakia, Russia and Ukraine. ln the Caucasus the countries 
were Armenia, Azerbaijan and Georgia. 

3 ln Armenia, Azerbaijan and Georgia sorne questions were not asked in the same 
way. Consequently, results for these countries were not included in the tables. 

4 Paolo Mauro, "Corruption: Causes, Consequences, and Agenda for Further Re-
search," Finance & Development, March 1998. 

5 lnterfax, 5 March 1999 
6 AP, 17 May 1999 
7"Bulgarian Crisis Offers Lessons for Romanian Banks," Ron Synovitz, RFEIRL 

Newsline, 4 June, 1999 
8 AP, 17 May 1999 
9 CheryJ W. Gray and Daniel Kaufmann, "Corruption and Development" Finance and 

Development, March 1998. 
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LOCAL AND CENTRAL GOVERNMENT: LEGAL 
FRAMEWORK AND INTERACTION IN THE 

CONTEXT OF COALITION 2000 

Jivka Damianova 

The legal framework and practical interaction between local and central govern
ment authorities in Bulgaria is increasingly becoming subject to discussions - so far at 
least within municipal associations on a regional and national level and at various fo
rums of NGOs committed to supporting municipal activities. There have emerged a 
number of problems in the relations between state and municipal institutions stemming 
largely from flaws in the legislation, inadequately differentiated or duplicate functions, a 
centralized model of management and financing of municipalities, and others. The re
sulting environ ment favors abuse of power, corruption, and unlawful decisions contrary 
to the public interest. There are those who believe that municipal officiais are the most 
corrupt and th at fact is to be blamed for the failures in the government of the country. 
However, in the ratings of the sociological survey conducted by Vitosha Research -
Coalition 2000, municipal and public officiais in the central institutions have been as
signed far more modest positions. 

Curbing and preventing corruption in local government and municipal administra
tion is an implicit part of local self-government reform in Bulgaria. ln fa ct, the democra
tization, emancipation, and modernization of local self-government, while respecting 
certain traditional Bulgarian traits and positive experience, are among the imperatives 
of the transition from a totalitarian to a civil society. Since the outset of the reforms, 
however, municipalities and their problems have only had the peripheral attention of the 
legislature, except during election campaigns. Only just adopted, the Local Self-Gov
ernment and Local Administration Act (LSGLAA 1991 ), the Local Election Act (1995), 
the Administrative and Territorial Division of the Republic of Bulgaria Act (1995), were 
ali attacked on account of a number of flaws, shortcomings, omissions. The repeated 
amendments to the laws have been attempting to improve the legal framework of local 
self-government. 

lt is not surprising that our international partners have been actively supporting 
projects by non-governmental organizations aimed at exploring the actual practice and 
public attitudes, as weil as devising'public education packages in the sphere of local 
government. ln this respect we cou id cite, for instance, the project of the Local Govern
ment Reform Foundation financed by the Ministry of External Affairs of the Kingdom of 
the Netherlands- Strong Local Self-Government, or the USAID project, Parliamentarism 
and Modern Local Self-Government. 
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ln this context, the Coalition 2000 Anti-Corruption Action Plan, with the proposed 
coalitions, constructive interaction and partnership between the authorities and the public, 
is highly relevant and useful. Particularly commendable is the program for regional part
nership with local non-governmental organizations implementing the Transparency of 
Local Government public education campaign. ln this way, the idea for broad-based 
anti-corruption action will reach down from the high levels of the governmental and 
intellectual elite to the grassroots, to ordinary citizens and the people in the country. 

The present paper makes an attempt to outline sorne aspects of the legal frame
work and the existing relations between local and central authorities which provide motives 
or favorable conditions for abuse of power and for corrupt practices. A future compre
hensive in-depth study of these aspects could also set forth constructive proposais for 
ways to improve the interaction and, last but not least, to enhance the anti-corruption 
environment in local government. 

1. ln administrative and legal terms, the municipality is the basic administrative 
and territorial unit where self-government is exercised. At the same time, municipal 
authorities are bound by the decisions of central institutions in the most important spheres 
of municipal activity - healthcare, education, social assistance, law and order. Accord
ing to existing regulations of these activities, it is the central authorities that set the size 
of the staff, the structure, salaries and management schemes of the respective munici
pal agencies. ln practice, the municipality is implementing various activities but is un- -
able to actually control the management or spending of funds, for instance in the local 
school or hospital, the farmland commission, the regional police department, tax serv
ice, etc. These units are administratively and structurally subordinate to state agencies 
which in their turn are not immediately involved in addressing specifie regional and 
municipal problems. 

ln the typical spheres of municipal work- the maintenance of the public water and 
electric utilities- the municipality is accountable before the citizens but the work itself is 
carried out by state structures. 

ln their day-to-day work municipalities interact with, and have to comply with a 
number of ordinances, regulations, etc., issued by, various ministries: of finances, of 
labor and social affairs, of agriculture, forests and the agrarian reform, of healthcare, of 
industry, regional planning and development, of internai affairs, of defense, of transport; 
of the environment and water, of culture, of trade and tourism, of education, science, 
and technologies, of justice and legal euro-integration. 

This interaction proves to be quite problematic on account, among other factors, 
of old and new bureaucratie habits and attitudes, lack of modern communications (mu
nicipalities are still a long way from computerization), inert public officiais, etc. Asked to 
rate the chief problems encountered in their work, local government representatives 
assessed as most difficult thei~ relations with structures and agencies of the govern
ment (Readiness for Local Self-Government Reform, p.127). 

The same study reached the conclusion that the mayors of municipalities want 
certain changes in the regulations concerning local self-government. Most pronounced 
were expectations that tax services be placed under operative management by the 
municipal administration, with municipalities entitled to set the rate of, and collect local 
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fees and taxes. The other spheres where mayors expected greater independence on a 
local level were crime prevention, education, healthcare, and the farmland commis
sions. 

A typical example of inconsistency between responsibilities and powers is the 
interaction between the municipality and the law-enforcement authorities. The mayors 
typically find themselves at the center of public crime-related concerns. They are ex
pected to ensure peace and order, and the safety of the community members, as laid 
down in Art. 44 of LSGAA. The law even provides for the possibility for mayors to issue 
ordinances binding the chiefs of the respective police departments. This possibility, 
however, is purely theoretical as it has not been backed by adequate provisions and 
guarantees in either LSGAA, the Law on the Police, or through decrees of the Ministry 
of Internai Affairs, and mayors have not been given real authority in this respect. ln 
practice, at least as far as we know, this possibility remains unused. lt is well-known, on 
the other ha nd, that police officers will not respect any orders other than coming from 
their immediate superiors or their own Minister, and that, according to public opinion 
polis, police officers are among the most corrupt public officiais. 

Since the mayor of the municipality is unable to exercise control or rely on the 
police, he or she is not in a position to ensure public order and effectively fight crime. 
What is more, as evident from the conducted interviews with mayors, the vast majority 
of them do not consider public law and order a priority or a very serious concern of the 
municipality (Readiness for Local Self-Government Reform, pp. 13-14). Despite the 
rising rate of crime in small, medium, and large municipalities alike, the fight against 
crime is obviously regarded as a task of central government and its structures. Su ch an 
attitude is ali the more alarming since crime (and the related corruption) has been de
clared by the Government to be public enemy number one in this country. And without a 
coalition between local and central authorities and civil organizations, anti-corruption 
activity and the fight against crime in general can hardly be successful. 

lt is not only with respect to crime, but equally as regards addressing economie 
and social problems, unemployment, healthcare, and the maintenance of the infrastruc
ture, that municipal authorities largely rely on central government. Current expectations 
run in two directions: more and better regulated subsidies, and changes in the legisla
tion towards greater independence. 

2. Financially, the chief problem faced by municipalities remains the centralized 
management of revenues and expenditures, even though a number of new laws have 
been adopted (1997): Corporate lncome Tax Act, Personallncome Tax Act, Local Taxes 
and Fees Act. 

On the wh ole, the structure of municipal revenues and expenditures is similar to 
that in the countries with modern economies: own funds, and subsidies (general and 
earmarked); there have been attempts to generate resources through participation in 
capital markets. 

The problems are found in the so-called "shared" taxes, in other words income 
taxes which are "transferred" to the state and contributed to the national budget. ln fact 
the principal source of revenues remains under the disposai of the central government. 
And wh ile in 1992 municipalities received 70% of income tax revenues, the next year, 
1993, their share dropped to 50%. Si nee 1994 and the introduction of value-added tax, 
which replaced the turnover tax, ali revenues collected from this tax are contributed to 
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the national budget, meaning further centralization. Exactly the opposite is the case in 
the countries with advanced local self-government, where persona! income tax is a 
pu rely local tax. This allows for stability and independence of local finances, and makes 
it possible to address specifie problems of the municipalities. 

Local expenditures are formally voted by the municipal councils, but within strictly 
set limits regulated by the national budget and the ordinances of the respective minis
tries. lt is true that under the conditions of economie crisis expenditures are meant to 
cover only the most pressing community needs. But it is equally true that, due to the 
centralized management of finances, the structure of municipal expenditures reveals a 
number of imperfections, the absence of a differentiated approach and recognition of 
the specifies of municipalities in different regions. 

Under the present grave economie situation in this country and the impoverish
ment of the population, few municipalities rely on independently generated income. State 
subsidies are of great importance. But in the opinion of experts, subsidies have not 
been clearly regulated and allow for subjective decisions. Des pite the existence of for
mal criteria (while they were 5 in 1993, those criteria were increased to 21 in 1997), in 
practice the mechanism of setting and allocating subsidies is far too complicated and 
nontransparent. There is no guarantee for just distribution of subsidies, nor are munici
palities motivated to make the most efficient use of the funds allocated. A statement by 
a_ member of parliament, that mayors should know how to ask for a state subsidy, is 
quite revealing in this respect. 

ln a national survey covering 100 municipalities which studied attitudes towards 
the legal framework and finances, respondents were most critical regarding the regula
tion of revenues from local taxes and fees, as weil as the regulation and timely payment 
of the subsidies (Readiness for Local Self-Government Reform, Sofia 1998, figures 28 
and 29). And when the mayors demand greater autonomy of municipalities it is a matter 
of seeking adequate balance between constitutional powers and responsibilities before 
the population on the one hand, and the financial and administrative possibilities to fulfill 
them, on the ether. 

Another conclusion, shared by a great many experts, should be noted - namely, 
th at in view of the majority election of mayors and the forming of the municipal councils, 
the existing financial system does not correspond to the electoral one. As acknowl
edged by one of the creators of the tax administration, "the mayors are elected not on 
account of the tax or financial policy they propose for the fulfillment of the goals set, but 
rather, on a party allegiance principle, and it is but natural that whoever is closer to the 
executive stands greater chances of success" (Parliamentarism and Modern Local Self
Government in Bulgaria, Sofia 1999, p. 4). 

Und er the present legislative instability of the economie conditions for the imple
mentation of municipal activities and programs, a good pre-election platform, which has 
brought victory to a democratically elected mayor, may prove impracticable for reasons 
which do not depend on the mayor himself. Local government then switches to "manual 
mode of operation" and enters the maze of the gray sector. Legality cedes its place to 
the "each-man-for-himself' principle. We have become used to news about mayors of 
municipalities who have exceeded or abused of their power and who are being pros
ecuted or taken to court. The accusations typically concern malpractice or misappro
priation, whether for persona! gain or benefiting close circles, in the spheres of privati-
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zation of municipal and state-owned campa nies, licensing of business activities on the 
territory of the municipality, public procurement, the sale and lease of municipal prop
erty. 

Corruption in local government and unlawful decisions to the detriment of the state 
and public interest are frequently related to gaps in the legislation, duplication of state 
and municipal functions, or inadequate differentiation of the se functions, the centralized 
administration and financing of the municipalities. The repeated amendments to the 
laws, the incomplete privatization and land reform further aggravate the situation and 
favor the proliferation of corrupt practices. They are certain to be limited once the legis
lation is put in arder and the reforms are completed. And that also implies a reform 
aimed at decentralization of resources or the autonomy of municipal finances, as de
manded by most municipalities in this country. Such a reform could be achieved by 
consensus of the political powers in the National Assembly for the adoption of a new law 
on setting the rate of local taxes, as required by the Constitution. Bulgaria would then 
draw closer to the principles laid dawn in the European Charter of Local Self-Govern
ment (Art. 9), according to which local authorities are entitled to sufficient funds of their 
own, of which they may dispose freely within the framework of the ir powers; and further
more, local authorities' financial resources are to be commensurate with the responsi
bilities provided for by the constitution. 
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Local Government "Transparency Matrix": 
System for Municipal Services Monitoring 

1. Public Perceptions 

Tikhomir Bezlov 
Petkan lliev 

One year of "Coalition 2000" research has shown, th at Bulgarian corruption prac
tices can provisionally be divided into mass corruption and elite corruption''. Dispos
able demoscopic data suggest that it is the mass corruption that determines the pessi
mistic attitudes currently prevalent among Bulgarian population. Actually surveys have 
regi ste red wh at the average Bulgarian is well-aware of in his everyday life- widespread 
bribability of doctors, policemen, tax officiais, telephone technicians, administration and 
so on. ln this connection it should be mentioned that experts believe the gross yearly 
amount received at low Jevels by large exceeds wh at is being acquired at the top. And 
th at does not just account for analogies between lower and upper end markets. Mass 
corruption widely thriving, justified as people's survival strategy, grows into being gradually 
accepted as a social norm. The latter does not merely counter Bulgarian culture and 
tradition, but is threateningly destructive for country's economie competitiveness as a 
wh ole. 

Taking it that to counter mass corrupt behaviors one needs to know about their 
mechanisms and preconditions, we are putting forward an evaluation approach appli
cable in one of the spheres of mass corrupt deals- local administration (both central 
and municipal). The local administration has been selected as the main focus among 
other things because there, available empirical evidence has found, the average Bul
garian citizen cornes into most frequent contact with corruption. 

2. Local Government Structures 

The collapse of the soviet mode! of government based on the central system of 
administration brought to the visible expansion of the rights and resources to be re
spectively exercised and handled by local authorities in Bulgaria. At the same time, the 
central government in crisis, regional and national connections broke down and further 
isolated municipal structures into solitary islands responsible for their survival on their 
own. Missing developed civil society, independent local media and efficient democratie 
local structures of major political forces led to the chaotic distribution of property, budget 
subsidizing, orders. The last eight years have demonstrated that locallevel administra
tors have been extremely "short-lived" 2 , which but fosters their apt commitment with 
various group or persona! ecomomic interests. ln the light of ali this Jocallevel corrup-

• See the notes at the end of the article 
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tion has turned into a natural mechanism indispensible for the operation of both the 
business and the public policy institutions. lt permeates almost ali segments of local 
power starting from education and health care and ending up with regional prosecu
tors, judges and the police. The problem is further aggravated by the tact that unlike on 
a national scale local corruption is intricately interwoven with family-kinship and friend 
relationships. lt is very hard to discern the vague dividing line between a favor to a 
friend and a favor for a charge. State services counter corruption have failed in their 
attempts to intervene - they went as far as to be easily interpreted as "attempts to 
restore the centralized communist system" or as attempts to tap and reallocate "wealth" 
for the benefit of the central administration. 

Additionally tinging the overall context, and with the missing democratie experi
ence, a strongly negativist public opinion estimation of local administration is estab
lished, systematically going into extremes. Locally specifie problems arise related with 
reciprocal accusations of corruption placed by local economie groupings and political 
coalitions. With ti me such incessant accusations have come to be perceived as regu
lar social community background noise and tuned the ordinary citizens of the munici
pality off and indifferent to them in the long run. 

3. NGO involvement in anti-corruption initiatives locally 

Therefore setting the major action li nes in Coalition 2000 's "Action Plan Against 
Corruption" the local government was allotted special place. A main initiative in this 
connection was the announcement of a special(ised) programme against corruption 
on the regionallevel. lt was piloted by 14 selected not-for-profit organizations that un
dertook projects in 10 of country's cities. 

Working out the participation of the third sector in anti-corruption initiatives on the 
locallevel the idea gradually arose of the design of a common basis to allow juxtaposi
tions of different local authorities in terms of corruption practices spread among their 
representatives. ln many respects this idea was instigated by Robert Putnam's research 
of ltalian local government /Robert D. Putnam. Making democracy work. Civil Tradi
tions in Modern ltaly/, where a typology of local government transparency is offered to 
cover from transparent Northem Ital y to as far as notoriously and extremely client South
ern ltaly. 

Instrumental for the implementation of the idea was the so called "transparency 
matrix" designed for the purpose. Currently local NGO partners are working on the 
filling up of this matrix. Their projects comprise two parts: a fixed one - the local 
government monitoring part equal for ali the 14 organizations involved and one variable 
part which is different for different organizations and is to be undertaken on their own. 

4. Development of the matrix design 

Monitoring matrix was the outcome of several consecutive steps: 

• Series of expert analyses and entourage reports were produced3 to describe 
existing "risk" and "grey" sectors of local government. Expert reports were also 
supplemented with data coming from interviews with local administration decision 
makers, as weil as from a series of focus groups. 
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• This analytical material served as grounds for an attempted formalization of regis
tered problems into a general scheme to th us systematically account for individual 
instances. 

• Residual ch art covers major sectors of municipal administration (the horizontal 
axis)- "Health Care", "Education", "Social Care", "Culture", "lnvestments", "Li
censing", "Construction Development Rights" 111 "Environment and Sanitation". 
Along the vertical axis come the allocated expenditure figures, including fixed 
costs not to undergo any changes /like pay-roll costs, social security, subsistence 
costs - electricity, water and other fixed items/; budgets determined by elected 
structures- municipal councils, commissions and others; costs devised by ap
pointed officiais and decision makers outside local government; patterns of exert
ing influence over local government -the economie power, political power and 
sector supervision; the last data offered by the vertical part of the matrix concern 
the "grey sectors" possibly emerging (See Appendix). 

• This sort of a ch art ca lied "transparency ma tri x", in its experimental form records 
both quantitative data (financial amounts, staff number, number of commission 
members, etc4.), and qualitative findings- description of general and specifie 
features of various sectors, comments and evaluations in regard to problems and 
their settlement faced by observers. 

• The initial matrix design was subject to discussion with the participation of partner
ship NGOs. 

• Presently "local government transparency" matrix has been experimentaly em
ployed for two months now by partner NGOs. lt has been purveyed by means of 
expert interviews, expert accounts, entourage interviews and others. Survey nec
essarily recruited local administration experts in charge of, or working in respective 
sectors. Very important source of information was a Iso respective municipalities' 
financial statements and budget balance sheets. Local administration official 
warning signais were also incorporated as val ua ble source of information. Under 
survey arrangements mayors, deputy mayors, heads of departments and sector 
experts were recruited. The comprehensive survey of local government and cor
ruption would not miss to solicit the opinions of not just municipal officers and 
administrators, but of the potential consumers of their services. The methods of 
inquiry and interview were applied to them, too, with ali the accounts, responded 
questionnaires, interviews and reports being entered as circumstantial systemic 
data about local government. 

3. Possibilities for local government transparency data formalization 

"Local government transparency" matrix accumulated data th at can support vari
ous coefficients to give further specifie evaluations like, for instance the hazard of cor
rupt practices within different local administrative structures; or the degree of transpar
ency in different municipal government sectors, etc. 
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Below is a schematic evaluation formula provisionally ca lied: "Corruption risk co
efficient". 

corruption RISK RATE 1 corruption potential/ 

m 

L XijKj 

KJ 
j 

M 
Where: 

1. 1 = 1.. ...... . m is the number of surveyed municipal sectors 

2. Xi j is the evaluation of the relative municipal budget share of the i-sector 

3. K i- the evaluation of the relative share of cost and expanses determined by appointed officiais out 
of the total expenditure a mount for the i -sector 

4. M - the number of sectors. 

This formula can be reversed and called: 

1 1 RATE OF LIMITING THE RISK 

A J 

Where Fi is the assessed relative share of the ex penses determined by elected or other collective 

bodies plus the fixed expanses, thal is: Fi = ( F; + F; ) 

These formulae are just illustrative of how obtained quantitative data from various 
local administration offices can produce coefficents on the basis of which relatively 
objective juxtapositions can be made of , say, 20-30 or more municipalities about the 
manners of allocating local budgets. Certainly, the simple correlation contained in these 
formulae between expenses fixed 5 in municipal budgets and the non-fixed spending 
(allocated through non-transparent procedures and missing criteria for the choice of 
this or that decision) cannat by any means be a secure measuring tool. Team's inten
tions are to,develop further the offered scheme and having accumulated reliable amounts 
of comparable data to come up with considerably more precise formulae for compari
son. 
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6. Ongoing problems 

• ln the course of data collection il became clear thal the financial information sup
plied by almost ali local government structures states ali expenditure as fixed. The 
analysis of tacts demonstrated thal it was only an attempt to avoid providing con
crete information. 

• Upon gathering the financial information data by the municipality (budget, ex
penses and the like) a core problem turned out to be the connec! ion "li ne mayor
finance department". ln many cases the written permission of the mayor did not 
seem sufficient grounds for the respective clerk to provide required data, des pite 
of the public cha racler of the information. Similar is the situation with al most every 
other piece of "more sensitive" information like public sale data, granting construc
tion permits, etc. 

• Plovdiv posed a special problem with the case of Plovdiv city municipality supply
ing partial information as different from the regional mayors, who on the who le 
proved more cooperative. Notewothy here is thal the dominant expenditure por
tions of regional municipal budgets (up to 100% in some cases) fa li under "fixed" 
expenses, while the "non-fixed" spending is concentrated in a municipal mega-firm 
"Piovdivinvest" directly accountable to the central mayor. 

Regional mayor offices, in spite of ali legal ~remises are unable to !hus ha nd le 
and spend the bulk of the public resource. Hence the larges! relative share of sector 
"Education" spending ranging from 45.88% in Maritza municipality to 62.66% in 
region"Southern". Due to the large relative share of fixed expenses "big corruption" 
(budget resource distribution) by appointed officiais in regional administration is finan
cially restrained. The so ca lied "small" corruption is what takes place the re, related with 
the execution of certain administrative services (requests, licenses and others). 

Notes 
1 Various forms of political corruption fall here, illegal commissioning, smuggling into 

the country of vast quantities of mass consumption goods, evasive contracting 
over huge in come amounts with top tax officiais, obtaining various licenses - like 
for trading, transport, telecommunication activities etc. 

2 There is research evidence thal official positions are fi lied as a result of compli
cated and temporary group arrangements, and the volable local government 

· positions have proved to be practically one-mandate only. 
3 lt should be mentioned thal for fear of unreliability of information the "entourage 

quota" principle was applied in the collection of part of the data - it came supplied 
by persans utterly trusting the interviewer (close friend, relative, even family mem
ber) whose anonymity was specifically guaranteed. 

4 The integration of various possible forms, lending themselves to quantification, is 
envisaged- like number of complaints, ti me of receiving answers to daims, etc. 

5 Thal is the expenses legally provisioned and practically clearly traceable, like for 
instance the salaries of doctors, teachers; electricity, heating expenses, etc. 
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,LOCAL GOVERNMENT TRANSPARENCY" MONITORING 

Munlclpallty profile 
General features: state subsldy, ratio between subsldy amount and number of 
munlclpallty population, adequacy of state subsidy to municipal social needs 
(imemployment rates, minorlty representation, percentage of active enterprises, 
Infrastructure problems, etc.) 

Description of local government structure (ch art and connections wlthln municipallty 
- flowchart ) . 

Health Ca re Education Social Care Culture lri1Vestments Llcenslng Construction Envlronment 
Development and sanltation 

Rlght 

Amounts of funds 
allocated 

(As absolute 
amountand per 
cent of municipal 
budget) 

Flxed expenses not 
to be changed: 

Pay-roll costs, social 
securlty, etc .. 

Subs/stence costs -
electrlcity, water etc. 

Other fixed ex penses 

Comments 



- ------- - ----- - - ----
Health Care Education Social Care Culture lnvestments Licensing Construction Environment 

Development and sanitation 
Riaht 

Ex penses 
determined by 
elected bodies 

(Municipal Council, 
commissions •.. ) 

Ex penses 
determined by 
appolnted officiais: 
Heatl ng and food 
Repair work and 
current maintenance 
Special ex penses: 
Outgolng decision 
makers and domain 
of their 
responsibillty 
Lowest leve! 
officiais 
Problems: 
Criteria for recruiting 
Commissions to 
allocate resources 
Criteria for 
appointment 
municipal officiais; 
contests, etc. 
Business interest in 
the sector 



---------------------
Health Care Education Social Care Culture lnvestments Licensing Construction Environment 

development and sanitation 
rlght 

l?chemes of exerting 
Influence over local 
authorltles 
Economie influence: 
Sponsorshlp, grants, 
iolnt actlvltY 
Polltlcallnfluence: 
Party recruitment, 
lobbying for 
flnanclng 
Sector supervision 
(bodies, regulation and 
procedures) 
Supervision over mayor 
and deputy-mayor 
decisions ( scheme) . 

Supervision over 
municipal council 
decisions ( scheme) 
Supervision over 
municipal officiais 
(schemel 
Possible ,grey" 
sectors 
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The Students' Town of Sofia: 
a Corruption-Free Area 

1. The Problem 

Vessela Shaleva, 
"Anti-Corruption Society" 

At the present moment Bulgarian society is facing an exceptionally complicated 
social problem -corruption. This social evil has become one of the most serious chal
lenges to the process of democratization by placing a substantial obstacle to the intro
duction of market mechanisms in the economy as weil as by obstructing competition 
and equal opportunity in the ether areas of societal activities. 

One of the basic problems for a significant number of university students in Sofia 
is dormitory lodging in the student town of"Hristo Botev." The existence ofwidespread 
corruption and insufficient control of the housing process is a public secret among the 
students. Sorne of the students are unable to hire a private room, because the market 
priee of the rent is too high for them and their families. Since for these students the only 
chance for security and ease during the academie year is dormitory housing in thee 
student town, they are often inclined to compromise and accept the rules of the dirty 
game called corruption. The rules of control are an alternative to corruption. The 
students, however, are suspicious toward the obsolete models of control. The informa
tion deficit and the long waiting lines in front of the offices of the bureaucrats are still 
ether factors creating conditions for corruption. The educational process itself is under
mined by systematic bribing. 

Jt is undeniable that the young people in Bulgaria, especially the university stu
dents, are playing a crucial role for the acceleration of reforms. After early 1997 the 
degree of public confidence delegated to youth is exceptionally high. This trust cou id be 
transformed into real measures for corruption minimization that would attract support 
from the general public. The combination of academie knowledge, youth's potential for 
applying innovative approaches in corruption counteraction, and the will for promoting 
the values of civil society could be converted into a madel and an accelerating factor for 
curbing corruption in ether public spheres and,state institutions. lt should be noted, 
however, th at only a small number of the students and the young people in general 
have accepted their share the of responsibility for combating corruption and for the 
restoration of moral values in society. 
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Program: ~The Students' Town of Sofia: a Corruption-Free Arean 

2. The initiative 

Association "Corruption-Free Society" took its responsibility in this process 
by starting to implement measures for curbing corruption at the universities, which should 
represent not only centers for academie learning, but also an environ ment of new civil 
culture and morality. The pilot program "The Student town- A Corruption-Free Area" 
is part of the campaign realized by association "Corruption-Free Society" and is tar
geted at the problems of the students; it is a Iso being implemented in the framework of 
the Coalition 2000 initiative. This campaign is structured along two basic li nes of work: 

• Completing a professional analysis and searching for actual strategies for curbing 
corruption in the a rea of the student town. 

• lnvolving a large number of students in the process of solving their own problems. 

3. Developing solutions 

ln the context of the first working line of the program on April 27'h, 1999 a round 
table discussion titled "The Student town -A Corruption-Free Area" took place at the 
Center for the Study of Democracy. This round table organized by Association "Corrup
tion-Free Society" and Coalition 2000 was attended by representatives of the following 
organizations: Bulgarian Democratie Youth, Association "European Law," European Youth 
Movement, Coalition 2000, the coordinators of association "Corruption-Free Society" 
from Sofia and Blagoevgrad, National Association of the Political Science Students, 
National Association of the Junior Clubs of the United nations, "Transparency Interna
tional"- Bulgaria, "Open Society" Student Clubs, Student Councils of Sofia University 
"St. Kliment Ohridsky," The University of Medicine, the Technical University, the Univer
sity of Chemistry and Technology, The University for National and Global Economy, 
Union of the Youth Academie associations of the Movement for Rights and Freedoms, 
Federation of the lndependent Student Associations. ln the work of the round table 
there was a Iso participation on the part of representatives of the administration of this 
municipality /at the level of deputy mayor/, as weil as citizens interested in the problem 
under consideration. 

The round t~ble discussion focused on two basic groups of corruption practices
associated with dormitory housing and with academie examinations. Petar Yakimov, 
Head of the Student Council at Sofia University "St. Kliment Ohridsky," gave a short 
presentation on the structure and the working organization of the Commission on Social 
and Housing Services at Sofia University. Fundamental problems for discussion were 
also posed by the reports of Vesselina Shaleva, Head of the Board of Directors of 
Association "Corruption-Free Society" /"Normative settlement of the organization and 
conditions for the use of dormitory facilities of Sofia University "St. Kliment Ohridsky"/, 
and of Bogomil Nikolov, member of the National Association of the Political Science 
Students f"'Fundamental factors of corruption in the Student town"/. 

These major conclusions were made as a result of the discussion th at followed: 

• The normative settlement for accommodating the students in the university dormi
tories is unknown to a great number of the students, which creates conditions for 
discretionary intervention of the administration in the housing process. 
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Program: "The Students' Town of Sofia: a Corruption·Free Area" 

• There is a lack of transparency in the process of accommodating students in the 
university dormitories, which creates preconditions for corruption. 

• The commissions on social and housing services are working in the conditions of 
constant threats and bribe offers. 

• There is not a working mechanism for removing from the university dormitories 
students who have accommodated themselves there without permission. 

• The organization of the examinational system creates preconditions for corruption. 

The following suggestions for the resolution of the existing problems wee made: 

• Preliminary announcement of the available places in the dormitories of the corre
sponding university, as weil as periodic update of the information for available 
places 

• Abiding by the competition principle in ali housing procedures, including th ose 
conducted after the deadlines of the housing campaigns in the beginning and at 
the end of the academie year. 

• Realization of better coordination in the work of the commissions on social and 
housing services for the students in the universities for the purpose of providing 
updated information about the available places in the dormitories. 

• Development and distribution of pamphlets containing information about the stu
dents' rights in the process of accommodation in the university dormitories and 
opportunities for contact with Association "Corruption-Free Society" and other anti
corruption initiatives and organizations. 

• Establishment of a "hot" telephone li ne for signaling instances of corruption and for 
legal consultations about the process of accommodation in the student dormitories. 

• Introduction of remuneration for the members of the commissions on social and 
housing services for the students, as weil as a reasonable payment for applying for 
student housing. 

• Transition to a system of written examination in which the written exams of the 
students of a given university are evaluated by professors from a different univer
sity. 

ln conclusion, the participants in the round table discussion proposed to Associa
tion "Corruption-Free Society" to summarize the suggestions made, to correlate them 
with the participants in the discussion, and to send them in the form of a report to ali 
interested institutions in the country. 

4. Mobilizing support: rock concert/happening 

On April27'". 1999 Association "Corruption-Free Society" with the support of Coa
lition 2000 organized a concert titled "The Student town- A Corruption-Free Are a." The 
concert took place outdoors near "Hristo Botev" hall and was attended by more than 
7000 spectators. The goal of the organizers was to pose the problem of corruption in 
the focus of the student community. 
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Program: ~The Students' Town of Sofia: a Corruption~Free Area" 

This activity was widely advertized with the use of posters placed in the Student 
town, in the most animated central locations, and in the rectories and corpses of the 
schools of higher education in Sofia. Besides the trivial information about the na mes of 
the participants and the place and ti me of the activity, the posters presented the cam
paign title and the logo of the organizers. Information about this concert was broadcast 
on the most popular radio stations- Bulgarian National Radio: program "Horizon", pro
gram "Hristo Botev," "Tangra" radio, and "Vitosha" radio. Information about the anti
corruption campaign in the Student town was announced simultaneously with the con
cert details. The transparent slides displaying the logo and the slogan of Coalition 
2000 f'Ciean Future"/ and of Association "Corruption-Free Society" f'Honesty Wealth, 
Morality in Politics"/, and with the campaign motto f'The Student town- A Corruption
Free Area"/ additionally served to focus the audience's attention on the problem of 
corruption. 

Although it was a non-traditional form of this type of anti-corruption campaign, the 
concert appeared to be an especially successful way for attracting the attention of a 
wide range of representatives of the young audience, whose majority does not take 
interest in participating in public activities of this type. Any other form of popularizing the 
problem "corruption" among the students would have a much more limited impact in 
relation to the number of students reached, as weil as to the heterogeneity of the audi
ence. 

This concert focused the attention of a wide range of students who are not experts 
in the area of anti-corruption efforts, but are sensitive to or directly affected by instances 
of corruption. The involvement of the students was caused also by the severity of the 
problem, as weil as by the fact th at the cause "Corruption-free Student town" was joined 
by six of the most popular rock bands. The rock bands stated their support for the 
organizers and the objective of the concert. The students were informed about the 
opportunities for participation in the program for curbing the instances of corruption in 
the Student town. There were announcements about the establishment of a "hot" tel
ephone li ne during the housing campaign in the Student town and about the distribution 
of brochures containing information about the students' rights in this campaign. 

Simultaneously with the concert, a happening was organized - drawing a portrait 
of corruption. V\fith the assistance of Liudmil Vesselinov- a fifth-year student at the 
National Academy of Fine·Arts - those who were interested had the opportunit~Tto 
visualize their conception of corruption on the white canvas. This activity involving over 
40 "dilettante painters" was again aimed at focusing the students' attention on the 
problem of corruption, but at the sa me ti me it presupposed the expression of their atti
tude towards this social evil. The completed work will be presented at the upcoming 
seminars on the problem and will be utilized in the future activities of the Association 
aimed at building an anti-corruption attitude among the young people. 

Anti-corruption information 

ln the process of developing the project "The Student town- A Corruption-Free 
Area" the Association envisaged as its objective not only focusing the students' atten
tion on the problem of corruption, but a Iso suggesting effective mechanisms for its over
coming. Undoubtedly, one of the strategies for curbing corruption is maximizing the 
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Program: "The Students' Town of Sofia: a Corruption-Free Area" 

students' awareness of their rights and securing maximal transparency in completing 
the list for housing and the distribution of the available places. These conclusions were 
confirmed also during the round table discussion. 

ln early June the brochures providing information about the students' rights in the 
process of dormitory accommodation were prepared. Their distribution will be initiated 
simultaneously with the beginning of the campaign for fi ling requests for university hous
ing, the purpose of which is to reach virtually every student for whom the information 
about university housing and the students' rights in this process is of significant impor
tance. The brochures are placed in the offices where housing requests are fi led, in the 
dormitories, and at the universities. The brochures include information about contact
ing Association "Corruption-Free Society," as weil as details about the "hot" telephone 
li ne. A working group composed of students will investigate the signais for instances of 
corruption and will prepare suggestions to the local government, as weil as to the uni
versities and the Ministry of Science and Education for improving the effectivity of anti
corruption strategies and minimizing the instances of corrupt practices in the Student 
town. 

7. The proposed anti-corruption mechanism 

A "hot" telephone li ne for signaling instances of corruption and for legal consulta
tions for the process of accommodation in student dormitories was opened at the begin
ning of the campaign for fi ling housing requests. The collected information will be analyzed 
and presented as a report to the specialized authorities. The report will conta in sugges
tions for improving the administrative and legal organization of the student town s. 

After a profound analysis of the results of the actualized project Association "Cor
ruption-Free Society" envisages the development of similar anti-corruption programs in 
other academie centers- for instance in the student towns of Blagoevgrad and Shumen, 
where the Association has members and friends. The successful implementation of 
these programs could create a real model for an anti-corruption strategy which could be 
applied in other sectors of public life. 

8. Project progress 

The progressive implementation of the project envisages organizing round table 
discussions on the results of the pilot program. Youth and student leaders from the 
entire country will be invited to these discussions to share their experience and concep
tion of the participation of civil youth organizations in joint anti-corruption initiatives. The 
participation of youth and academie organizations from Blagoevgrad, Shumen, Veliko 
Turnovo, Haskovo, Plovdiv, and Sofia is forecast. The discussions will be centered on 
the problems of the social and housing services for the students and the related in
stances of corruptio.n, considering the specifie characteristics of each university center. 
The possibilities for developing suggestions for improving the administrative and legal 
organization of the student towns will be discussed as weil. 

Association "Corruption-Free Society" will familiarize the participants with its project 
for establishing an academie commission for fighting corruption as an independent pub
lic agency whose activity will be focused on curbing corruption in university centers. 
The fundamental direction in the commission's work will be investigating signais for 
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Program: 7he Students' Town of Sofia: a Corruption-Free Area~ 

instances of corruption /including those received on the "hot" telephone li nes/ and the 
preparation of reports containing recommendations for the measures which should be 
taken in each case. The Association will present its proposai for creating mechanisms 
amplifying the opportunities for informing the commission not only about actual cases of 
corruption, but also about the conditions facilitating its existence in the universities and 
more specifically in the student towns. An example of su ch a mechanism is placing post 
office boxes in easily accessible places with the help of which signais will be received. 
ln this way it will be possible to consider the recommendations of the students them
selves and to represent their understanding of the issue. The feedback th us received 
will facilitate the work of the commission itself. 

For the purpose of maximal involvement of the students in the fight against cor
ruption, the information collected with the means of the "hot" telephone lines and the 
post office boxes will be made available to journalism students so that they cou Id con
duel journalist investigations of instances of corruption. These investigations will not 
be pursuing a sensational effect, but instead will contain analyses and conclusions 
about improving the efectivity of the anti-corruption measures. lt follows that the suc
cessfully conducted journalist investigations will show that the emphasis usually placed 
on the difficulty of proving cases of corrupt practices can and should be moved to the 
public capacity for non-tolerance of the instances of corruption left with no subsequent 
consequences- undisclosed and non-penalized. 
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ANTI-CORRUPTION CIVIC INITIATIVES ON 
MUNICIPAL LEVEL 

Borislav Tsekov 
President of the Association of Young Lawyers of Bulgaria, 

Member of the World Jurist Association 

More than ten years ago an American politician had to resign as Chairman of the 
House of Representatives because of numerous accusations in corruption. People talked 
in these years that when individuals, lobbyists or civil rights activists had contacted him 
with proposais for certain legislative measures he usually showed the white wall in front 
and said "Do you see what is written on this wall?". While his interlocutors stared in 
wonder he continued "lt's written: for nothing- nothing!". 

1 question myself- is there a citizen bath in Bulgaria and in the region who has never 
seen this invisible sign in any public institution? ln the years of transition towards market 
based democracy, corruption has become one of the most significant threats to success
ful implementation of political and market reforms. But fortunately, in the last 2-3 years, a 
more pragmatic and purpusefull efforts aimed at enhacing oftransparency and restricting 
of corruption pre-conditions could be noted in Bulgaria bath in terms of measures taken 
by the government and in terms of NGO sector initiatives. When talking about NGO 
sector in Bulgaria it is worth mentioning "Coalition 2000" and the results of its anti-corrup
tion activities on nationallevel- a Plan for combating corruption has been prepared, the 
public debate on these issues involving the state authorities, NGOs and the bussinesses 
has been activated. And now, the time has come for Bulgaria to focus anti-coruption 
efforts also on the lowest levels of administrative hierarcy and to implement civic anti
corruption initiatives on municipal level. 

ln this respect the Association of Young Lawyers of Bulgaria /AYU created last year 
an expert team on anti-corruption issues and initiatives related with combating corrup-

. tian. At this stage the program, which we have called "Civic initiative "Anti-corruption" 
consits of projects implemented on municipallevel /in four municipalities/, funded by the 
US Embassy in Sofia and Coalition 2000. The program has also its international dimen
sion - AYL will host a conference of the World Jurist Association on Octeber 1 , 1999 in 
Sofia: "Legal Instruments for Enhancing ofTransparency, Opennes and Accountability of 
Gocvernments". Prominent legal professionals from the USA, Germany, Russia, Ukraine 
and ether countries will take part in this conference. Among the foreign speakers will be 
Prog. Garry Hunter, Director of Law, City of Athents, USA and Mr. Ni hal Jayawickrama
Transparency International Executive Director, Mr. Jack Streeter, President of the World 
Association of Lawyers, Mr. Valerij Yevdokimov, Chairman of the High Council of Justice 
of Ukraine and ether distinguished jurits and lawyers. 
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REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL - SMOLIAN, BULGARIA 

Association, Center for the Development of the Zlatograd District, Business Centre 
Devin, "Partnership for Local Development" Association, Madan District, Union for 
the Protection of the Rhodopi - Chepelare Municipality, "Care and Charity" Asso
ciation - Smolian. 

Media: 
The Editors in Chief of the newspapers "Otsvuk", "Rhodopski V es ti", "Rhodopski 
Pregled"; the "Foton-K" Cable TV, the "Rhodopa" Radio, and journalists -corre
spondents of the Bulgarian National Radio, Bulgarian News Agency, the newspa
pers "Standart" and "Maritsa". 

Business: 
The Executive Directors of the Bulgarian Economie Ch amber and the Trade-NN 
Palace 

Free-lance Lawyers: 
Attorney Ivan Apostolov, Attorney Vassil Vassilev, Attorney Peter Malamov 

Culture: 
Valia Balkanska - Folk Singer, Slavka lvanova - Poet, Nikola Gigov - Writer 

STRUCTURE OF THE REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL
DISTRICT SMOLIAN 

The Regional Anti-Corruption Public Council has a three-level structure. 

Regional Public Forum: 

Structure: 
lt has an open structure and consists of ali the members of the Cou neil. 

Sittings: 
The sittings are held at !east once in three months, and are convened by the 
Chairman. 

Tasks: 
Defi nes the strategie program, the conception and actions of the Cou neil. 

Adopts the Action Plan Against Corruption. Makes an analysis and an estimate of 
the corruption situation in the country. 

Makes proposais to the responsible institutions and bodies for possible changes in 
the legal framework. 

Coordination Council 

Structure: 
A seven-member Council: 

Chairman: Mr. Peter Malamin, lawyer, Mayor of Momchilovci 

Deputy Chairman: Mr. Deyan Ashkov - economist, Chairman of the Bulgarian 
National League "Stefan Stambolov" 

Secretary: Miss Siika Zabilova, Spokesperson for the District Directorate of Internai 
Affairs 

Members: Mr. Georgi Krumov- District Prosecutor 
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ANTI-CORRUPT/ON Cl VIC INITIATIVES ON MUNICIPAL LEVEL 

However, it provides for certain mechanisms, procedures and obligations for the au
thorities to answer to signais for corruption anf proposais regarding improvements in 
the administration submited by citizens or organizations. Let me say that we are plan
ning to draft proposais for a new, modern law to guarantee the right of citizen to 
petition and will submit these draft proposais to the standing patliamentary commit
tees and to the Council of Ministers. We consider that the work of our lntermediary 
Groups so far is quite satisfactory - more than 200 citizens have been consulted for 
the last two months in the four municipalities we are working in. 

Another priority of the lntermediary Groups is monitoring the activities and poli
cies of the local authorities with regard to restricting of corruption and maladministration 
violating the rights and lawful interets of the citizens. The monitoring process will 
result in special reports and reccomendations for improvement of the organization 
and procedures of the municipal bodies. These reports will be presented to the local 
authorities, the media and local NGOs. With a view to increasing of transparency of 
the local authorities and enhancing of the raie of the NGOs in public policy making, 
the Groups will gather and announce information about important local projects, funded 
by the municipal budgets. 

We consider as very important publishing of Citizens' Handbooks presenting 
legal regulations of a wide scope of municipal administrative services (e.g. certifi
cates, authorizations, licences) in a synthesized and understadable for the citizens 
way. The handbooks will be distributed within the local communities - citizens, busi
nesses and NGOs. 1 do believe that the handbooks concerned will be an efficient 
assistant to the citizens and a real guide in the labyrinth of the administrative serv
ices, bodies, documentation and procedures. 

Mail boxes have been announced where citizens, whose anonymity is guaran
teed, have the opportunity of sending signais for corruption in the local authorities. lt 
is a iso provided for popularizing through the media of the forms and opportunities for 
civil stand against the corruption aimed at raising awareness and also creating of a 
public attitude of intolerance towards the corruption as weil as improving of the legal 
culture of the citizen s. 

We are in permanent dialogue with local authorities through a number of work
shops and round table discussions on issuies like functioning of the municipal au
thorities, access to information and amendments in local regulations aimed at reduc
ing of the licencing procedures. Practical results of this dialogue is the participation of 
representatives of AYL in working groups on drafting of local plans for combating 
corruption in two of the municipalities. 

This mediation between the citizens and local authorities, civic control and im
proving of the legal knowledge are the basic instruments for NGOs in combating cor
ruption. ln this sence the process "Coalition 2000" should be directed even more to 
working on locallevel. Local NGO coalitions, consiting of bath organizations committed 
to the anti-corruption issues and also NGOs with other areas of activity should be cre
ated in the municipalities. They should work in close cooperation witj Coalition 2000. 
This is the way for enhancing the space for public debate and for demonstrating of the 
common will of the NGO sector to deal with anti-corruption issues through their spe
cifie instruments. The Association of Young Lawyers of Bulgaria consider th at Bulgar
ian NGOs have the capacity and potential for effecient work in this field. 

June 19, 1999 
Bu/garia 
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ANTI-CORRUPT/ON CIVIC INITIATIVES ON MUNICIPAL LEVEL 

1 would like to present you in brief the modes! experience we have got in working on 
corruption issues on municipal leve!. 

1 remember, the official openning of our program in one of the municipalities. More 
than two hours before our pressconference, groups of people from two villages within this 
particular municipality had arrived and asked the mayor- "Where is this citizens' com
mission for complaints against the municipal bodies?". Citizens in another municipality 
we are working in submitted in our office signais for corruption in local authorities. After 
hearing the information my colleagues told them to come again in two days in arder to 
examine this case and consider how to react. "But you should not do anything but get the 
corrupt gyes in the police?", insisted the citizens ... 

These two stories are indicative for at least for two points: 

there is a necessity of independent civic structures to assis! citizens in their relations 
with the local authorities and to monitor the activities of the municipal bodies; 

there is such thinking thal combating corruption means only law enforcement and 
punishment for the guilty, and not enhancement of transparency, awareness building 
and improving of citizens knowledge about their rights and the functions and powers 
of the public bodies. 

Guided by such observations and by our understanding about the role of NGOs in 
combatting corruption we have concentrated our efforts in creating a madel for 
action on municipallevel through which: 

citizens to be assisted in realizing their rights and their legal knowledge to be en
hanced as far as the administrative services provided by the local authorities are 
concerned; 

civic control on the local authorities aimed at restriction of the corruption, to be ex
ecuted; 

public awareness to be built and a public intolerance towards the corruption to be 
fostered; 

transparency of the local authorities regarding important local projects, funded by the 
municipal budgetts or related with lending of municipal property to be improved. 

These projects provide for realizing of con crete anti-corruption initiatives on munici
pal level, implemented by organized groups of experts, named "lnterrnediary Groups". 
They fight corruption by creating offices for consultation of affected citizens. Their basic 
role is to make a stand against maladministration, unlawful or unreasonable acts or ac
tions, delays of process, negligence or any other bureaucratie abuses, which on a mass 
scale compell the citizens to hand out bribes to the local officiais in arder to realize their 
rights and lawful interests. This is a general practice, which besides ali, undermines the 
citizens' confidence in the institutions and the legal arder in this country. The lntermediary 
Groups consist of lawyers, joumalists and volunteers, and designed to mediate between 
the citizens and the local authorities as far as the administrative services are concerned. 
ln case of unlawful or unreasonable acts or actions of the local administration or in case 
of unlawful delays of process, the Groups assis! the citizens through preparation of docu
ments, legal advice and advocacy before th'e municipal administrative bodies, and if 
necessary they help the citizens to file complaints before higher municipal bodies ac
cording to the Proposais, Signais, Complaints and Petitions Act. This Act has been 
adopted before the 1989 and is not adequate to the contemporary social realities. 

2 



1 
1 

r 1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

,l 
1 
1 
1 

~ 

((<if>)) 
COALITION 

2 () () () 

REGIONAL ANTI-CORRUPTION PUBLIC 
COUNCIL · SMOLIAN, BULGARIA 

DEYAN ASHKOV 

1.STATUTE AND COMPOSITION OF THE REGIONAL ANTI-CORRUPTION 
PUBLIC COUNCIL - DISTRICT SMOLIAN 

The Regional Anti-Corruption Public Council is a volunteer civil forum and has no 
legal statute. lt was established on 19 May 1999 in the framework of the anti-corruption 
project of the Bulgarian Youth League "Stefan Stambolov", and is part of the Coalition 
2000 process. 

The Council is an open institution, and a place for dialogue among the state and 
municipal institutions, NGOs, business, media, and citizens. lt unites their anti-corrup

tion initiatives and works for the realization of those initiatives in full transparency. 

The Council consists of representatives of: 

State Institutions: 
District administration, District Prosecutor's Office, District Court, Regional Directe
rate of Internai Affairs, Regional Customs Office, Ministry of Finance's Office for 
the Prevention of Tax Violations, State Financial Control, and ethers. 

District Institutions: 
Smolian Municipality - the Deputy Mayor and the Secretary of the Smolian Munici
pality, Heads of Departments at the same municipality, the Mayor of the 
Momchilovci village, representatives of the municipalities Rudosem, Dospat, 
Devin, Borino, Chepelare, Madan, Zlatograd, Nedelino, Banite; 

Trade Unions: 
The Chairman of the La bor Confederation "Podkrepa", Chairman of the Federation 
of the lndependent Trade Union in Bulgaria, Chairman of the lndependent Asso
ciation "Rromiana", Chairman of the Regional Doctor's Association at the Bulgar
ian Doctor's Union. 

NGOs: 
Bulgarian Youth League "Stefan Stambolov", Bulgarian Association for Fair Elec
tions and Civil Rights, Association of the Rhodopi Municipalities, Initiative for 
Protection and Development of the Middle Rhodopi, Agency for Regional Develop
ment at the Phare Program, "Open Society" Club, "Lady Diana - World Without 
Tears" Fu nd, Center of the Not-for-profit Organizations, Center for the Sustainable 
Development of the Mountain, Union of the Rhodopi Hotel and Restaurant Manag
ers, Union "Unique Rhodopi", "Civil Forum" Association, "Rhodopi XXI Century" 
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, REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL - SMOLIAN, BULGARIA 

Mr. Bisser Goranov - Secretary - Smolian Municipality 

Mr. Vassil Vassilev -Attorney 

Sittings: 
The sittings are held at least once a month, and are convened by the Chairman. 

Tasks: 
lmplements the decisions of the Regional Public Forum. 

Guides the implementation of the Action Plan Against Corruption. 

Effectively manages ali the aspects of the fight against corruption - political, institu
tional, economical, legal, informational, as weil as the international relations. 

Through its work fosters consensus and cooperation between the state and private 
sector, and among the trade unions, media and NGO institutions, as a key prereq
uisite for the success of the fight against corruption. 

Prepares the program and organizes the sittings of the Regional Public Forum. 

Examines the citizens' signais and takes the necessary actions in cooperation with 
the respective institutions and bodies. 

Secretariat 

Corn position: 
The Secretariat of the Regional Anti-Corruption Public Cou neil is presented by the 
Bulgarian Youth League "Stefan Stambolov". 

Sittings: 
Permanently functioning executive body. 

Tasks: 
Provides constant cooperation with the Coordination Cou neil. 

Fulfills the daily activities. 

Reports its actions to the Coordination Council. 

Receives the corruption signais and submits them to the Coordination Council and 
the respective institutions and bodies. 

Observes the establishment and development of ether anti-corruption initiatives at 
local and international level and contacts the respective institutions; informs the 
Coordination Cou neil with a view towards establishing cooperation between them. 

Organizes meetings and visits, thus helping the Coordination Council. 

AIMS OF THE REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL- DISTRICT 
SMOLIAN 

To reach such a level of influence in the fight against corruption, that willlead to a 
change in peoples' system of values, attitudes, and behavior that willlead to ac
cepting the corrupt behavior as inadmissible and unworthy. 

Transparency and open ness in the actions of the state and government institutions 
and local authority. 

lmprovement of the economie and social environ ment. 

3 



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

REGIONAL ANTI-CORRUPTION PUBLIC COUNCJL - SMOLIAN, BULGARIA 

TASKS OF THE REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL- DISTRICT 
SMOLIAN 

To establish partnership among the civil associations, business and NGOs on one 
ha nd, and the state and municipal institutions on the other, aiming at the develop
ment of a successful strategy for the fight against corruption. 

To create prerequisites for the rule of law in society. 

To collect information and take action on citizens' signais for acts of corruption in 
cooperation with the respective institutions and bodies. 

To raise public awareness of the citizens' rights and their problems with corruption. 

To work for the establishing of political, economie and social culture, based on trust 
and respect for the state and government institutions. 

To prepare proposais for the improvement of the work of the state and municipal 
administration. 

To implements studies for the establishing of the level of corrupt behavior in the 
district and to take the necessary action. 

To monitor the trans pare ney of the municipal and state authority. 

To prepare proposais for the introduction of changes in the legislation aiming at the 
maximal possible limitation of the possibilities for corrupt behavior. 

TERRITORY OF ACTION OF THE REGIONAL ANTI-CORRUPTION PUBLIC 
COUNCIL - DISTRICT SMOLIAN 

The activities of the Regional Anti-Corruption Public Council are aimed at the 
Smolian district, which comprises of 10 municipalities: Smolian, Rudosem, 
Dospat, Devin, Chepelare, Madan, Zlatograd, Nedelino, Banite. 

TIME LI MIT FOR THE ACTION OF THE REGIONAL ANTI-CORRUPTION PUBLIC 
COUNCIL FOR THE FIGHT AGAINST CORRUPTION· DISTRICT SMOLIAN 

The Regional Anti-Corruption Public Council for the'fight against corruption is a 
permanent body and has no time li mit for its activity. 

ACTIVITIES OF THE REGIONAL ANTI-CORRUPTION PUBLIC COUNCIL
DISTRICT SMOLIAN 

04.04.1999- Press conference with journalists from the local media (the newspa
pers "Rhodopski vesti", "Otsvuk", "Rhodopski pregled"; the "ARO" magazine of the 
Association of the Rhodopi municipalities, radio "Smolian", radio "Vitosha", "Foton
K" cable TV), the Bulgarian News Agency, the Bulgarian National Radio, the news
papers "Standart", "Maritsa·, and "24 hours". 

T he aims, philosophy, Program and Action Plan Against Corruption were presented 
before the journalists. 
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REGIONAL ANT/-CORRUPTION PUBLIC COUNC/L- SMOLIAN, BULGARIA 

The local printed and electronic media, the Bulgarian National Radio, the 
"Standart" and "Maritsa" newspapers published information for the Regional Anti
Corruption Public CounciL 

A special column for the corruption pro ble ms was established: 

- "Rhodopski vesti" and the local news pa pers (6 publications to present) 

- electronic media (2 broadcasts on the "Foton-K" cable TV, two interviews on the 
"Rhodopa" radio and two interviews on the "Smolian" radio 

- radio "Rhodopa" broadcasts daily (two times a day) information on the activities 
of the Regional Anti-Corruption Public Council 

04.04.1999 -An office for free legal consultations for the citizens on their signais and 
corruption problems was opened. At the office were opened: 

- PRIEMNA, (Smolian district administration, office 516, every weekday 17:00-
18:00) 

-Telephone hotline for citizens' signais (teL 0301/2-46-01, every weekday from 
09:00 to 18:00 o'clock) 

- P. O. Box for signais of corrupt behavior (P O. Box 111, Smolian Central Post 
Office, daily) 

Up to now the services of the Office were used by: 

- PRIEMNA, 12 people 

-Telephone hotline- more th an 200 ca lis from people supporting the ai ms of the 
project and 11 signais on which the necessary measures were ta ken. 

- P O. Box- 30 letters 

The legal consultations office is headed by the lawyer Peter Malamin, who is also 
a former officer from the District Directorate of Internai Affairs. 

Most of the received signais for corruption concern the health services, the road 
police, the sanitary inspection bodies, and the municipal and state administration in the 
form of unlawful appointments and dismissals. However the people do not present 
them selves and do not present tacts and evidence, which makes the cases of corrupt 
behavior difficult to prove. 

Our main purpose is to convince people that changes can be made, to provoke 
the citizens' activities and a position of intolerance to corrupt behavior. 

This should be the main aim of the fight against corruption. 

A monitoring on the "Transparency of local administration" was performed by Rad ka 
Anastasova, Head of Department "Information" to the Regional lnspectorate of the 
Ministry of the Education and Science, •Dimitar Costadinov- economist, former univer
sity professer and a socially active persan; and Malin Bombalov- expert and consultant 
at the Federation of lndependent Trade Union. 
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REGIONAL AN Tl-CORRUPTION PUBLIC COUNCiL- St.1i_): ;AN, 6ULGARIA 

Through the monitoring process the possible gray sectors, giving potential possi
bility for corrupt behavior, were established: 

health services: 
buying of medical equipment, supply of medicines, food, fuel, performance of 
current renovations, prescriptions of free medicines, issuing of medical records 
and certificates 

education: 
conclusion of contracts for the supply of fuel, food, supplementary school materi
als, renting school buildings for trade activities, writing higher marks to students in 
school and at exams for attending university, and paying for signing pupils out of 
school. 

social services: 
possibilities for people, which income is not declared, to receive social assistance 
for central heating and food, contracts for the supply of foods, clothing and fuel, 
illegal distribution of donations from Bulgaria and abroad. 

culture: 
auctions for current renovations, conclusion of contracts for the organizing of 
festivals and celebrations, which costs are considerably higher than that of the 
cultural product, conclusion of contracts by the directors of museums, galleries, 
libraries, operas, and theaters for the renting of rooms and outdoor spaces for 
trade activities, supply of books, pictures, museum exhibits, and possibility for the ir 
change with imitations. 

investments: 
contracts for the planning and building of infrastructure objects, privatization of 
municipal property, low control of the fulfillment of the concluded contracts, sub
mitting of classified information of strategie importance at competitions and aue
tions. 
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The Case of Shell Petrol Station in Vratsa 

Maria Moleshka, lnfoEcoCiub, Vratsa 

Background 

With order No. 524 of June 1998, Vratsa Municipality designated a place for the 
building of a petrel station in the suburb of Medkovets. However, no mandatory Environ
mental Impact Assessment (ElA) of the partial change to the town plan was carried out 
(in accord ance with Article 20, Paragraph 1, indent 2 of the Environmental Protection 
Act (EPA), and Article 2, Paragraph 1, indent 3 of Ordinance 1 (repealed State Gazette, 
No. 84/89). ln addition, the Regional and Urban Planning Act (RUPA) was a Iso violated 
in Article 6, indents 6 and 7 which require public discussion. 

ln this way, without consulting the public and in violation of the laws, the town's 
mayor and chief architect "allow" the construction of a petrel station in a suburb located 
in the dangerous hygiene-protection zone (3,000 rn) of the Chimco chemical plant. Or
dinance No. 7 of the Ministry of Health demands that local government ensures maxi
mum grassing of the a rea, but in practice ali th at the unlawful decision for the construc
tion of the Shell petrel station ensures is additional pollution from daily emissions of 
leaded petrel and the exhaust fumes of an average of 90 cars an hour. 

The ecological and health situation in Vratsa 

The Vratsa public and lnfoEcoCiub protested against this decision. They reminded 
that Medkovets suburb is located in the first group of hazardous hygiene-protection 
zones. Vratsa itself figures in the Environment Ministry's list of towns and cities with 
ecological and health problems ("hot ecological point No. 7"). The situation in the town 
is characterized by the following indicators: 

• several-fold exceeded concentrations of ammonia 
in 1997: five and six times above the admissible li mit (maximum admissible con
centration= 0.2 mgtm3). 
and average daily concentration exceeded 
on 06.02.97- 10 times, 
on 24.01.97- 12.75 times- the maximum admissible concentration (0.04 mgtm3). 

• several-fold increased·incidence of disease, especially among children "-
(malignant tu mors, respiratory diseases, congenital malformations, asthma) 
-in 1991 the sickness rate was 35,940 people, in 1996-64,869 people. 
-tri pied incidence of pneumonia, 1.6-fold increase of asthma and skin diseases. 
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The Case of She({ Petrol Station in Vratsa 

Specialists are already tai king about the so-called "Vratsa lung", permanent 
damage caused to the lungs of children. When X-rayed their lungs resemble those of a 
40 or 50-year-old smoker suffering from chronic bronchitis. (The information is provided 
by the Regional Environmental and Water lnspectorate (REWI) and the Regional Health 
Center in Vratsa). 

The National Center of Hygiene and Nutrition also established th at "Vratsa's great 
air pollution with ammonia, hydrogen sulphide and sul ph ur dioxide has an immediate 
unfavorable effect on the population's health (and children in particular) - the 
incidence of diseases of the respiratory tract is increasing (acute respiratory infec
tions, chronic bronchitis, rhino-pharyngitis, tracheobronchitis) and allergies (asthma, 
urticaria, conjunctivitis)". (Problems of Hygiene, Vol. 17/93, Medical Information Center). 
The same conclusion was reached at a number of environ mental conferences devoted 
to these problems. 

The initiative of lnfoEcoCiub 

The Vratsa public and NGOs insisted th at the municipal government guarantees 
the rights of its citizens by guaranteeing the observance of the laws: 

• civil claim No. 370/99 was filed to declare the order of the mayor inval id, due to 
neglected legal procedures. 

Y et already before the case was brought to court, the Ministry of Environ ment and 
Waters allowed the next procedure to take place- ElA of the Shell petrel station. Du ring 
the public discussion of the report on the Shell petrel station, prepared by presumably 
inde pendent experts, the representative of the Ministry of Environment, instead of act
ing as an unbiased arbiter, clearly took the side of Shell. The discussion resembled a 
dialogue between deaf people. Whilst representatives of the public cited the unlawful
ness of the decision on the location of the future petrel station, experts stressed its 
advantages. Their position is easily explained when keeping in mind that their fees are 
legally pa id by the investor himself, i.e. Shell. And when even an "independent" expert is 
th us dependent, his decisions are predictable. 

After the discussion, lnfoEcoCiub and the Bulgarian Royal Automobile Club in 
Vratsa presented a well-founded stand on the change of location of the Shell petrel 
station to the Regional Environmental and Water lnspectorate in Vratsa, the Ministry of 
Environment and Waters, the Ministry of Health and the National Centre of Hygiene, 
Medical Ecology and Nutrition, asking for an objective interpretation of the tacts and 
norms. 

ln turn, the Board of Experts of REWI-Vratsa used the maximum legal term to 
announce the decision- three months. Th us, on 6 January 1998, following a meeting of 
the REWI Board of Experts, the Director of REWI-Vratsa announced decision No. 01-
01 of 01.99. Therety he retumed the ElA report asking for the inclusion of additional 
health and hygienic aspects and prognoses on the Shell project. 

ln this way, the Director of REWI-Vratsa actually enabled the procedure to be 
subsequently legalized and the project implemented. 
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The Case of Shel/ Petrol Station in Vratsa 

This caused lnfoEcoCiub to file a second suit, No. 408/99, on 25.05.99- this ti me 
against REWI-Vratsa. We consider that the Director of REWI-Vratsa was obliged by 
law to terminate the procedure on the project's realization. We insist that the implemen
tation of the project be stopped because the mandatory procedure for determining the 
location of the petrol station (ElA of changes in built-up areas) was not carried out. 

The first session on the case against REWI-Vratsa was scheduled for 25 May 
1999 but had to be postponed due to failure to subpoena a Shell representative. 

Meanwhile, lnfoEcoCiub a Iso came across other strange omissions and mistakes 
linked with the Shell project. 

1. Title deed No. 86, Vol. Ill (case No. 1781/95, District Court Vratsa) - issued for a 
property of 3,396 sq m in the suburb of Medkovets, in violation of the Land Act 
(Article 10, Paragraph 7) and Regulations (Articles 11, 13, 14, Paragraph 1, indent 
1) (with a special decision of the Supreme Court which nobody has seen), as a 
result of which the Municipality restores the same property, sold to Shell for 
73,200,000 leva- title deed 135, Vol. Il, case 2685/25.06.98, but which has already 
been restored by the land commission. 
Once the "mistake" becomes known, the owners "voluntarily" reject the compensa
tion of the land commission. 

2. As a result of an incorrect enquiry about the type of petrol station, specifying a 
minimum distance to a housing facility, a "suitable" answer was received from the 
Ministry of Health -letter No. 26 00 947a/10.11.97. 

3. The SANITARY CONCLUSION of the Hygiene and Epidemology lnspectorate 
(HEl) in Vratsa is similar: "hygiene standards and requirements and sanitary rules 
have been observed". No remarks, no corrections on a 14-folder-large project and 
without anyone noticing that the state of health of an ecologically threatened region 
is assessed in one single sentence: "No information available". (Exactly HEl has 
information about the incidence of disease). 

Corruption hypothesis 

ln our view, the violations of the law in this case can be explained not only with the 
incompetence of the respective employees, but also with the financial gains of sorne of 
them. Although we lack the necessary proofs, we strongly suspect: 

- Vratsa Municipality (chief architect, mayor, etc.) 
-the Hygiene and Epidemology lnspectorate in Vratsa 
-the Regional Environmental and Water lnspectorate- Vratsa 
- the Ministry of Environment and Waters 
- ElA experts. 

Proposais for limiting corruption in the sphere of ecology 

The aim of lnfoEcoCiub in the concrete case is to maximally use the possibilities 
provided by the country's environmentallegislation to protect the interests of citizens. At 
the sa me ti me, this case can be used as a model for the solution of similar problems. 
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The Case of Shell Petrof Station in Vratsa 

We consider that the efforts of civil society for protecting the environment and 
people's health should be channelled in the following directions: 

1. Civil pressure on state and municipal bodies for observance of the laws. This 
means demanding the necessary information and transparency in decision-ma king 
regarding: 

-the state of the environment and the population's health (Constitution, EPA); 

- plans and projects which could create economie and health problems (EPA, 
RUPA, Ordinance 4). 

2. Participation of citizens organizations in environmental decision-making (EPA and 
Ordinance No. 1 on ElA). 

3. Changes in legislation: 

- to demand persona! responsibility and sanctions for violations from the respective 
employee, and not from the institution he represents. 

- legal guarantee of the independence of ElA experts wh ose activity should not be 
financed by potential environmental polluters (changing Article 23 of the EPA). 
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Foreign Citizens as a Target of Corruption: a 
Survey in Bourgas Municipality 

Plamen Bakalov, 
Black Sea Legal Community 

An opinion poli among foreign citizens staying in Bulgaria was conducted on the 
territory of Bourgas Municipality between 1 and 10 June this year regarding the exist
ence and forms of corruption against them. 

ln view of the complexity of the problem and the sensitive position of people in a 
foreign country, the questionnaire was completely anonymous and the questions in it 
were formulated in such a way as to maximaliy guarantee the secret of the identity of 
respondents. 

The poli covered a random sample of 20 foreigners, ha if of whom were approached 
whilst tanking up their cars at a petrel station, the other hait being businessmen who 
were interviewed in their offices. With a view to greater accuracy in interpreting the 
questions and overcoming the language barrier, the poli at the petrel station was con
ducted in the form of a standardized interview. 

From the point of view of the survey's procedural characteristics, two factors stood 
out in particular: 

1. The degree of wiliingness to respond and the sincerity in answering the questions 
increased once respondents realized that the poli was being conducted by a an 
NGO, rather th an by a state-run organization. 

2. Foreigners are more inclined to share their troubles on this acute problem with a 
mature person, inspiring confidence and respect through his very presence, rather 
than with a young and inexperienced polister. 

With regard to content, it is indicative th at the majority of the po lied foreign citizens 
-11 persons or 55%, have been faced with situations in which civil servants demanded 
money or other material valuables from them for performing or speeding up certain 
services which, as a rule, form part of their official dulies. 

Five of the other nine respondent, i.e. 25%, deny having had any such problems 
and .. four respondents, or 20%, refused to answer. ln shduld be noted that seven of 
these nine foreigners were interviewed at the petrel station, the assumption being th at 
they are people who have only recent! y arrived in Bulgaria, are not very familiar with the 
situation in the country, and are asked to express their views in the conditions of ti me 
deficit and a limited chance to establish confidential contact with them. 
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Foreigners as a Target of Corruption: a Survey in Bourgas Municipality 

Secondly, the answers to the question in which area of administrative services 
they came across manifestations of corruption are also interesting. Four persons, or 
20% of ali respondents, cited customs officers and another four respondents policemen 
- one a border police officer and three traffic policemen, respectively. Two of the re
spondents or 10% cited the Hygiene and Epidemiology lnspectorate (HEl) in connec
ti on with the issue of licenses for trade with alcohol, cigarettes, etc. and one respondent 
cited the Municipal Council concerning the issue of a trade li cense. 

Two of the respondents also described how this was done. ln one case the foreign 
citizen was forced to make a present to a female HEl employee in order to speed up the 
procedure for the issue of the necessary li cense, in the second case the respondent 
had to pa y a certain amou nt of money in order to have his stolen car returned to hi m. 

Regarding the ways in which civil servants derive persona! benefits, the survey 
revealed three main ones: 

• cash (three instances) 

• presents (two instances) 

• present plus a treat (one instance). 

With regard to this question it should be noted that halfthe foreigners who ether
wise admitted to problems with corrupt civil servants, refused to specify the way and 
manner in which this happened. This could possibly be explained with the fact that in 
such circumstances both the person who takes and the person who gives a bribe is 
acting unlawfuliy. 

The respondents showed the greatest unanimity with regard to the question: "Wh y 
did you give the bribe demanded of you?" Seven or 64% of the respondents who had 
problems with corruption sa id they did so because they lacked the necessary informa
tion of how to achieve their aim legaliy. Another four respondents or 36% of the sa me 
group of foreigners did so in order to save themselves unnecessary trouble and difficul
ties. 

The coliected information warrants the foliowing general conclusions, whilst ta king 
into account the smali number of respondents: 

1. The phenomenon of corruption in the state administration is widespread in Bulgar
ian conditions and has a negative reflection on the country's image abroad - with 
ali the consequences proceeding from this. 

2. There is marked distrust in the wiliingness and ability of state institutions to effi
ciently counteract such manifestations. 

3. A strong restraining factor causing foreign citizens to reject and/or report acts of 
corruption is their fear of any possible negative consequences and their vulnerabil
ity due to the lack of sufficient information about legal standards for the solution of 
their problems in Bulgaria. 

4. NGOs can play a significant and growing role in familiarizing, motivating and mobi
lizing the bread public, including the media, experts and specialists in different 
spheres, young people and ethers in the struggle against corruption. 
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Foreigners as a Target of Corruption: a Survey in Bourgas Municipality 

5. The reasons behind this phenomenon are very complex: economie, political, legal, 
psychological, etc. They have both common features and the specifie characteris
tics of each of the concerned state institutions- customs, police, HEl, etc. 

On the other ha nd, the factors of corruption can be studied (and on this basis find 
ways to counteract it) as external for the respective organizations: e.g. common eco
nomie, social, moral and other dimensions of current social realities, as weil as internai 
factors linked with the structure, functions, staff, organization and control systems in 
every concrete state administration team. 

However, ali these questions need further and thorough study, analysis and prog
nosis. This is will be one of the priorities in the future activity of the Black Sea Legal 
Community within the framework of the Coalition 2000 initiative. 
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SMUGGLING CHANNELS AND CORRUPTION 
PRACTICES IN BULGARIA 

Yovo Nikolov 

1. INTRODUCTION 

ln 1998, in a sheltered part of the beautiful Bulgarian Rhodope Mountains, police 
officers discovered a settlement of completely new houses, able to rival the homes of 
film stars in Beverly Hi lis. Eighty percent of them turned out to be owned by ordinary 
Bulgarian customs officers. The average monthly wage of Bulgarian civil servants dur
ing the last 10 years has never exceeded 250 German Marks. 

Ali public opinion polis conducted du ring these years, invariably and uncondition
ally place the profession of customs officer at the head of the list of corruption. The 
sociological studies of Coalition 2000 conducted in 1998 and 1999 show th at customs 
officers are un rival led in venality among other professions in the state sector. The public 
attitudes mirrored in these sociological surveys show the scale of corruption among the 
border administration where taking bribes has become a normal thing. What is more, 
civil servants regard border checkpoints as their own private property, as a privatized 
mechanism for deriving persona! benefits. This does, of course, have its economie and 
social prerequisites, caused by the changes in the state. Precisely these prerequisites 
served to create the madel of the criminal economy with its three basic forms of smug
gling, corruption and threat (racket). 

According to the Bulgarian Penal Code, "smuggling is the across-border trans fer 
of goods without the knowledge or permission of customs authorities". 

Bulgarian legislation does not provide a concrete definition of the concept of "cor
ruption". Some analysts of the phenomenon define it as follows: "Corruption is abuse 
with power - economie, political and administrative - which leads to persona! or group 
benefits at the expense of the rights and legitimate interests of the individual, of a con
crete community or of the whole of society." Smuggling and corruption, despite their 
diverse forms, are inseparably linked and interdependent. 

2. Types of smuggling 

Several types of across-border smuggling can conditionally be listed. 

2.1. Small-scale smuggling whose success, despite its deliberate nature, is the result 
of accidentai circumstances. ln recent years this type of smuggling has come to be 
known as "shuttle trade". Small-scale smuggling is realized through public, friendly 
or family connections in the border administration. 
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SMUGGLING CHANNELS AND CORRUPTION PRACTICES IN BULGARIA 

2.2. Local or conventional smuggling. lt, too, is based on relations of friendship or 
family connections, regulated at local level. 

2.3. Smuggling channels which involve a highly organized system of employees in 
the coordination system of state administration. 

3. Types of corruption practices ON the border 

Corruption practices on the border, too, can be divided into three basic types: 

3.1. Corruption of the customs administration in arder to quickly till out, or not till out 
at ali, certain documents which enable businessmen to sell their goods as quickly 
as possible. This ki nd of corruption could also be called forced corruption. 

3.2. Corruption to caver up violations of customs laws and standards. 

3.3. Complicity of the border and customs administration in creating and operating 
smuggling channels across the border. 

Clearly, a direct dependence exists between conventional smuggling and corrup
tion for covering violations of the customs regime. lt is not always organized though. 

4. Genesis of SMUGGLING channels 

The present report focuses on smuggling channels and corruption practices which 
have emerged in Bulgaria du ring the last 10 years because they present a particular 
threat to countries with a fledgling market economy. 

• Smuggling channels are one of the main sources enabling political elites, shadow 
businessmen and organized crime to amass economie power. 

Smuggling channels enable certain groups of people who control them to gain a 
significant advantage in a real market situation. 

• They represent an exceptional danger to local producers of goods whom they stifle 
with their disloyal competition and cheap imports. 

• Smuggling channels rob the national budget of billions of leva to. 

• The organized smuggling of goods is the main source of the matia's fi nan cial 
power. The across-border smuggling of goods, in which the a void ance of customs 
dulies and charges takes place with the protection and participation of officiais, 
amounts to a take-over of state structures by criminal groups and individuals. 

• Smuggling channels are created and operated on the basis of corrupt state admin
istration along the borders and eat away at the system like a cancer. 

4.1. lt has repeatedly been underscored that organized crime in Bulgaria was largely 
created by the state. This daim generally contains two basic elements. 

4.1.1. Bulgarian organized crime is an agglomerate of former State Security cadres, 
criminal elements and the former nomenklatura of the Bulgarian Communist Party 
(BCP). 
The slow reforms and economie crises ena bled a small group of people to rob the 
banks through different s.chemes and to drain still state-owned enterprises. 
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4.1.2. ln the transition from totalitacanism to democracy, the state relinquished a 
number of control functions and made room for power groups which gained 
strength during the preceding peri cd 
The weak state system and corru~on created prerequisites for the functioning of 
smuggling rings which are part of crganized crime. 

Illegal traffic would be unthinkabe without the participation and assistance of state 
administration representatives on the ::~order- customs officers, policemen and special 
services, tax and standardization offiœrs. 

4.2. Origin of smuggling chanœls 

The party nomenklatura's hesit2:1t or deliberate stalling of the economie changes 
in the country during the 1991-199€ ::~eriod, the maintained administrative and legal 
chaos, enabled the functioning of smLggling channels, inherited from totalitarian times, 
which were control led mainly by the r:oressive BCP apparatus. 

lt is an open secret that before 10 November 1989, smuggling channels were 
controlled by the state and by State S=curity, in particular. Unfortunately, there is abso
lutely no proof of this cri minai activity r the National Security Service. Ali that is left are 
the stories of anonymous participants 1n these smuggling rings and indirect evidence. 
Bulgaria was repeatedly accused by ::1e western states of arms and drugs traffic and 
the smuggling of medicines and exc:se goods. lt is no secret that the so-called "Third 
Directorate", also known as "Hidden -ransit", was created with the Kintex arms export 
company in the late 1970s, its main obect being arms traffic to third countries. lts opera
live management was in the hands :f a group of employees of the Second General 
Directorate of State Security. Besides 'or arms and drugs, the channels were also used 
for the illegal traffic of people - mai-,y people persecuted in their own countries for 
communist or terrorist activity and sm_ggling of historie valuables. (The "Siav-Bulgarian 
History" was smuggled out via such ; channel, and our country was often visited by 
well-known terrorists such as Carlos ::1e Jackal, leaders of the Red Brigades, Baader
Meinhof, the Grey Wolves, etc.). 

To enable the unimpeded pass<:ge of goods and its secrecy, a special department 
was set up with the General Customs Directorate, staffed by undercover State Security 
agents and employees. Usually, the c:ntraband goods left from or arrived in the ports of. 
Bourgas and Varna, and more often ;; naval bases and military airfields. 

The traffickers included citizens cr emigrants of Palestinian, Syrian, Kurdish, Turkish, 
Ira ni an or Albani an origin. Most of trem had contacts with fundamentalist, terrorist or 
communist groups in their own counnes and abroad, helping them to establish reliable 
channels across severa! state borde-s. both to the Middle East and Asia, as weil asto 
Western Europe. ln order to facilitate and regulate payments, a number of companies 
were set up abroad. Part of the func:Jons of these companies was to skirt the restric
tions of COCOM in the illegal import :~f techniques and technologies stolen from west
ern countries. 

Between 1987 and 1989 certa' persons were given part of the se channels and 
enormous rights to secretly control trese companies, ma king them their natural sucees
sors. lt should be emphasized th at in socialist times it was quite difficult for civil servants 
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to derive benefits from these smuggling channels due to the tight control of the totalitar
ian system. Only after 1987 did the employees of these companies start diverting funds 
to their persona! accounts. 

4.3. Structure of smuggling channels 

One of the theories of the lnterior Ministry is that the liquidation of the agency 
apparatus in trade, tourism and transport is the reason for the poor results scored against 
smuggling during the period of transition. The truth is exactly opposite: this agency 
apparatus was inherited by cops who were banished and sacked from the system. On 
this basis they were able to inherit contacts, possibilities and operating mechanisms for 
overcoming the border administration by using the power of corruption. Nor should it be 
forgotten that many of these policemen had been working und er caver on the border. 
Precisely this apparatus continued to control state smuggling channels at horizontal 
level, enabling their continued unimpeded function for persona! benefits. 

No matter how weil structured a network at horizontal level may be, it cannat 
function without control and protection along verticallines. lt is the verticallevel- senior 
civil servants and party functionaries - which ensures the protection of smuggling in 
return for large commissions or a share of the profits. 

Supervision at the verticallevel is usually inherited by the authorities who continue 
to use the channel for their own needs. This is evidenced by the smuggling channels, 
discovered last year, which have been operating for years, despite the change of politi
cal parties and the government of the state. On the other hand, every ru ling party re
places part of its employees in the border checkpoints with its own loyal men. ln this way 
it uses and contrais traffic along already operating channels. 

4.4. lnheritance of smuggling channels 

After the disintegration of the totalitarian system and the subsequent purge in 
dismantling the bodies of State Security during the 1990-1993 period, thousands of 
policemen pou red out of the lnterior Ministry. They left the system ta king with them the 
wh ole archives of agents' files, connections and mechanisms for skirting border laws. 

The transition from planned ta market economy, the liberalization of the market 
and public relations, the lack of funds for emerging private business caused a genuine 
shortage ofgoods between 1989 and 1991. If, before 10 November, State Security took 
part mainly in illegal traffic ta other countries or the transiting of drugs and other banned 
goods, after this date the same smuggling channels began being used for the illegal 
import of anything that can be sold in Bulgaria, and partly for export. By dodging eus
toms duty, charges and excise, a certain strata of former policemen and party function
aries derived illegal benefits and amassed enormous wealth. 

lt should be noted that in the conditions of democratizing economy, the subjects in 
state smuggling channels shift ta a different ki nd of relations which are adapted ta the 
new economie situation and make use of the gaps in market competition. The pressure 
of the totalitarian state and party discipline against small privileges was replaced by 
cash bribes. Whenever cash proved insufficient as an argument, the pressure mecha
nism of being discredited in society was employed. The democratie metamorphosis of 
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the former employees of the repressive apparatus a Iso included !he possibility of black
mailing and coercing State Security agents. The corruption of tre state administration 
was not a single act, it continued for a number of years. 

Legal and institutional chaos gripped the state between 1991 and 1993. lt was 
used by the former cops and former BCP nomenklatura to explo.t the connections and 
possibilities of smuggling rings. Unbelievable quantities of cigarettes, alcohol, sugar, 
fuel, etc. were imported in Bulgaria at the ti me, without the state getting a single penny. 
The inherited contacts of the former Bulgarian secret services with some terrorist or
ganizations in the Middle East, Turkey and Africa were transforrred into private smug
gling channels, operating in favor of one group or another, serving one party or another. 

There are dozens of examples to show that former State Security agents and 
employees took part in exploiting smuggling channels. The illegal channel forthe import 
of cigarettes and alcohol discovered in the Atia military base nea: Bourgas is one of the 
most telling examples. lt is an open secret th at before 10 November 1989 arms were 
illegally shipped to third countries from military bases. 

The "Atia" case 

Smuggled cigarettes for millions of dollars were discovered in the Atia militar; base in 1993. The 
Greek vesse/ "Va ti" /oaded 4, 500 masterboxes for Novorossiysk in Bourgas :art, crossed the bay and 
unloaded the goods in the military base onto five trucks which re-entered Bugaria and then 
disappeared. The state tost close to one million dollars in unpaid excise and :ustoms duty. ft was 
established th at the channel had been opera ting for nearly two years, 10 fu& tankers being un/oaded 
through it. The operations were masterminded by a former State Security ermloyee and Syrian citizen 
of Kurdish origin, a State Security agent until 1989 and owner of a company ·egistered in Munich in 
1988. The commander of the military base was a Iso implicated. According tc the statement of then 
prime minister Lyuben Berov, the Greek vesse/ probably entered the military ~ase against "one or two 
million paid to the proper persan". The case has still not been brought to cou-r. The smuggfing 
operation through the A lia military base is a cfassicaf ex ample of a privatizec smuggling channel. 

4.5. Privatization of smuggling channels by organized criminal structures 

State smuggling channels create prerequisites for integratl:m between (semi-)le
gal economie subjects and criminal structures which th rive only ;n the corrupt environ
ment they create. Usually traffic is realized with the aid of shadoN groups. The corrupt 
activities in this cooperation often exceed the framework of its definition: power- bribe
permit, cover. Occasionally it acquires the characteristic features of organized crime: 
threat, blackmail, murder. Although different in character, quite o'ten, without this being 
the rule, financial relations between criminal structures and civil servants are the origi
nal cause of these criminal actions. 

One of the most laconie definitions of the mafia is that 'criminal organizations 
consist of people, money and political connections". Every single element of this defini
tion is val id for both smuggling channels and corruption as a phenomenon. 

Tangible organized crime took shape in Bulgaria between 1990 and 1995. lt is a 
conglomerate of former State Security employees, former norrenklatura figures and 
former sportsmen. Whereas the first two groups exist and prospe- on the basis of smug
gling and the draining of state enterprises, the third group qudly started amassing 
money from stol en car traffic and racket against sm ali and mediuM-sized businesses. 1 n 
stolen car traffic across the border, the power groups made u~ of former sportsmen 
started establishing parallel smuggling rings. They are frequenti; duplicated and often 
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involve the same customs and border officers. ln fa ct, the power structures bought the 
smuggling channels created by ethers. The dirty money amassed by the power groups 
was utilized and multiplied with the violation of the Yugo-embargo which emerged as a 
catalyst for the structuring and strengthening of Bulgarian organized crime. 

Contrary to general opinion, corruption, rather than violence is the basic tool of 
organized crime. lt is often thought that violence and murder are the means for estab
lishing a given structure. For established and tangibly operating criminal groups this is 
the last resort for solving problems because corruption acts silently and quietly, under
mining the institutions from within. Corruption is a constantly recurring process, whereas 
as we ali know, death cornes but once. The corrupt employee himself becomes the 
hostage of the corrupting party, this being a far more effective way to en sure his "loyalty" 
to the smuggling ring. The domination of different power groups under different govern
ments in Bulgaria are a proof of this. 

4.6. Smuggling during the embargo • state policy 

Between 1993 and 1995 the violation of the Yugo-embargo had be come tacit state 
policy. The government of Lyuben Serov which was accused of close connections with 
the shadow groups which ca lied themselves "nationally responsible capital" did nothing 
to stop the illegal enrichment of a certain group of people. The oil embargo was again 
violated und er the control and according to the S<:hemes of the former State Security 
and employees of the th en active special services. Until 1997. lnterior Ministry control 
along the border was realized mainly by employees of the National Security Service, the 
successor of the Second General Di recto rate of State Security. 

ln arder to real ize cri minai deals, however, it was necessary to corrupt a long chain 
of civil servants who ensured railway cisterns, transport corridors, fuelloading and un
loading terminais, customs officers and ministry employees. This kind of organization 
cannat be guaranteed without the involvement of senior political figures and interior 
ministry employees. The caravans of cisterns which were escorted by police cars to the 
border and trains which passed incognito the customs border at Dragoman, the tankers 
which travelled to the Serb port of Prahovo are only tao weil known. According to infor
mation of the Council of Ministers, a ver 400 big smuggling operations with various goods 
for Yugoslavia were recorded during that period, robbing the revenue of over 250 million 
dollars, and dozens of instances of fuel smuggling, causing lasses for millions of dollars. 
Such large-scale smuggling is impossible without the participation of state structures 
and people in the highest echelons of power. 

The unimpeded passage of shipments through Bulgarian territory was ensured by 
acting and former employees of the secret services. ln arder ta real ize their deals, the 
power groups which until then had ranked lower in the structure of the shadow economy, 
a Iso began using the mechanisms created for violating the embargo against a percent
age. Whereas du ring the early 1990s the• former employees sim ply inherited the smug
gling channels from the party-state, the power groups privatized them by bidding for 
them. ln 1995, in a sensational interview for the Bulgarian media, the notorious criminal 
boss lvo Karamanski complained in this connection: "1 tao pay 100,000 dollar bribes, 
but my cisterns are delayed at the border for a whole month, whilst those of other 
groups are immediately ushered through the checkpoints." 
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And whilst organized crime was busy shipping oil and nitrogen fertilizers for re
maining Yugoslavia, traditional arms channels, too, continued operating. Arms for Bosnia 
continued to pass through Bulgaria from Russia, Ukraine and other former Soviet re
publics. A telling example that the Bulgarian secret services were also involved is the 
notorious 

"A/banian deal" 

which was realized with the participation of two Defense Ministry employees and one lnterior Ministry 
employee. The deal which was realized with the a id of the Macedonian secret services and an 
A/banian colonel involved 100 mortars and 10,000 mines. Later the investigation into the scanda/ 
revealed that the weapons were transferred to the Se rb Army in Bosnia. The details of the deal 
evidence the c/assica/ structure of a state smuggling channel used for persona/ bene fit, involving the 
secret services of three states. The six trucks carrying weapons crossed unimpeded the borders of 
Bulgaria, Macedonia and Serbia close/y guarded by the respective police units. The state was again 
robbed of mi/lions of dollars and nobody has as yet been convicted. 

Thus, in realizing hundreds of deals in violation of the Yugo-embargo, by buying 
state smuggling channels Bulgarian organized crime developed flawless corruption 
mechanisms which continued to function even after the sanctions against Yugoslavia 
were lifted, yielding immense profits and inflicting enormous damage on the Bulgarian 
economy. 

4.7. Traffic after the Yugo-embargo 

The enterprise of organized crime has never left room for doubt. Besides tradi
tional excise goods, after the Yugo-embargo other quickly salable products such as 
sugar and spirits also began being smuggled. ln mid-1998, the lnterior Ministry uncov
ered the mechanisms of the sugar imports of a number of Bulgarian factories. The affair 
became known as the "Bartex" affair, named after the sugar company of Multigroup. 
The damage done by the channel via Bourgas port which had been operating for more 
than five years was calculated at 52 billion leva. According to lnterior Ministry informa
tion, sorne 240,000 tons of sugar entered the country via this channel. The contraband 
sugar was sold on the domestic market. The ministry cl ai ms th at the channel was watched 
by senior officers of the special services and even by deputy ministers in the BSP gov
ernment. Two officers from the regional team of the National Security Service and 16 
Bourgas customs officers were a Iso implicated. 

Early this year a channel for the import of alcohol through severa! customs was 
a Iso discovered, apparently operating for a number of years. lt turns out th at not a single 
ton of ethyl alcohol for which ali customs dues have been paid has entered the country 
between 1994 and 1998. 

5. Schemes of organized smuggling 

Dozens of illegal traffic schemes involving state administration employees were 
tested on the state borders during the period of transition. Here are just sorne of the 
most frequently used mechanisms for skirting the law: 

5.1. Plain smuggling: import or export of goods without the knowledge or with the 
involvement of customs and border officers. ln the first case smuggling is a purely 
criminal act which is not organized. Whenever an element of organization exists, 
the authorities are usually presented with documents for different kinds of goods 
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and the bribed official guarantees unimpeded passage across the border. 
The second case is a classical example of a state smuggling channel. lt is used 
mostly in small border checkpoints staffed by a small number of employees work
ing shifts, involved in smuggling through bribes. The cigarette smuggling channel 
uncovered last year in Novo Selo border checkpoint near Haskovo is a perfect 
example. Here the traffic was not even recorded in the customs journals. 

5.2. "Temporary import" regime: under this scheme import is organized by a phantom 
company which, once the term expires, cannat be traced to pay the sums due to 
the budget. ln accordance with the statutory documents for organizing temporary 
import, the importing company pays guarantees of 10 to 20 percent. Most cases in 
which the minimum limit is set are suspect of smuggling. Another way is to use 
fake re-export documents. ln this way the goods or raw materials stay in the coun
try, although the documents say they have left it. Attempts to trace the goods are 
futile. 

5.3. "Transit" regime: the goods enter the country as a transit shipment for a third 
country but are unloaded in Bulgaria. The documents are fictitiously processed by 
the exit customs. 

5.4. Changed customs number: the tariff is drawn up in such a way that different 
kinds of goods whose customs duties differ greatly often have a similar customs 
number which is deliberately being confused. ln this way smaller tariffs are pa id 
and the mistake is difficult to catch. 

5.5. Reduced import parameters: the importer presents fake documents th at the 
imported raw material, for example ethyl spirit, has a lower alcohol content and 
standardization officers tu rn a blind eye. 

5.6. The use of foundations, parties, agencies and other organizations, exempt from 
customs duties and charges. This practice was widely used in the first few years 
after 10 November 1989. lt was later terminated, yet even now precedents exist, 
su ch as the import of fuel through the Agency for International Aid, for example. 

5. 7. Domestic smuggling, fictitious import: excise goods are declared for export and 
then proven to have left the country with false documents. The paid VAT is reim
bursed and the goods are sold on the domestic market -the most frequently used 
mechanism for locally produced cigarettes and alcohol. 

6. Smuggling channels and political elites 

lt should be noted that Bulgaria has had two caretaker and six regular govern
ments during the above-mentioned periods. Channels for smuggling cigarettes, alco
hol, food products and other quickly salable goods were also periodically uncovered 
du ring th at time. --

Every change of government causes a certain smuggling channel to lose its politi
cal support. Through existing illegal routes politicians control the country's economie 
elite rallied round a given party by ensuring (naturally not selflessly) an advantage in the 
market environment and eliminating the principles offree competition. The illegal import 
of goods and raw materials discovered last year and the changing domination of eco
nomie groups over the years show th at despite the change of the ru ling parties, smug
gling channels have continued to operate. They are exploited by planting people loyal to 
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the party with the border administration, frequently without the necessary qualifica
tions. Th us it not only uses but also contrais traffic along already operating channels in 
the interest of a given economie subject. 

An attempt to intercept operating smuggling channels controlled by the former 
State Security was made in 1997. At th at ti me the functions of the lnterior Ministry along 
the border were shifted from the National Security Service, the successor of the Second 
General Directorate of State Security, to the National Border Police Service. But the 
continued across-border smuggling of goods rai ses the question of whether those who 
are now ruling the state are not creating their own, new smuggling channels in favor of 
economie subjects th at are close to them. 

The ten-year postponement of the passage by parliament of an act on the funding 
of parties, the lack of transparency on the ra ising and spending of funds during election 
campaigns and the upkeep of the party apparatus give rise to suspicions of every gov
ernment condoning unregulated ways to support political subjects. The following recur
rent phenomenon is observed in Bulgaria: once a party falls from power, its structures 
are declared ban kru pt in just a few months. 

The analytical review of "Transparency Without Borders" published last year lists 
seven forms of corruption in the political process. ln addition to nepotism, patronage 
and unlawfullobbying, it a Iso lists unregulated party funding which is linked to the "crea
tion of illegal fundraising procedures" for politically influential formations. They are con
sciously admitted to public wealth, rival circles being destroyed by means of political or 
party pressure. The establishment of monopolies and/or an unrivalled position of cer
tain economie structures is a process of mutual exchange of wealth. 

7. Conclusion 

The purpose of the present analysis is to show the creation, structure and func
tioning of smuggling channels in post-totalitarian Bulgaria and the influence of shifts in 
political layers on them. Due to the hidden nature of smuggling, it is very difficult to 
calculate the damage done to the national economy. What is beyond doubt is that they 
destroy market principles by favoring economie shadow structures. The toleration of 
organized smuggling channels presents a threat to the country's national security and 
its economie development along the raad of market economy. 

They create an unacceptable investment climate for foreign businessmen, facing 
them with disloyal competition and the absence of market principles. Analyses of the 
phenomenon show a statistical link between corruption and law foreign investments. 
One study conducted last year shows th at investing in a relatively corrupt country cam
pa red to investing in an uncorrupt country is equal to paying an additional 20 percent in 
taxes. 

-~ Smuggling channels destroy the fledgling local production through cheap imports 
and prevent the creation of an environ ment conducive to the development of small and 
medium-sized businesses and a normal business class in Bulgaria. 

ln the context of the latest initiatives for the stabilization and integration of South
east Europe and the creation of regional economie structures it should be noted that 
regional criminal structures are already a tact. Their elimination will protect the region 
from a permanent undermining of the state system. 
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Resume 

European Commission and Council of Europe: 

2,4 Mio EURO dedicated to the fight against corruption and 
organised crime in Central and Eastern Europe 

On 4 February the European Commission and the Council of Europe launched 
OCTOPUS Il, an ambitious programme which aims at strengthening the capacity of 
countries of Central and Eastern Europe ta combat organised crime and corruption 
efficiently. 

With this programme the European Union intends in particular ta help the associ
ated countrJes of Central and Eastern Europe ta prepare for accession. The Cou neil of 
Europe views Oeta pus Il as an important contribution ta the strengthening of legal and 
constitutional reforms. the rule of law and democratie security in sorne of its more recent 
member countries. Organised cri minai groups, often operating transnationally, use cor
ruption as a means of avoiding law enforcement, influencing decision-making, including 
in the political sphere, and infiltrating the legal economy. 

Corruption and organised crime have been identified over the past few years as 
major threats ta the stability of democratie institutions. the rule of law, the market economy 
and the social and economie progress. Octopus Il will contribute ta the setting up of a 
legal and institutional framework enabling each of these countries ta rea ct appropriately 
against these dangerous phenomena. lt will th us toster the implementation of recom
mendations addressed ta participating countries under the first phase of Octopus (1996-
1998). 

ln addition, the Octopus Il programme is intended ta be an important element of 
the preparation for accession for the ten Eastern and Central European countries th at 
have applied for EU membership. Following the priorities of the Accession Partner
ships, it will assis! them in incorporating the acquis of the Union and its Member States 
in the field of Justice and Home Affairs. including relevant Council of Europe instru
ments. and will assis! them in bringing their domestic legislation and practice in line with 
EU standards and requirements. 

Intensive training and assistance- seminars, workshops. study visits strategically 
interconnected- will be organised for the benefit of public officiais. judges, prosecutors, 
police officers involved in the fight against corruption and organised crime. The activi
ties will caver subjects like investigating techniques, sharing of information. inter-agency 
cooperation, protection of vulnerable persans. economie crime and international coop
eration in criminal matters. 
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2. 4 Mio EURO dedicated to the fig hf against corruption and orqanised crime in Central and Eastern Europe 

Representatives of the beneficiary countries will be invited ta analyse the ir dames
tic law, institutions and practice and ta identify in cooperation with their EU counterparts 
and with reference ta the acquis the amendments that appear necessary. Each group of 
representatives will include officiais who are involved in the drafting of legislation so that 
proposais for legislative changes can be appropriately channelled. 

Sixteen Central and Eastern European members of the Council of Europe - in
cluding 10 candidates for accession ta the EU - will participate in this programme. 
Octopus Il will run until the end of the year 2000. 

A political organisation set up in 1949, the Council of Europe promotes democracy 
and human rights continent-wide. lt also develops common res panses ta social, cultural 
and legal challenges in its 41 member states. 
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ALHANIAN CENTER IFOR ECONOM.IC Rli~:SEARCH 

irnaginahon existed about the way of the integration in the world economy and 
constant ways of increasing the people's welfare. 

The geographical position favored the illegal and criminal economic activities 
(clandestine traffic; marihuana cultivation, fuels' export during the period of 
Embargo versus Yugoslavia, etc.). In the conditions when, to some 
consecutive generations, was negated the participation in the political life, it is 
clear that the transitional beginnings could be accompanied not only by the 
wide presence of the old mentality remaining, but also by the errors in the 
concept and carrying out of political co-existence. Political clanning and the 
lack of its internal democracy were two main features that made possible the 
extension of corruption in the country. On the other hand, the monopolization 
of political parties direction and the narrowing of the alternatives space within 
thern, made up the bases of a new state, very similar to the former one. The 
difforencc') betweon state ancl power was completely wiped out, and ravor'i\:isrn, 
i:hmuoh usin9 thf.J· power to ensure proms for the political class or ~ll'oup, 
rt:}IXese·nting the government, became dominating. So, corruption \Nas 
cvrden~t. but no one ever mentioned it. Another important factor·, influGncing 
on the uctual. size of corruption, in Albania, was the political insh:lbilltv Thi~:: 

instalodity has brouDhi: ;::llbout the variability in the public ~ec::l.ding stn.1ctures, 
thus pavinq the way to corruptive practices' penetration, being~ IE;tE:H' i.rrfilll'"ated 
in ever·v level uF 9overnmenta~ pyramid. 

Corninc1 out frorn a ~;ystern whero everything was owned by ~:;i<'lh: arj(J. 
everybudy was \Norkino fm the state, people in Albania were Io ~dow in 
Lmdierst<::.!f1ding clearly th€1 concepts of conflict of interests. 

l;::()·r· ·::'3,11 t"1E"·SE' ro·'·''-~OI'"'C:::. ('()jCfLJt"'t.lon l"h·enomer'Oil WOI"' t"l'" (~;t•IZ0 1"'"' 1 I \(('}'·.:·'1'•(:' 1'·1-11':'' ' c;;l, J .~~ .. .!' \:;.;<:.~ ... :~ ;1 ... :;1) ,1 I r··'· .. JI • ~ I i I 1C,o .,,.., ..... ~~ .......... l.C~ .......... ,JL 

step by step, until the crisis broke out, and tile total anarchy E:~mbr·acoci the 
country 

I\JiGCE~~!iS;itv ()i'W ~~16<\li®iopil!~g Antn-CorrllDptiorn llm.:;tihstoO!l);;,dl s.c.hCIT\C:f·: i 1 .. \ 

/.\I~"' 'lllfil i1 ci . 

:)E)Hing that, in the majority of the Albanian citizens, as WE~II <J.~: in lli(·H·1y 
donaUi'1D mganiz.:ations, dominated the opinion that corruption was ()i"!O of ihe 
rnain rnutives of lh1o crisis of the beginning O'f 199l, as well m~• <;1 sr:~rious 

l:lE.11Tier to tr1e EJconornic growth of the country, the anti - corn.Jptiol-1 initiative: 
pr·oject was undertaken with tilE-) initiative of the World t:>.ank and tile !:>upporl of 
/\ID and SOF~OS Foundation. Divided in two main fronts: fJH:' ~;urvcy 
l:lel·tor·rn~;ncEo) on cor·1··uption among public o-Fficials and E:~ntE}I·priscs :::md the 
prepaml'ion ot r:mti-·corruption institutional schemes, the project involvod sorne 
1·1Htive cmd foreign organizations and institutions, and almost all interested 
\JOVEHT1rner1tal institutions. 

fho ot.xicomes of tl''tis survey and a seriE;s of' govE:~rTmnEmtal ITJCa~;ure~:;, 
pr'Oposocl to minimize corruption in tl1e country, wem rnad1:1 k.nown i:r1 a 
national conference, held in ·rirana on June 30, 1998. 

), 



Tl1e su:rvoy enli9hh:;nec:! thE~ public and business conc<.)!Tl on co1ruptio1'1 in 
so1T1o kt:>y Sf3ctors ··· especialty in judicial oroans, customs and tax <~n:c::r1cics 
a1·1d public services, includin9 public hospitals and in ~;ome inntitLJtion!O; c\nd 
main procedur~':)S especially procurement and employment bE!sed on 
professiol""'a!isrn in public services. 

1t was made evident the widespread perception that corruption underiTi~nes 
the business tn..1st, regardless the current situation; that this situation 
influences negatively on the business future (the survey indicated that firrns 
wou~d be t.mprepan::J:d to pay 10 per cent of the added tax if they faced less 
corrupition). 

Tl'1e complete pro9rarn of reforms, proposed by the main anti· corruption 
01·oup, oives in details a series of actions for the identified issuE-)S fmrn thE:-1 
survey - tlhe nlc'ljority ot which must I are expected to achieve obvic'u~' r-e:::~ults 

within the first tour· nmnths, following the conference. 'This pro~JI·<::ml was 
devE-)Ioped on many ess(;:mtiai improvements, which now are in the process of 
their accomplishrm.mt. 

T'he progl'arn of F"Hforrns deterrnines the recommended actions, responsibiliticf; 
r:ll··lc1 d~:-:c:)cilinElS for the accomplishment o'f complete re'foiTn acf.ions, <:3nd 
pmposef~ sorne ossential re'forrns in the following areas: 

(~ S1. .. 1pport to the- judicial power and its deeper renovation. 
Ill· A fulil renovation of tax and customs' offices. 
o Bwjget transparency for schools, hospitals and other, publi<: services, 

facilitiE-:s vE~rsus consumer's' complaints. 
~> l~='t..ntli"ler ~rnprovements in public procurement, financial .::ludit and 

pmfessionalism in public services. 

/\vast publicity campaign involving the government, to publish the latest datc3. 
Of t1'1e suNe:y, o undel'take valid surveys in the tutu re c:.md cnopc)r·atc with 
NC30-s in obsE:;rvinq tl-m notecj progress in carryinn out thf) pi-e> dniHrrninec:l 
Hchon p~an. 

Some or t!?e main and rnore general findings in this project are: 

1\s in othe1· cour1tr-ies, corruption is brought about bv institutions and weak 
public policies, especia~l!y ~n sectors or areas like: lepis;lc;tiDI'l ,~~~-·id 
povernrn.ontal institutions, civil rights, financial systeuTl Dnd lack of 
pmtessiona!isrn in public services. Addressing these sHctors and 'l'orrnu!ating 
,-ospedive anti-corruption policies makes up the essencE:) o'f anti .. corTIJption 
scllerlltl~;·. in Albbi~liG. 

E.n1pih:c<::d fads, collecte>d during our survey, show that corrupti.cm cre<:rte~' £a 

vt:Hy hiGh cost in sectors seriously affected by it. Corruption, directly, ~1T1pedes 
€:~conornic growth, investments, social development, and equality 111 incornos 
and pr-oductivity. 

3 



r.n an inh::rnatiorial comparative prospective, Albania is founcJ in ~' difficult 
pos~tion t·ogarding corruption indexes, rules of legal institutions, ink;~v·ation in 
the wcx·ld economy and productivity. 

it is ortG y(:~ar now, since the anticorruption conference, held in "fil"ana. 
According to a superfic:~al survey, performed by home media, on the 
irnplernEHl:tation, of anti .. ·corruption steps, there are noticed some rElsults. They 
can be- dassified in two main groups: negative and positive. Frorn the point of 
view of negative features of this campaign, we mention: 

;:::irst, the-:~ extr~::mH::; politi:dzation of debate and efforts for political profits, done 
by position and opposition, to the detriment of the opponent, addressing him 
u·1e politica:l ()ill i. e. t.hcl responsibility 'for the current situation. 

8econd, it is E;asily noticE:d a kind of campaign, i.e. publication of dcciFH'<:~tion~: 
t1·1at, until this or that yea1· (the latter was 2001 ), the fight against corruption will 
be d(::finil:i.VfJiy won. "fhe experience of otl'ler countries, hav~nq c r.~rri(K! out 
irtstituliorlal and (7)conornic reforms, attests that an important p:·ou1·css 1n 
n:~ducinu corruption can be achieved within 5-10 years. 

Fhird, the individuc:.JI as the conveyer of cl1anges under the oxarnple of the 
enlivenirlg po~iUcai struggle in the country, is still not included in the 9arne, as 
he should, because the batHe is fought in the air and not near the spring. and 
factors, ~:;Drving c;;s catalysts n!' corruption. 

I nurth, 111 the Ion~~ baHio a~Jainst corruption institutions ar·e not yni seer: to 
lc;kc pari., ·as factors providing future stability and a roal ri[Jilt a9ai.nst 
con uption. Perhaps this is the most negative aspect of the up to now 
pro9ress ol tho fight a9ainst corruption in Albania. The ell'ec:.t~; err tl'lo 
insufficient garnn, played by institution, risks to compromise i:l')(i nood intention 
of fighiinq corruption. 

1-le1·e it should be rnentioned that even some extraordinary evcn\s Uv::rL havc1 
happehE~d in /.ldbania have caused a stopping of thEl neces:::;arv ~:teps to 
cnrnb;:;l c:orruplinn. So, Septe~mber of '1998 caused the fall of qovel.llnlE:H\1 [irK! 

<ilti'iouqh the 1·ww qovcrT1ment dec~at·ed u·1eir cormnitrnent in t:Clt·:lit\1 Ji1·1u the 
inrpl<=)nH~:Irh:lliorl of /\nti-cOITUption Institutional schemEJS it Wt:<S ;; :.l1iil i11 lintc: 
pro9r<::H'n. On the other hand the conflict in Kosovo that produced ~H!Ill<:·; hc:;lf· c) 
million refugees in Albania made all priorities of government left bei·\ind and 
'focused on the crisis. 

On the other ha,nd, in u·1e case nf Albania, some positive~ i'eah.JI"OS:, rl:~ic:lrdinq 

i'his stralE~9Y. are: 

I 'irsi. l:t :.:>1'"\0Ws that, Albanians, wtlo were afraid to speak about corr:Jplion C:!.trd 
il~; ccxJsr:''quf..mCE)S, now address this phenomenon openly. Pres~:~ i·ws bccmno 
very aqqr·ossive cornpam to previous period regarding to corrupticm activiti<:->1:;. 

~·· 
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So, anothHr taboo wasJ'inally t:>roken, marking a step forward to the individual 
freedom 

Second, tr1e citizens' attention is focused on those institutions, resulting as 
"rnost conrupted com~')ared to others". In ottler words, nowadavs Albanians 
address corruption as a common evil, which should be eradicated i)y every 
means and without loosing time. Generally speaking, th(:: E:~)(tension of 
corruption among governmE::ntal bodies has already been defined. 

Third, oove1·runental organizations and ttle country's leade1·ship of" all IHvels 
are not any more "eternally protected" and their cuirass can not be 
impermeable. This is explained by the denunciations, sparing no one, without 
speakino ol the pressurE:) of various party members on tr1eir k~ade1·s, in order 
to ~ncreas(~~ transparency in the activity of party or governmental lea<jing 
sb"ucture~::; of the past and present position. 

Fourth, native public became more aware than before, that they c11"8 paying 
thG burden of co1Tuption in all levels, tl'lat, who robs the state, ho::Js robbed hirn, 
has seriously damaged our common future. Thus, there is an incr·ea8E~ in thE) 
number of people who think that corruption influencc::l morE-) nE)qalive~y in 
incro:::Jsinu tlrans<::K;tion cost tlnan as a punishable moral phenotncnon of the 
society. 

Perhaps, U1e latter is the most important outcome of the curren"l battle to 
combat corruption in Albania, designing respective schEHTJes, joinir1o political 
forces ol posiUon and opposition, as managers of the country's destiny, of civil 
society, ns a guarantee to democratic values during this managHrne1·1t etc. 

Talk:iing in accou1r11t ttu~ fact tl1at dluri011g the tota~itawia~n peruoc~y ~J~~~OIPI® h11 
A.lb«mia were Uli'llder at strong udeo~ogica~ pressuney folr u~e c:ommm~ 
dtuzeniy cornb~:U1T11g coJrTIUiption based 0111 etlhics amu:il ~]m51d b(-';di·l:e:uviicH" 
btE:~C:~:)I('n€1~~::; i:lt tnii~: ~::fii·if·~:i!o::::u!t .. Th~:~ [Jlr"OC:(~SS of umplementilr~g e:thit~~: IJ]I~""!I."ti(.::~qiJll;~~:s t~~. 

~on.g and «iin·~iriicul!t ~Nit:tu:mt t11t11derestomating this very nrnp0:.111rtG?:.If11L [.»r~:lJC6·~~.s, 1: 
fhiinl!\ fihi<.i': p~):o.p~·~, ii1~~ a il:nmsmtion country understand lt»tt:l·tt~)·r if y<':Jiu ~;;dli~. ~:d' 
th.E> C()S>'u:;;, ·~lhaii: tiUl'V h~~\Ve to pay i1t11 a corrupted envimll1H11l11G:J:wtrt ... l: .. l,:e~H:: lrn~~:1)h 
cas.ts vvlui1c~lrn tel,ften lb~~(;ome: big barriers for developnuc:~rtlii: ~~1-'ro•r,tlid\ l:ii~~ 
n~€):q;;,,~-;,ulr~~:t!l iillll'lld o~"l!:i~.pliairu~d to Uu~ participa.1111ts of the sof:ie:ty .. l:)Ji'\rtil r~)!€~:®.wril:li)l 

iin hlci.i.S fortrN·H1 quanfiied a1s impossiib~e the systematiic lnfi11El•F...am~riirll!l?,: o'Y thr(+ 
cornJJIPY~iiorwl u1n1 QIO'i'tf-mlllmlenta~ll ur111stituftuons andJ the ~}valu.atio~n of' f:l~1c;: ~·o·~jal: 
;.;,lf"i'i:jJ ~)<CC:llll(»lnnlii(; cost!fi .. !But nH:amt studies on thins iss11.11~· lhav~~ iililillliJ.orq:)i~md ~:x,tm· 

Ulnlde1rstamdiing amd lhave !helped in identifying of tlhe potel1llti:aJI! IPW(»Ittdl~~~rm~ 
ii 1'1~ co~:.!lili':ri:!El'~l· wiitll11 c:\t hn1:J!I1'~ le"i:n~i o·f cormption .. The expE~Irienca} iTII 1·n:c ii.l~'H.Jw·iin:q: 
the ~'!:corJo:o~nrc C:l.'.nd Hocii;:.~J.i costs ils n~ILattiveiy· 1111e.w .. "flh~El' diircw~t fi1··1r:.nc:i:al cos::l 
~~: cn·nt'l' CJ"i ~~~-:;·y ~),(J>iwvu~s. ·[~:> lbHe· 111111tec~su~n:1d and based o1r~ ft~: ~:o ~lill.~ilic!: iJte: p1-u1>m 
illns.Rn ... mtc::.lr11ts i11r11 ~::<r.nnb.r.~tii111~D €:!OU'n.J1ptilon.. Gorrupti01r11 1n1ow is VH~:>rf: lc.l)QfJ:,~Ifi~JI 

freaJted a1s pat~li. of ll€;,w moral! and a1111ti - ethir.a~, b1..d i1r1 the $i>aJ111lli(E1· tilr1flltt-~ a~~ . .PJ 

lf;.a:·ln'·ie,lt wiiU11 e:.! lh:i1 ~]lhi c:~o,~:;c·~: to dl!l:ve~opment 

-
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··~llle: lrtl~t:\fltC:l,t~t 'i'rClln)~ 8Jga1.1iilf~§,~: cormptuon is to st..nlrv(t:v. 8 rv Q:;; d i 1· ': d: <:JJl'l d 
(c;on:siist®L'Yt trv~a:Jl.li1lli"I~<I'W', tlh:(l;l· pa3Jnt~:u in corrTuptiion ·· hlous(~h;oli(1isy lnnlc:unlr:.:~.i:C:II"l'! f.itnd 

publuc offi{~ia~!~;,.. ~us>kitnl91 ~lhiem for tlhie costs of the privaft(:l< j);r:c.;,filft5' i;n 
m:ctl1anf;),1C"; of ptt.Jiilllu~~ s~g;1rvices or privileges. Until mcently Ui1G':' ~?I"C(t~p~~ik~;~;, 
ib(i~!iie~~~~MJ 'ti:hE~: p;.JJI:'~:~~i in c:ormptuon ane predisposed t«J, lhiidt~:: fthG:l· d:~l·~it!t IE:l.u2 
with new p~·«:li~H;;:·w :s;un~e:y instruments and interview bl:drmiiqu~l·Sy the 
intervievved p(fH.>pie atn?.: ready to discus 'for cormption vvnUt ~~;.iirlicewi\:~~1'· 
Even if tlhi~SJy dkm'ft rm:;.pond to some questions, t:he resullt~~ <\'JI'~:'f~~:1:r ~:u~ 
evaiiUiati«)•lnJ orlf t!~1e c«:mn11ption low limnt. 

Th~-J: iiwniifr~~ mem~;~.11red '\lvith different empirical methods tesftufji' ~lli:~~ 1'\'\E!:~-i'd ,')f 
UISHil1lg nr~ttnUup~e methods and gettirng data from di1fferent sm1.1'"t:e~:ii "li"h~ 
n:1esuUs oa~s~~dl on tlh1~~se rnethods obviously improve tllu~ 'il!'tJ!~~iL «:Jnd 
m::ceph·llm-:e o1f ~.11'-u(~ ~~mljpirucal facts as well as the action prCJtpo;:?tei~d. 

Corruptiov11 i~:;; 01 ~ii:\l'lnrlliP'O:orn o·f basic econmnic, poliiU~::o:nll a11m:JJ iin~.,::ij:iitt\.J.I~:io n:q:;_:l: 
~;ai!.J.Jses .. ·ro t:u··f3'~:at (::o~n--up~non effecftnvely meu:ms to n~dr.1.1«:::~~ U-ve. c:ofl ~~Gib:!: (J<'i' 
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Attachment to A CER working paper 

NO.TES ON ANTI-CORRUPTION STRATEGIES IN ALBANIA 

I. The fight against corruption had a good start thanks to the support that Albanian Nano 
government gave to World Bank report and the admission of ACER survey results~ 
2. Anti-corruption institutional scheme, although theoretical to same extent, seems to 
address all the issues related to this phenomenon; 
3. Due to the continuation of all Lhe relorms, which ha\·.: been interrupted in 1997, the 
implementation of anti-corruption schemes lltced the governmental resistance that is 
more corrupted in base rather tlw11 i11 cent1..T 
4. The events of September I l)lJX was a. Olll' more reason !'or the reduction uf c~)ITU pt ion 
fight in Albania; 
5. The new government (l\llajko's), in spite of the good will to combat corruption in real 
terms, is facing more challenges in this process. Anwng them, we can mention 
*The state apparatus that is corrupted and led with the "permanent task" feeling~ 
* The lack of clear rules on the function, tasks, and responsibilities or this apparatus as 
well as the high level of interlerencc in it; 
* High poverty, low wages of public administration employees and the negative 
implications of political debate in the country. 
6. In myopinion, the deepening or the light against corruption requires; 
- The con! i nu at ion of reforms in I he judicial system, accelerating the formation of new 
attorneys, the training or the e.\isti11g one and tlw improvement of the system image 
through the increase of public control (Is there any possibility to gradually change the 
way of appoi ntmcnt of judges giving priori 1 y to tlw selection of them by the citizens) 
- Setting up a studied strategy and public policies that will help in minimizing informal 
sector of economy and reducing cash transactions in economy (compiling appropriate 
strategy for SI\IIEs is a prior need).(*) 
- Deepening liscal decentralization process through ·,ncrease or local government 
autonomy and competencies in these lield. (Parallel development ur lucal government 
management capacities: trai ni ng./publ ic education/public part ici pat ion i 11 governa nee). ("') 
- The continuance or banking rcl'onn through encouraging not only legal 11-<unework 
completion but also it's proper l'unctioning (preparing/approval drat'! lmv on deposit 
protection(::: )/the approval of law on collateral/encouraging credit unions/cstabl i shment of 
basics of stock markets/public education, etc. 

Supervising and .. nwnitoring !cm implementatiun 111 any level of 
governance/encouragement the citizen's partiCipation in decision-making/public 
education through mass-media/development of investigative journalism.(*) 
- Periodical report with ACER type surveys as well as further improving or methodology 
and survey instruments. ( *) 
- Institutional development of business associations and their involvement in designing 
public policies.(*) 
- The establishment of co1Hrollino/su1Jervisino 1monitorino aoencies out of the oovernment ;:, '6' 0 0 0 

that can control the commitme11! of the government in the anti-corruption campaign. 

(*)The topics, in which ACER can develop specil·ic projects 
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A focus group study of bribery 
and other ways of coping with officialdom 

in postcommunist Eastern Europe 

William L. Miller, A se B. Grodeland and Tatyana Y. Koshechkina' 

University of Glasgow 

Introduction 

Good governance is not just a matter of high politics. Free elections should do more 
than offer an often confused or misleading choice of programmes and leadership: they should 
affect the general political culture, set the tone of democratic government, legitimate voters 
individually as well as collectively, turn officials and bureaucrats into 'civil servants' and 
encourage government to respect individual citizens as well as the collective decision of the 
whole electorate.' In their analysis of democratic culture, Almond and Verba2 drew attention 
to the importance of what they called 'citizen competence' and 'subject competence', both of 
which, they claimed, were required for a healthy functioning democracy. In terms of 
perceptions, Almond and Verba distinguished between citizen competence (% who say they 
can do something about an unjust law on both the national and local level) and subject 
competence ( % who expect serious consideration both in a government office and from the 
police). 

Communist regimes were traditionally depicted as bureaucratic, in Laski's sense of 
that word rather than Weber's: 'a system of government .... so completely in the hands of 
officials that their power jeopardises the liberties of ordinary citizens . .J Citizens could expect 
neither serious consideration nor fair treatment without some means of 'interesting' the 
official in their case. Dependence upon the use of bribes and contacts was notorious. Like the 
Tsarist regime before it, parodied so well by Gogol in The Government Inspector, the Soviet 
regime could reasonably be described as an 'autocracy tempered by corruption' if nothing 
worse. A majority of respondents in DiFranceisco and Gitelman's survey of emigres from the 
old USSR regime, suggested bribery or connections could be used to change an unwelcome 
work assignment or to get a dull child into a good university department4

; and surveys of 
those still living in the USSR tended to corroborate these findings. 5 Yet it was never quite 
clear whether the use of bribes and contacts reflected a lack of 'subject competence' and the 
ability of officials to dominate citizens, or an excess of 'subject competence' and the ability 
of citizens to manipulate officials. In this connection, DiFranceisco and Gitelman found that 
university graduates were only a little less likely than others to suggest bribery but far more 
likely than others to suggest using connections; and, moreover, they found graduates were 
overwhelmingly in favour of a system of unequal treatment - which they could manipulate to 
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their advantage.6 Even after the transition to democracy at the top such aspects of the political 
culture may be resistant to change. 

Or they may have changed for the worse. Since 1989 there have been several changes 
in the institutional and social context which might be expected to impact upon the behaviour 
of postcommunist officials - an uneven mix of reform and chaos. Of the countries in our study 
only the former Czechoslovakia has implemented a far reaching purge of officials from the 
old regime7

, and any improvements there have been offset by the loss of more competent 
officials to better paid jobs in the growing private sector. So the issue is essentially one of 
'new thinking', the location of officials within a new more democratic structure, a new 
working environment and new relationships, rather than 'new people'. 

Local government reforms have been characterised as a move 'from democratic 
centralism to local democracy' 8 which should have encouraged more respect for citizens. But 
privatisation and restitution have encouraged more self-interested action by citizens and 
officials alike. They were designed in principle to widen consumer choice and provide fair 
treatment for the formerly persecuted, but they also provided enormous opportunities for 
officials to enrich themselves. Privatisation or restitution is usually 'a lengthy and tedious 
bureaucratic process, complete with audits and appraisals that generate legal quagmires'9; so 
that 'it is often only a (substantial) bribe or an offer to share the property that can speed up the 
procedure' 10

. Farmers operate in 'a climate dominated by clientelism and distrust for public 
institutions' and 'the dependence of the private sector on selected individuals in the collective 
and state farm system' for access to equipment and supplies 11

• 

Finally, there is the impact of a general climate of economic and moral chaos. The 
transition to democracy has been accompanied by a collapse both of the old communist 
economic system, and of belief in the old communist value system. 12 Verheijen and 
Dimitrova point to 'the general deterioration of values' and the 'moral wasteland' in 
postcommunist countries as a prime cause of increasing corruption amongst officials. 13 The 
end of communism brought unemployment, poverty, a sharp decline in health and welfare 
services, a rise in nationalist tensions, and a general climate of aggressive, often desperate, 
individualism and communalism, all of which are likely to affect the relationship between 
citizens and officials adversely. Economic dislocation made many entrepreneurs and senior 
officials conspicuously - and not always legitimately - rich, while putting the incomes of 
junior officials under severe pressure. So while democratisation in itself should have 
encouraged junior officials to behave better, the moral chaos and economic pressures of the 
transition may have encouraged them to behave worse. How these contending influences are 
balanced is an empirical question. 

In her study of the use of 'blat' (contacts and influence) in Soviet and post-Soviet 
Russia, Alena Ledeneva suggests that the transition from communism to a market economy 
had two effects upon the use of contacts and bribery in the FSU: first, the predominant use of 
'blat' shifted from the everyday life of ordinary citizens up to the networks of former 
nomenklatura now turning themselves into quasi-criminal businessmen, from the mass to the 
elite - which takes it out of the range of our research; but second, in the everyday life of 
citizens - which is what concerns us here - crude monetary bribes increasingly supplemented 
or even replaced the subtle and sometimes civilising use of contacts. 14 Our focus group 
discussions lend some support to both those conclusions. 
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ECE and the FSU 

Our previous surveys of public opinion and democracy in five countries of the 
FSU/ECE showed relatively modest differences between the FSU and ECE on Almond and 
Verba' a first aspect of democracy: citizens in the FSU were only 10 percent less likely than in 
ECE to agree that regular elections had at least some effect in making politicians do what 
ordinary people want for example. 15 But there were much larger on 'subject competence'. 
We used a slight variant of Almond and Verba's original questions: 'Suppose there were 
some problems you had to take to a government office - for example, a problem about tax or 
housing. Do you think you would be treated fairly by the officials in that office?' We found 
citizens in the FSU were 39 percent less likely than those in ECE to expect fair treatment 
without recourse to bribes or contacts 16

; and Members of Parliament in the FSU 59 percent 
less than those in ECE. 17 Ukraine and the Czech Republic were at the extremes: citizens in 
Ukraine were 49 percent less likely to expect fair treatment without recourse to bribes or 
contacts than those in the Czech Republic; and Ukrainian MPs 58 percent less than Czech 
MPs. 

Expectations of fair treatment correlated with trust in 'the government' but those who 
'completely distrusted' the Czech or Slovak governments nonetheless expected fairer 
treatment from officials than those who 'completely trusted' the governments in Russia or 
Ukraine. Similarly those who described themselves as 'opponents' of the government in 
Slovakia or the Czech Republic were much more likely to expect fair treatment from officials 
than those who described themselves as 'supporters' of the government in Russia or Ukraine. 
So expectations of fair treatment by officials reflected more than general political satisfaction 
or dissatisfaction. 

Methodology 

To investigate the interaction between postcommunist officials and citizens in more 
depth we have chosen the countries that differed most in our previous surveys, Ukraine and 
the Czech Republic. We have added Slovakia and Bulgaria, because they are close 
geographically and culturally to the Czech Republic and Ukraine respectively, without being 
quite the same in either case. 

Our full study involves four phases- focus group discussions18
, followed by one-to

one in-depth interviews 19
, then large-scale surveys of public-opinion20 and of junior 

officials21
. The focus-group discussions were designed to see whether people were willing to 

discuss such a sensitive topic openly and, if so, how they did so - in their own words and with 
a minimum of prompting. The corresponding in-depth interviews were designed to see 
whether they said different things in the context of a semi-public group discussion or a more 
private and confidential one-to-one discussion. Since these are small-sample techniques, large 
scale public opinion surveys are necessary both to provide representative findings for each 
country and to permit detailed analysis of patterns within countries, while interviews with 
officials will provide a 'right of reply'. 

We completed 26 focus group discussions, each approximately two hours long, in the 
second half of 1996. Since no more than 187 people participated in our focus group 
discussions, and there were never more than 55 focus group participants in any one country, 
we cannot be sure that they are fully representative of the countries in question. Moreover, 
only those who had had some recent personal contact with officials were invited to 
participate. Nonetheless the design (see Appendix for details) ensures that the discussion 
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groups in each country ranged from capital cities down to villages, that they ranged widely 
across the regions of each country, and that they were inclusive of ethnic Ukrainian and 
Russian areas in Ukraine, as well as concentrations of small ethnic minorities in Ukraine, 
Bulgaria and Slovakia. Although we cannot assume that they were strictly representative of 
the entire population in each country, it would be equally wrong to assume that they were 
wildly unrepresentative and insofar as strict representativeness is critical our large scale 
follow up surveys provide the necessary check. 

The focus group discussions were video-recorded and computer-readable transcripts 
produced in both the original language and English. There is a popular but fundamentally 
misconceived dictum that 'qualitative data should not be subjected to quantitative analysis'. 
Findings based upon the limited numbers of participants in focus groups may be 
unrepresentative of the country as a whole. Alas, that is equally true, whether the findings are 
expressed in words or in numbers. Analysis of focus group material is usually based on the 
reviewer's impressions supported by selected quotations. Unfortunately that compounds the 
problem of representativeness rather than solving it, because the selected quotations may not 
even be representative of the discussions. Quantitative analysis is entirely valid and 
appropriate as a precise description of the discussions; it is the assertion that the discussions 
are necessarily representative of the country as a whole that is not valid - irrespective of 
whether the description of the discussions is expressed in words or numbers. To provide an 
accurate description of what people actually said in the discussions we shall use numbers as 
well as sufficient representative quotations. The QSR:NUD•IST package provided a 
convenient method of selecting those quotations as well as quantifying them. 22 

But what are we to quantify? We have chosen the 'text-unit' as our unit of analysis, 
defined as the contribution made by one person at one point in the discussion, starting when 
that person starts speaking and ending when the next person intervenes. Such text-units could 
be as short as a word or as long as a paragraph, though typically they extend to about two 
lines of text. We read through the transcripts, indexing each text-unit according to various 
classification schemes reflecting, for example, whether the text-unit referred to generalised 
hearsay and gossip or something more personal, whether it mentioned arguing with an official 
or bribing them, whether the purpose was to obtain fair treatment or favourable treatment, and 
so on. This allows us to calculate how much of the actual discussion fell into various 
categories and combinations of categories. It is important to note that all percentages in our 
focus group analysis are percentages of text-units, not percentages of participants. They tell us 
about the discussion itself, rather than about the participants. 

It is also important to note one essential difference between text-units in focus group 
discussions and the answers given in a typical opinion survey: a single text-unit can answer 
several questions, or give several answers to the same question: for example, 'I have heard 
that some people give large bribes, but I have never given anything more than a box of 
chocolates as a token of appreciation' would be classified as both 'general hearsay' and a 
'personal statement', because it talks about both. This need for 'double indexing' means that 
the percentages of text-units in different categories usually sum to a little over 100 percent. 
Similarly it would be classified as referring to 'large bribes' and mere 'tokens'; and in a 
statistical analysis it would count, misleadingly, as referring to both a 'personal statement' 
and 'large bribes'. In practice, however, such pathologies do not cause major problems for 
our analysis, since most - though not all - text-units do, in fact, make a single integrated point. 
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We drew up a detailed schedule of suggested questions which was translated into the 
local languages and used by moderators to guide the focus group discussions. It had five 
sections, raising increasingly personal and sensitive questions about: 

(i) attitudes towards the transition - both to democracy and to a market economy 

(ii) general expectations - how officials would 'typically' treat citizens, and how citizens 
would typically respond 

(iii) projective situations- what participants 'would do' in certain specific scenarios 

(iv) personal experience - what had actually happened to participants, their close friends or 
theit relatives 

(v) past and future- how things had changed since the fall of communism, their 
expectations for the future, their proposals for reform. 

Moderators retained the flexibility to adjust to the flow of the discussion, however. 
Participants might spontaneously raise the 'scenario' situations, or respond with tales of 
personal experiences when they had only been asked about 'typical' situations, for example, 
making later sections of the schedule largely redundant. Variations in the sequence of 
discussion topics have no effect upon our analysis, since we index all comments according to 
their content, not the point in the discussion where they occurred. 

Perspectives on the transition 

While there was wide support for the transition from communism, there was also wide 
criticism of the way the transition had been handled: 'it is a good thing but I think it should 
not be the way it has started in this country' (Ky-B I) - the code in brackets indicates that this 
is a quotation from respondent I in focus-group Bin Kyiv (see the Appendix for details); 
'they broke everything apart and haven't built anything' (Se 1). In Bulgaria especially, there 
was a degree of economic pessimism that bordered on despair: 'democracy is something very 
nice, but we misinterpreted it... .instead of achieving ... we kept destroying' (Te 4); 'a country 
this beautiful and nice .. .it has all been ruined.' (Stral I). 

There was also a perception, especially in Ukraine, that the transition was itself the 
final criminal act of the communist regime and its officials. That perception was bound to 
encourage, or at the least excuse, corrupt behaviour by ordinary citizens in their dealings with 
the state. 'It's clear that [the transition] is being effected with the old Soviet methods- the 
same special shares, special distributions, and special privileges everywhere' (Se 4); 'those in 
power are the same, but [our]life has become 100 times worse' (Vo 1). 

Elected deputies were widely seen as being in politics for their own personal 
advantage: 'power is necessary for money' (Ky-B 6); 'we've got nothing to buy a piece of 
bread with, and the comrades travel to Atlanta, can afford cruises' (Kh 3 ); 'shielding yourself 
with the help of deputies' immunity is necessary when your pocket is full' (Vo 1). 

Indexing text-units by whether they suggested the behaviour of officials under the 
postcommunist regime was now better or worse than under communism indicated an 
improvement in the Czech Republic, even if only by the narrow margin of 8 percent, but a 
turn for the worse elsewhere - by a margin of 20 percent in Slovakia, 32 percent in Bulgaria 
and 3 7 percent in Ukraine. 
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******TABLE I ABOUT HERE********* 

Strategies for dealing with officials 

How can citizens deal with officials? What coping strategies can they use wher 'teed 
with unfair, or simply unacceptable, treatment? Participants in our discussions mentioHed a 
range of possibilities. 

Acceptance: 'I clearly understood from the very beginning that it would not do any 
good .. .! came there, turned round, and went home' (Striy 4); 'Circumstances made me give 
up, because if somebody else were in my position .. .it's no wonder why there are structures of 
force, racket, batons.' (Ya 4). 

Persistence: ' ... drop in there every week and when they see me at the door they say to 
themselves "Oh God, she's here again, let's give it to her and get rid of her".' (Pra-B 6). 

Argue/threaten: 'I succeeded in persuading them- maybe they were in good moods, 
it was just after lunch.' (Do 5); 'I phoned the KGB and asked "who are you trying to catch? ... 
we're not in Moscow, we're in Ukraine, on our own land!".' (Se 6); 'I had to throw a 
hysterical fit - then they gave it to me' (Kh 2). 

Appeal: 'Go higher' (Hr 6); 'up the ladder' (Ho 2); to 'her superior' (Br-B 7); 'the 
MP Boncho Rashkov' (Te I); 'the village soviet' (Ni I); 'the Region executive office' (Vo 
I); 'the Mayor' (Pra-A 7); 'the Minister' (013); or even 'the Supreme Council' (Ky-A 6); but 
'it was easier, when there was the first secretary of the party city committee ... now there's no 
power like that.' (Kh 3). 

Bribery: Bribery could vary from a 'present' of box of chocolates or a packet of 
coffee to money: and 'money as a rule is not "coupons" (Ukrainian temporary currency]' (Ky
B 4); 'people give dollars' (Sh 4). 'Now, anywhere you go, they can even tell you how much, 
whom to give, and for what sort of matters.' (Ho I); 'they'd better have a price list.' (Sh 5); 
'maybe you wanted to, maybe you didn't want to, but they took it from you- they tell you a 
specific sum,' (Kh 6); 'if a bureaucrat has even a slight chance to make something on you, he 
will do everything in order to get it from you.' (Ky-A 4). 

Contacts: Although contacts could be useful on their own, they were often a 
necessary precondition for successful bribery: 'I know roughly the price, plus the friend in the 
appropriate position.' (So-B 2); 'I had the best entrance exam results, but they only admitted 
people according to their contacts ... my mum ... knew someone there who knew the Dean. 
Money was even involved.' (NZ 8). And even contacts might require payment in the new 
market economy: 'of course, acquaintances wouldn't do anything for you without monev 
either.' (Se 6). 

Other strategies: There were a very few references to forming a protest group, or 
going to court. More frequently participants mentioned knowledge based strategies, from 
checking up on the law to 'knowing the ropes'. Finally there was a miscellaneous set of other 
strategies, mainly concerned with personal appearance and behaviour, and frequently 
described by participants as using 'psychology' -politeness, a pleasant smile: 'It depends on 
sex-appeal or on psychology, yes just that, how to talk the policeman round' (KH 7); or a 
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style of dress that was neither so slovenly as to fuel the official's arrogance nor so stylish as to 
excite the official's jealousy: 'when I got dressed up and was wearing something better than 
the women (officials] there, everything went wrong.' (Pra-A 3). 

Bribery was the most frequently mentioned strategy in all countries - in 26 percent of 
relevant text-units in the Czech Republic, 36 percent in Slovakia, 35 percent in Bulgaria and 
42 percent in Ukraine. It was also the most frequently denied. But other strategies were also 
mentioned frequently - including contacts, argument (especially in the Czech and Slovak 
Republics), and appeal to higher authority (especially in Ukraine). Bulgarians were the most 
likely to mention passive if frustrated acceptance. 

Strategies for objectives 

Indexing text-units on dealing with officials according to whether the citizen appeared 
to be seeking an entitlement or a favour showed that the Czech discussions focused more on 
seeking favours than on fair treatment - by a margin of I 0 percent. But everywhere else 
discussions focused more on the minimum objective of obtaining fair rather than favourable 
treatment - and by even larger margins of between 25 and 31 percent. 

Strategies were clearly related to objectives. In all countries strategies of passive 
acceptance, along with strategies of persistence, argument or appeal, were mentioned much 
more frequently in connection with attempts to get fair treatment than to get favours. 
Conversely, bribes and contacts were mentioned much more frequently in connection with 
attempts to get favourable treatment. 'Do you mean you need to pay only when you are doing 
something illegal?' asked the moderator in the Sholomia discussion; 'I think when everything 
is legal people pay less' came the response. (Sh 2). Even in Ukraine, where bribes were 
mentioned in 28 percent of text-units concerned with obtaining rights, they were mentioned in 
far more, in 73 percent of text-units concerned with obtaining favours. This is a point of 
some importance. Citizens can reasonably complain when they are forced to take 
extraordinary measures to obtain their rights, but they cannot reasonably complain when they 
use bribery to obtain special favours. Complain they may still do, but their complaints lack 
moral force and they know it. There is no need to take such complaints too seriously - unless, 
of course, the whole system is so perverse that what are favours within that system would be 
rights anywhere else. 

**************TABLE 2 ABOUT HERE************* 

General gossip versus specific personal experience 

To what extent do complaints about officials reflect general gossip and to what extent 
do they reflect real personal experience? We indexed all text-units according to whether they 
were about: (i) general hearsay or gossip about how people typically behaved; (ii) what 
people might do in various hypothetical scenarios; (iii) the experience of friends and 
acquaintances; and (iv) more personal experience. 

As the discussion moved from general gossip through hypothetical scenarios to 
personal statements the nature of the discussion changed sharply. First, the balance between 
seeking rights and favours changed: personal statements focused much more on rights, and 
much less on seeking favours, than did general gossip. In parallel with this, references to 
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different coping strategies also changed: bribes were always mentioned much less in personal 
statements than in general gossip, and they were usually denied rather more. The use of 
contacts was also mentioned less in personal statements than in gossip, though the margin 
was not so large as with bribes. Conversely, passive acceptance was mentioned more in 
personal statements than in gossip, especially in Bulgaria. But much more important, other 
more active strategies like persistence, argument or appeal were also mentioned twice as 
frequently in personal statements as in gossip. Overall therefore, there is a striking contrast 
between the repertoire of coping strategies discussed in general gossip and that reported in 
personal experience. 

****************TABLE 3 ABOUT HERE ************ 

Personal experience of bribery 

Since assertions of bribery always fell as the conversation moved from general gossip 
to specific personal statements, and denials usually increased, the net difference between 
assertions and denials of bribery fell sharply. The fall was particularly sharp in the Czech 
Republic. When people were talking in general terms, net assertions of bribery were about as 
frequent in Slovakia and Bulgaria as in Ukraine - and only around ten percent less in the 
Czech Republic. But when people began to talk about their personal experiences, net 
assertions of bribery occurred only half as often in Slovakia and Bulgaria as in Ukraine, and 
sank almost to zero in the Czech Republic. 

Particularly in the Czech Republic, but also in Slovakia, a number of text-units 
actually combined a general assertion that bribery existed with a specific personal denial: 'I 
would not try it, but I know people who have done it' (Hr 2); 'not from our own experience, 
rather from what I hear' (01 4); 'everybody waits for something to be slipped into his or her 
pocket, a bribe .... [but] I would never bribe anybody, I would not know how .... am I really 
supposed to add to their salaries if! want something settled?' (Prv 6). 

In Slovakia, references to bribery were more frequent than in the Czech Republic. 
Some were, in the donor's eyes at least, not a bribe but 'just a little token' (Prv 2). From the 
standpoint of the official however, even 'tokens' might add up: 'My cousin cannot praise it 
enough, being a customs officer. He says: "Yesterday I brought home slippers for the whole 
family. I get so many chickens that I don't know where to put them- I need a second fridge." 
These are tokens for customs clearance.' (Zv 5). Slovaks also listed monetary bribes quite 
explicitly, especially bribes to the traffic police and the health services: 'Sometimes [the 
police] give you a penalty without a receipt- sometimes this satisfies both parties - this has 
already happened to me.' (Br-B 9). Bribery to get medical attention was mentioned 
particularly frequently: 'special deliveries, paid-for, fast, painless, and naturally the attitude of 
nurses to those patients was different' (Zv I); 'When my wife went to the maternity ward, the 
obstetrician said 3000 crowns for treatment and 1000 for the delivery. I felt it would be better, 
that he would take care of her .. .I felt life was at stake' (Br-B 4). But other Slovak officials 
were also mentioned: 'The housing office - we could have had a flat but only if we had given 
30,000 crowns - that is 30,000 crowns to the officials there ... my husband had started a 
business ... he had to give something to the officials there in order that we could get a flat.' (Zv 
1). 
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On balance Bulgaria was somewhat similar to Slovakia, though some of the stories of 
extortion were more horrific even if no more frequent. Most references to the Bulgarian 
police involved real or imaginary traffic offences: 'I had enclosed in my passport 1000 
levs ... He took 200 levs ... and recommended for me a brush-up course of driving.' (So-A 5). 
One particularly attractive and smartly dressed young woman claimed she had never paid a 
fine or a monetary bribe to the police: ' ... so far I haven't paid a single penalty. When they 
stop me I start deviating their attention ... "Let's go and have a cup of coffee" .. .I might call the 
coffee "friendly".' (Ya 5)- to which an older woman in the group added wryly: 'Your youth 
is your advantage. If they stopped me, even ifl offered them whisky, they wouldn't be 
lenient to me.' (Ya 6). But there was one more serious allegation against the police. A gypsy 
woman reported: 'My daughter was raped a year ago, at the age of 17. Three months ago she 
was taken away [again]. .. the bar girl told me "Your daughter cried her head off' ... (I] went to 
the police department, beside myself, and they said "Maybe she wanted a man and that's why 
they took her." But ifl provided 2,000 lev for petrol they would go looking for her .. .I did not 
have the money so I went on my own.' (Stral 5). 

Health care was the other main focus of allegations about bribery: 'The fee of the 
midwife was 15,000 levs, whereas the fee of the doctor was 30,000 levs.' (Ya 6); 'In my 
room I saw it - doctors took money from those in the beds next to mine.' (Ku 5); 'Some time 
ago my father had to be placed in a hospital. We had to offer a bribe ... .it was a question of 
30,000 levs- a year and a half ago that was quite a sum .. .I don't know where this sum of 
30,000 levs sank, but two hours later a doctor came and my father was placed in the hospital.' 
(So-B 8). 

Bribery was not restricted to police and health workers: 'I know the price is 300 
dollars, but I haven't given any mark without examining the student. So I've become the 
"black sheep" among my fellow lecturers and they've become nasty to me.' (So-B 5). '[My 
friend's] son .. .is serving at a distance of 15 klms from Sofiya ... every two or three days he 
comes home- but that has its price, too.' (So-B 3). Even MPs were involved: 'In accordance 
with the Law of Restitution, friends of mine ... are entitled to the real-estate [but the 
Municipality would not hand it over]. .. so they decided to contact their MP. The MP found 
the guts and told them how much it would cost them for the favour ... ! 0 percent of the cost of 
the real-estate.' (Ya 4). 

Sometimes, especially in small villages, Bulgarians reported: 'People know each 
other. Bribes are not expected.' (Te 1). Some could not afford the bribe: 'When I was in 
hospital, a guy whose father had to undergo an operation was told he had to give 20,000 levs. 
He said he could afford only 10,000 levs ... and two days later his father died.' (Te 5); 'I knew 
the price of my case in the hospital ... plus the friend in the appropriate position ... but I cannot 
afford it.' (So-B 2). More surprisingly, there were some tales of Bulgarian officials refusing 
to accept bribes. That even surprised and slightly disconcerted those who had offered them: 
'I underwent two operations at Medical Academy in Plovdiv. I was ready to pay, but the 
doctor I ran into turned down my money offer .... Upon leaving I hinted about money, but he 
felt pained. Then he accepted, most unwillingly, a bottle of grape-brandy as a token of 
gratitude ..... Now I am not sure what's going on there.' (Ya 4). 

Every group discussion in Ukraine, apart from the Crimean Tatars, produced specific 
personal statements about the use of bribery. Sometimes it clearly was for a favour: 'there 
was another instructor who had a tariff: a bottle of vodka for [an undeserved pass in] the mid
term test' (Kh 1). Sometimes it was at least partly out of gratitude and relief: 'I had an 
operation last year, a professor did it ... we all knew, the patients talked about it, that he only 
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took things after the operation.' (Ky-A I). But on many occasions it clearly was simply a 
case of extortion: 'they put you in a situation that you have to.' (Ho 6); 'the surgeon said that 
she [the patient] was to give so much to the surgeon, so much to the neuropathologist, so 
much to the anaesthetist, and so much to the assistant. He directly said how much.' (Ho 4); 
'there they say loud and clear, how much for what.' (Kh 3); 'I needed an operation .. .it 
[would, they said] cost fifty dollars. Okay ... when I go in, she looked at me, all very pleasantly, 
then says "it'll cost a hundred dollars" ... it's already gone up!' (Ky-A 2). 

Extortion was not limited to heath care: 'until I gave a bribe he did not receive me .. .I 
gave him 20 dollars and he signed it.' (Striy 2); 'yes, to have a position at school I have to 
give up my salary ... for this whole year, if not longer, I will be earning money for them [those 
who appointed her].' (Striy 5); 'I faced it myself in the notary's office .. .ifyou haven't brought 
anything you will probably sit there for three days minimum if not three weeks .. .! have been 
there five or six days. Until you buy something and bring it there, you are given no attention 
and no service.' (Vo 5); 'she says "give me 500 thousand so that I make a labour card for 
you" ... and I never heard that you must pay for a labour card.' (Vo 2). And they paid 
frequently: 'for this half-year, two times.' (Ky-B I); 'family for the last half-year of time, five 
times probably, not less.' (Ky-B 3) 'I also had to do it frequently.' (Ky-B 4). 

What is to be done? 

Some of our findings might encourage complacency. From the perspective of the 
citizen, it appears that the situation is not as bad as it at first appears. While allegations about 
the need to use bribery or contacts in dealing with officials are widespread, they need to be 
treated with some scepticism. Such allegations are at least twice as frequent in general gossip 
as in reports of specific personal experience; and bribery is associated more with citizens' 
attempts to get favourable treatment than with their attempts to get fair treatment. To some 
extent therefore, they have only themselves to blame. Indeed some recognise this: 'we've 
taught them this; we ourselves are guilty; we take them things ... the first and the second bring 
something, and the third can't not bring something.' (Kh 3). But this confession of guilt is 
atypical. Rightly or wrongly, most people blame officials for extorting bribes; they interpret 
the present situation as a problem; and they propose solutions. Very few comments suggested 
that it was impossible to change the relationship between citizens and officials - the 
percentage ranged from zero in the Czech Republic to only 6 percent in Ukraine. 

A better gualitv of official was a popular suggestion: between 24 and 32 percent of 
relevant text-units in each country mentioned it. That was almost, but not quite, as vacuous as 
it sounds. Comments about better officials were often tautologous: 'Pleasant people should 
work there - a private businessman would not hire a waitress or a shop assistant who would 
turn her back on a customer.' (Br-B 2). In Ukraine especially there were calls to 'change 
(officials'] psychology' (Ho I); for 'more responsible (officials]' (Ho 6); 'conscience' (Ho 
3), 'competence' (Kh 6), 'understanding' (Vo 3), 'culture' (Ky-B 5), and- the ultimate in 
tautologies- 'honesty' (Striy 3 and 4). 

But other comments about better quality officials suggested better systems of 
selection, more qualified entrants, and more in-service training - including training in 
customer relations as well as in more technical matters. Selection could be improved: less 
'so-called nepotism' (So-B 1). Czechs and Slovaks especially, but others also, emphasised 
qualifications and training: 'higher qualifications (are needed]' (Pra-B 1); 'better training' 
(Br-B 5); 'there's little professionalism .... they are poor souls, typing with just one finger- do 
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not take this literally .. .! sometimes feel they must have studied at a Special university for 
mentally handicapped students.' (Pra-A 7). And a course in customer relations might help: 
' [officials] should be aware that those coming to them, or their "customers", are not experts 
in filling out forms.' (Hr 3). 

In the Czech Republic, 46 percent of text-units- far more than anywhere else
mentioned a need to improve administrative efficiency and organisation - which reflected the 
burden of the Czech participants' complaints: that they found the bureaucracy tedious and 
unhelpful rather than corrupt, forcing them to waste too much time on filling out forms, going 
to offices, and standing in queues. So they proposed a better administrative structure, less 
bureaucracy, better located offices, or simply longer office opening hours: '[individual 
departments] are unable to communicate between themselves' (KH 7); 'fewer useless forms' 
(KH 5); 'and above all fewer bureaucrats' (KH 4); and 'longer opening hours' (Pra-B 4). 
Slovaks made similar but less frequent suggestions for administrative reform: 'less 
bureaucracy, more flexibility' (NZ 3, with noises of agreement from NZ 1 and NZ 2); 
'premises - people cram in there and the clerk gets irritable ... slightly more human conditions 
would do.' (Br-B 2). They wanted more information: 'at all these offices where most people 
have to go, there should be one person whose sole responsibility it is to provide information.' 
(Zv 4); and a 'one-stop shop' such as they had enjoyed under communism: 'formerly 
everything was in one place [at 'National Committees'], it was a well-established system and 
... people there knew their jobs' (Br-A 2). There were also a few similar suggestions in 
Bulgaria and Ukraine: 'There should be everywhere computers.' (Ya 5); 'they should tell you 
everything you need to bring the first time.' (Ky-A 6); 'it's not everywhere [i.e. in every 
country] you need such a quantity of certificates.' (Ky-A 2). 

Conversely, discussion groups outside the Czech Republic put more emphasis on 
other reforms, reflecting the different nature of their complaints which were more about 
extortion and rather less about mere time-wasting - more pay for officials to make extortion 
less necessary, stricter control to make extortion more dangerous, or some combination of the 
two. 

More pay was a popular suggestion in Slovakia: 'insufficient salaries, that's the cause 
of all that bribing.' (Br-B 8). Sometimes there was special pleading however: 'because they 
are not actually rewarded in any way, they don't care .... the system of doctors' remuneration 
should be quite different in my opinion .... my husband is a doctor.' (Prv 8). Sometimes the 
idea was qualified: 'I think salaries should be raised in health care and in 
education .... [though] not to all ofthem without any discrimination.' (Zv 9). Or even resisted: 
'but even if they got more money, they would behave in the same way.' (Br-A 6). 

Similarly in Bulgaria: 'perhaps they are underpaid' (So-A 4); 'if the inspectors within 
this system were well-paid, they wouldn't give way to tipping of 500 levs or 5,000 levs- they 
wouldn't be tempted so easily.' (So-A 1). But again the suggestion for more pay was 
sometimes linked to performance: 'I think people should be paid according to their 
performance .... for an operation made our doctors get small change, and when a plumber 
screws in a bolt in his house, he asks for money, worth ten operations.' (So-B 4). And 
occasionally resisted: 'I don't think the explanation lies only in the low salaries. Salaries will 
be raised, and they will become corrupt again .... there are no moral values.' (So-A 6). 

Ukrainians too, sympathised with underpaid officials: 'he has to live; he doesn't earn 
enough money, that's why he takes bribes.' (Ni 3); 'ifthey receive appropriate payment, they 
will work professionally in their positions and will not take bribes.' (Sh 4 ). 
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***************TABLE 4 ABOUT HERE***************** 

Stricter control was seldom mentioned in the Czech Republic but quite frequently 
elsewhere. Slovaks complained that 'it's worse now than under the rule of communism ... you 
could lodge even an anonymous complaint and now there's no one to complain to .... now they 
are not afraid of anything.' (Do 4). One Slovak wanted: 'really harsh conditions, strict 
sanctions ... we would have to start from the top and proceed downwards.' (Prv 6). In t' tlgaria 
participants complained: 'there used to be some order. .. ' (Ya 2); 'Now the situation is ~ry 

bad -perhaps because we have no one to take our complaints to for injustices.' (Ya l ·There 
should be control.' (So-A 3). 

Ukrainians also emphasized the need for control, even fear: 'it is necessary that he 
simply be afraid that he can lose his place' (Ky-B 3); 'there should be power in the country' 
(Kh 4); 'there was discipline- everybody was afraid of the party' (Striy 3); 'we are missing 
discipline ... there is no fear now' (Striy l ). Against the great preponderance of such 
sentiments, there were only a couple of atypical remarks expressing reservations: 'control can 
be strengthened, but that's not the way out.' (Ky-A 4); 'the innocent suffer.' (Ni 1). 

Sticks and Carrots. Sympathetic attitudes towards officials' salaries were 
accompanied and often combined with less sympathetic suggestions. Pay rises could be 
combined with stricter control or a cut in the number of officials: 'If it were up to me they 
should be controlled.' (Stral 2); 'Nothing terrible would happen if the official apparatus were 
cut back by two thirds'. (Ky-A 4) 'And raise the salaries of the ones who are left.' (Ky-A 5) 
But one pessimist dismissed both ideas: 'I disagree on the score of salaries .... appetite grows 
in the course of eating, [and] sanctions won't do- they will be carried out by people who 
might perhaps have the same weaknesses.' (So-B 8). 

At first sight, the frequency of proposals for a better legal framework appear to 
provide a point of similarity between the Czech Republic and Ukraine. But what did they 
mean by a better legal framework? In the Czech Republic, simpler and more stable laws: 'a 
simpler, easily understandable law' (014). In Bulgaria too, there were also references to 
simplifying the laws: 'Legislation should be simplified and made clear to the people.' (So-A 
7); 'Laws should be clear. At the moment I have the feeling we are ruled by decrees and 
regulations.' (So-A I). But in Bulgaria there was also a plea for laws to replace anarchy, to 
fill a vacuum, and thereby exert control over officials: 'There are no laws, they say. When 
will these laws be passed?' (Strai 6). And there was some emphasis on simply enforcing 
obedience to the law: 'In a West-European country, corruption is controlled ... the penalty is 
serious ... We all have to work towards creating a normal state, a law-abiding state.' (So-A 6). 

Suggestions for improved legislation were also voiced in Ukraine: ' [we have] 'lO 

developed legislation' (Ky-A 4). But two thirds of the references to the law in Ukrain ··did 
not focus on this need for clearer, simpler and better publicised laws. One third consis\,·d of 
complaints from Crimean Tatars that the laws of Ukraine were biased against them: 
'discrimination against nationality' (Se 4 and 5). More typically however, the remainin, hird 
of Ukrainian suggestions for legal reform concerned enforcement rather than clarification: 
'there should be organs that would make sure this law was followed.' (Kh 4). 

Bulgarians in particular placed some responsibility on citizens themselves: 'There's 
a rule- the more you are informed, the less corrupt the official' (So-A 7); 'When I know my 
legal rights .. .! can defend them and I can demand.' (Ya 4). This is of course, just another 
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perspective on the need for more information about citizens' rights which was mentioned in 
other countries, but now with the onus placed upon citizens to inform themselves. 

Inevitably the solutions proposed by ordinary citizens in our focus group discussions 
are less complex and sophisticated than those prescribed by public administration specialists23 

and they differ considerably in the details but both highlight the importance of a mix of 
encouragement, control and public information. 

Discussion 

No doubt our focus group participants held something back. We do not suppose that 
they revealed all. But it is remarkable how much they were willing to say in front of the 
video-cameras at our focus groups. Partly that reflected the expertise of our focus group 
moderators, all of whom had extensive experience in leading group discussions. But it also 
reflected the openness of the participants themselves. Most did not seem over-inhibited by the 
long years of life under communism. On the contrary they seemed to revel in their new 
freedom to criticise the state. 

Of course the opposite danger is that people will tell extravagant but untruthful stories 
to impress their fellow participants or to please the investigators. We did find a sharp 
difference between allegations made in general terms and those based on more personal 
experience. In the Czech Republic general gossip about widespread corruption simply did not 
correspond to more personal accounts of experience and behaviour. But by contrast, the 
discrepancy between general allegations and personal experience was less elsewhere, and 
much less in Ukraine. We think it unlikely that this reflected greater reticence, more fear, or 
less openness in the Czech Republic than elsewhere. And that has important implications: the 
difference between Czech and Ukrainian experience of interacting with officials was actually 
greater than was implied by more superficial questions about the general climate of 
corruption. A climate of exaggerated suspicion and criticism in the Czech Republic, 
influenced no doubt by press reports of high-level corruption, actually obscured the extent of 
the difference between Czech and Ukrainian citizens' own, immediate and direct personal 
expenence. 

We found evidence of a gradation in official corruption from the Czech Republic 
through Slovakia and Bulgaria to Ukraine. In terms of how citizens dealt with officials, there 
were clear differences between the Czech Republic and Slovakia - both, to varying degrees, 
'Catholic' and both former Hapsburg territories; and on our data 'Catholic' west Ukraine was 
actually more inclined to bribe officials than 'Orthodox' east Ukraine. That contradicts any 
notion that we should simplistically divide the world into Catholic, Orthodox and Muslim 
cultures - or, more locally, into former Hapsburg, Romanov, and Ottoman cultures.24 While 
we do not suggest that long established culture and history have no continuing impact other 
factors may be still more important. Differences in the interactions between citizens and 
officials in the different postcommunist countries may reflect more recent differences in the 
way these states have actually treated their citizens - the half century of direct experience of 
Soviet bureaucracy that applied equally to east and west Ukraine for example. They may also 
reflect variations in contemporary postcommunist circumstances: economic collapse in 
Bulgaria and dislocation in Ukraine but better living standards in the Czech Republic; and a 
greater discontinuity both of personnel and ethos in the administration of the Czech Republic, 
contrasting with more continuity elsewhere. Indeed, insofar as any one of our postcommunist 
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countries stands out very much from the others in terms of the behaviour of its officials, it is 
the Czech Republic. 

It is worth drawing attention, once again, to the infrequency of suggestions that it was 
impossible to improve the relationship between citizens and officials. And also worth 
recalling the widespread allegation that, except in the Czech Republic, the behaviour of 
officials had changed for the worse since the fall of the communist system. Both those 
findings imply movement and change, whether for better or for worse; so both contradict the 
thesis that the relationship between citizens and officials is determined by an unchanging and 
unchangeable culture. Ironically, recent changes for the worse show that change is possible 
and therefore hold out the possibility of change, perhaps for the better, in the future. 

Does low level corruption matter? To ordinary citizens going about their daily 
business it does. That is the level of corruption which makes the most immediate and most 
visible difference to their lives. In his study of rampant corruption in the British colony of 
Hong Kong, Wing Lo found wide support for repressive measures against corrupt, usually 
junior, civil servants through much less for similar action against corrupt millionaire 
businessmen because 'the public do not always feel as threatened by corrupt businessmen as 
they do by corrupt public servants ... public sector corruption is often related to extortion and 
solicitation of bribes by civil servants ... [which is] far more annoying and disturbing to the 
daily lives of people. ' 25 We found that same public resentment of 'extortion and solicitation' 
in our group discussions. 

Corruption may have helped to lubricate the creaky old machinery of communism. 
Huntington, amongst others, once argued that 'corruption may thus be functional to the 
maintenance of a political system in the same way that reform is ... and both corruption and 
reform may be substitutes for revolution' .26 By improving both the economic efficiency and 
the human rights record of a dictatorship, public sector corruption nay well be functional to 
the maintenance of such a regime. But public sector corruption degrades both the economic 
efficiency and the civil rights record of a free market democracy, and contributes to its 
instability. Democracy is founded on the principle of political equality, and public sector 
corruption is founded on the principle that the state will treat its citizens arbitrarily and 
unequally. In a democracy, political equality offsets inequalities of wealth and power; but 
public sector corruption reinforces those inequalities. That is why Almond and Verba defined 
a well-functioning democracy not only in terms of citizen influence over high policy, but also 
in terms of fair and equal treatment by junior state officials. 

Moreover, low level corruption is not divorced from high level corruption. A corrupt 
example at the top is likely to encourage corruption at the bottom. Conversely, however, it is 
unlikely that a junior official trained by experience in bribery and extortion will suddenly give 
it all up when he or she gets promoted. Wider horizons simply present new opportunities. 
So-called 'zero-tolerance policing' is now fashionable in Britain and America. It is based 
upon the assumption that a permissive attitude to low level crime not only degrades the living 
environment and life style of ordinary citizens but also encourages low level criminals to 
graduate to higher level crime. The analogy with corruption is close. 

What is clear from our focus group discussions is that citizens in Bulgaria and 
Ukraine do not regard official corruption any more kindly than in the Czech Republic; they do 
not regard it as a curse in the Czech Republic but a blessing in Bulgaria or Ukraine. It may be 
a necessity for the individual citizen perhaps, but an unwelcome one: extortion not a facility. 
And that also has implications for the possibility of reform. There is no dispute anywhere 
about the direction of' improvement', no deep cultural attachment to corruption as a systemic 
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virtue in postcommunist circumstances as it arguably may have been under communism; and 
no shortage of sensible suggestions for reform that take account of the specific circumstances 
and contemporary problems in each country. The concrete reality of variations in official 
behaviour disguises more uniform aspirations amongst the citizens of different countries. 

---- end text ----

Am:!endix: Design of the focus grouu studi 

Ukraine Bulgaria Former Czechoslovakia 

East West Slovakia Czech Rei! 
Capita] ciD: (higher educ} _Kxiv-A •sofiya-A •fuatislava-A Praha-B 

Capital city (lower educ} Kyiv-B •sofiya-B •fuatislava-B Praha-A 

Medium town •Khartsysk ·~ •Yambol Zvolen •Hradec Kralove 

Small town Volnovakha •Horodok •stratdja ~esoy •_Kutna .!:::J.ora 

Village llikolayevka •Sholomia •Thnevo Dolny Kubin •Q!esnice 

Ethnic Minority .fu:vastopol •Kurdjali •~ove~amky -----
(Tatars) (Turks) (Hungarians) 

Total participants in Focus Groups 55 45 49 38 

Notes: 

I. Focus groups were organised by USM (Ukrainian Surveys and Market Research) of Kyiv, CSD (Center for the Study of Democracy) of 
Sofia, and OPW (Opinion Window Market Research and Analysis) ofPraha- covering both the Czech and Slovak Republics. 

2. All26 FG discussions were video-taped. Computer readable vernacular and English-language transcripts were made from these tapes. In 
addition, simultaneous translation was provided by Marichka Padalko in Ukraine, Mitra Myanova in Bulgaria, Zuzana 
Yrastiak:ova in Slovakia, and Klara Flemrova in the Czech Republic during the 16 FGs marked with an asterisk which were all 
attended by the authors. 

3. FGs in East Ukraine were located in the Donetsk region, those in West Ukraine in the Lviv region, all chaired by Alexander Fedorishin, 
using the language chosen by the participants· Russian in Kyiv, Sevastopol and East Ukraine, Ukrainian in West Ukraine. FGs 
in Bulgaria were chaired by Andrej Nonchev (except for the one in Straldja which was chaired by Elena Lazarova), all in 
Bulgarian. FGs in Slovak:ia were chaired by Patrik Minar in Slovak (except for the one in Nove Zamky which was chaired by 
Ladislav Koppl speaking in Czech while participants responded in Slovak:). FGs in the Czech Republic were chaired by 
Ladislav Koppl using Czech. 

4. Underlining indicates the short fonn of town names used to identifY respondents in the text. Thus. for example, (Ky-B I) in the text 
indicates a uuotation from the first participant in the focus group Kyiv-B. 

Table 1: Perceutions of uostcommunist changes in official behaviour 

Text-units about changes which mention officials 
Czech Rep Slovakia Bulgaria Ukraine 

% % % % 
Better now 31 10 15 8 
Neutral 46 60 38 48 
Worse now 23 30 47 45 

Diff: better -worse +8 -20 -32 -37 

(Total N) (64) (30) (34) (183) 

Note: Percentages are percentages of relevant 'text-units' in the focus group discussions, not of participants. The total number of 
relevant text-units on which percentages are based is shown in brackets at the foot of each column. 
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Table 2: Coping strategies by objective 

Czech Re(! Slovakia Bulgaria Ukraine 
Objective: when citizens seek rights favours rights favours rights favours rights favours 

% % % % % % % % 
Refer to use of: 

Accept 25 12 26 7 28 12 25 3 
Persist, argue, appeal 40 17 35 14 27 11 30 5 

Bribe 18 42 22 55 30 60~i 28 ~'~1 
Contact 11 15 5 2S'' 15 37):; 8 h2~1lo_ ~ "*--- ' 

Deny use of: 
Bribe 4 10 8 7 7 3 3 5 

(Total N) (151) (196) (205) (100) (252) (125) (512) (195) 

Net assertion of bribery 14 32 14 48• 23 57 25 68~ 
(%use·% deny) 

Note: Percentages are percentages of relevant 'text-units' in the focus group discussions, not of participants. The total number of relevant 
text-units on which percentages are based is shown in brackets at the foot of each column. 

Table 3: Coping strategies by talk style 

Czech Re(! Slovakia Bulgaria Ukraine 
Talk stvle: Gossio Experience Gossip Exl!erience Gossip Experience Gossio Experience 

% % % % % % % % 
Refer to use of: 

Accept 10 18 14 19 21 31 16 18 
Persist, argue, appeal 11 28 18 29 15 27 16 32 

Bribe 36 16 47 29 42 27 46 33 
Contact 20 16 10 10 23 17 12 10 

Deny use of: 
Bribe 7 13 9 15 3 9 5 4 

(Total N) (277) (275) (192) (215) (235) (236) (612) (314) 

Net assertion of bribery 29 3 ·,,38.4. 14 .... 39: 18 29 
( %use·% deny) . ~.': -, 

Note: Percentages are percentages of relevant 'text-units' in the focus group discussions, not of participants. The total number of 
relevant text-units on which percentages are based is shown in brackets at the foot of each column. 
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Table 4: What is to be done? 

Czech Rep Slovakia Bulgaria Ukraine 

% % % % 

Improve personal qualities of staff 29 32 24 31 

Better administrative organisation 46 18 15 9 

More pay 7 18 14 13 

More control 4 20 22 16 

Better legal framework 21 15 15 29 

More demanding citizens 0 3 17 4 

Impossible to change 0 4 2 6 

More funding 0 0 7 0 

(Total N) (72) (99) (152) (271) 

Note: Percentages are percentages of relevant 'text-units' in the focus group discussions, not of participants. The total 
number of relevant text-units on which percentages are based is shown in brackets at the foot of each column. 

'This research was funded by the Overseas Development Administration under award number R6445 to Williarn 
L. Miller and Tatyana Koshechkina and by the ESRC under award number R222474 to William L. 
Miller and Ase Berit Gmdeland. 
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SHORT VERSION 

Victims or accomplices? 
extortion and bribery in Eastern Europe 

Wi/liam L. Miller, Ase B. Grodeland and Tatyana Y Koshechkina 

Thank God they're corruptible. They're human and after money like the rest of us. 
They're not wolves. As long as there's corruption, there's hope. Bribes! They're 
man's best chance. As long as judges go on taking money, then there's some chance 
of justice.- Bertolt Brecht, Mother Courage and Her Children, Scene 31 

Page I ofl2 

Mother Courag clearly felt that bribery and corruption had their advantages for 
ordinary people. ut recht's point was that although she seemed so worldly wise in the short 
term she was completely and tragically wrong in the longer term. Our purpose is to explore 
public attitudes towards low-level corruption in Eastern Europe- to see how many praise it 
with Mother Coilrage, and how many condemn tf with Bertolt Brecht. 

We focus{gn the way ordinarY citizens use presents and bribes to influence the 
officials they meet in day-to-day life. Our principal concern is not with high-level corruption 
involving senior politicians and officials or top businessmen, but with the role of corruption 
in these everyday interactions between citizens and the state. We look in particular at 
Ukraine, Bulgaria, Slovakia and the Czech Republic- near neighbours with a common 
commitment to democratisation in the 1990s but very different historical and bureaucratic 
traditions. Our findings are based on 4778 interviews between November 1997 and February 
1998 with representative national samples of the public: I 003 in the Czech Republic, I 056 in 
Slovakia, 1519 in Bulgaria, and 1200 in Ukraine. Where appropriate we have illustrated these 
findings with verbatim quotations taken from 26 focus-group discussions and 136 in-d@th 
interviews that we commissioned in the summer and autumn of 1996. 

For every bribe-taker there must be a bribe-giver, but the relationship is not 
necessarily an equal one. If citizens take the initiative, pressing their bribes - and thf:H----... 
~mands - uoon re~ant but perhaps badly paid officials, then we might describ citizens as A) 

(fue source of.cn!Tl.\Q!fun. If the opposite happens, and officials abuse their position to e oft 
unofficial payments from weak, powerless and reluctant citizens, we might describe citizens :z..) 
as victims. And if the relationship is more equal, if citizens want to give and the officials are 

3
) 

happy to take, than we might describe citizens as accomplices. 
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A climate of petty corruption 

People in all countries were in est that even when a person 'asks an 
official for something to which he/sh is entitled by w' they would probably have to 
approach the official 'through a contact , er something' in order 'to get a successful 
outcome'. Perhaps they exaggerated, in casual gossip, the need to use contacts, presents and 
bribes. As we shall see, in their own personal experience, they tended to report rather less 
need to use presents and bribes. 

Nonetheless the figures are very high: between 76 and 90 percent in different 
countries said it 'was likely' a person would have to approach the official 'through a contact'. 
Between 62 and 91 percent said it 'was likely' that a 'small present' would be necessary. 
And between 44 and 81 percent said it 'was likely' that 'money or an expensive present' 
would be necessary. These were considered most necessary in Ukraine and least necessary in 
the Czech Republic; and the difference between Ukrame and the Czech Republic grew from 11 
i4 percent on contacts, through 29 percent on small presents, to 3 7 percent on 'money or an f I 
expensive present'. 

Table 1: likel!;: that oerson would have to ... 
Suppose a person asks an official for something to which Czech Slovakia Bulgaria 
he/she is entitled by law. QSS-7: To get a successful Republic 
outcome, is it likely or not likely that he/she would ... 

% % % 
Q85: approach official through a contact 76 87 86 

Q86: offer a small present 62 80 84 
Q87: offer money or an expensive present 44 62 72 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
I prompted; they have been excluded from the calculation of percentages. 

Ukraine 

% 
90 
91 
81 

There was a wide consensus that people would be more likely to use contacts,_present;J !/ 
and bribes now than they did under communism. Once again, such claims were most 
frequent in Ukraine and least frequent in the Czech Republic. Over 80 percent in Ukraine said 
people were more likely to offer officials 'money or an expensive present' now than they 
were during the communist period. 

Table 2: More likely now than under communism that a person would ... 
Q93-5: Compared to the period (UNDER COMMUNISM) Czech Slovakia Bulgaria Ukraine 
do you think it is now more likely, or now less likely, that Republic 
people in (COUNTRY) would ... 
%more likely now: % % % % 

Q93: approach the officiaJ through a contact? 77 87 79 88 
Q94: offer a small present? 64 83 82 88 

Q95: offer money or an expensive present? 50 69 76 80 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
J!!'o~ted; thev have been excluded from the caJculation of percentages. 

In gossip at least, there was a climate, an atmosphere, of petty corruption. In the 
Czech Republic at one extreme, there were limits to allegations of official corruption; but in 
Ukraine at the other extreme, perceptions of official corruption were pervasive and 
unqualified. 
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Attitudes towards corruption 

We asked whether people considered 'the use of money, presents, favours or contacts 
to influence officials': 

(i) 'bad for (the couotry), and for those involved?' 
(ii) 'bad for (the couotry), but uoavoidable for people who have to live here?' 
or (iii) did they 'prefer it that way because, when you need a favour from an official, 

you can get it?' 

The first answer corresponds to simple and unqualified condemnation of corruption, 
whether on moral, egalitarian, economic or other grounds. 'Corruption ... causes a 
distinction ... [but] every citizen is equal before any administrative official... that is what 
equality should mean.' (Sofia-!, FG-6) 2• The second answer combines condemnation of 
corruption with some excuse for those who practice it. 'You can't do anything another way in 
this situation.'(Horodok, FG-2). And the third expresses a positive preference or approval: 
'Someone needs a passport in two months and someone else in two days. For the first person 
it's not so important as to have to give a gift, but for someone else it may be crucial if he/she 
needs it immediately.'(Hradec Kralove, FG-3). That does make citizens at least accomplices 
and often corrupting agents. 

Faced with these three options however. relatively few expressed a positive preference 
for a corrupt system, but a large minority was willing to excuse it. Taken together, 31 percent 
were willing to excuse or approve corruption in the Czech Republic, 40 per cent in Slovakia, 
and 42 percent in Bulgaria or Ukraine. 

Table 3: Attitude to the use of money. presents. favours or contacts to influence officials 
QI53: Which comes closest to your view about the use of Czech Slovakia Bulgaria Ukraine 
money, presents favours and contacts to influence officials? Republic 
(i) it is bad for (COUNTRY) and for those involved; (ii) it 
is bad for (COUNTRY) but unavoidable for people who 
have to live here; or (iii) I prefer it that way because when 
you need a favour from an official you can get it? 

-bad for (COUNTRY) and those involved 
-bad for (COUNTRY), but unavoidable for citizens 

- prefer it that way 

% 
69 
25 

7 

% 
60 
28 
12 

% 
58 
34 

8 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

% 
58 
31 
11 

At one level, people may feel that the use of money, presents and favours is part of 
their national tradition, part of their culture. Surprisingly, we fouod that it was the people in 
the Czech and Slovak Republics who were by far the most willing to accept that corruption 
was a 'permanent part of their country's culture'. By contrast, in Ukraine, only 16 percent 
saw it as 'a permanent part of Ukraine's culture' and most people blamed the use of presents, 
bribes and favours on a 'moral crisis in a period of transition'. 

People in Ukraine were far more critical than those in the Czech Republic of falling 
standards in public life: 89 percent said that 'most officials' now behaved worse than uoder 
commuoism. 'During the Commuoist regime [we got] better assistance. There was more 
order ... [officials] were afraid of something.' (Sholomia, IDI-2). Such a very recent fall in the 
standards of behaviour of officials could not be attributed to a 'permanent national culture'; 
and it was explicitly attributed to the postcommuoist 'transition'. 
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Table 4: • A product of the crisis of transition. or a oermanent part of our culture?' 
Ql87: Which comes closest to your view? The use of money, Czech Slovakia Bulgaria Ukraine 
presents, favours and contacts to influence officials in Republic 
(COUNTRY) is ... 

% % % % 
- a product of the communist past 23 23 17 23 

- or of moral crisis in a period of transition 31 30 49 62 
-or a permanent part of (COUNTRY'S) culture 46 47 34 16 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never prompted; they 
have been excluded from the calculation of percentages. 

Attempts at extortion 

Page 4 of 12 

What was 'the main reason why officials take money or presents', we asked: was it 
(i) because 'the officials are greedy', (ii) because 'the government does not pay officials 
properly', or (iii) because 'people are desperate to buy favours from officials'? In the Czech 
and Slovak Republics our respondents most frequently blamed the people themselves for 
seeking to buy favours. In Bulgaria, they most frequently blamed the government for not 
paying officials enough. But in Ukraine they most frequently blamed the extent oflow-level 
bribery and corruption on extortion by greedy officials. 

If we exclude those who blamed governments for paying officials badly, the balance 
of public opinion between blaming bribe-giving citizens and bribe-taking officials was firmly 
on blaming corrupt citizens in the Czech and Slovak Republics, but on blaming corrupt 
officials in Bulgaria and Ukraine. 

Table 5: Greedy officials 
Ql77: Which comes closest to your view? The main reason Czech Slovakia Bulgaria 
why officials take money or presents is ... Republic 

% % % 
• the officials are greedy 37 30 39 

• the government does not pay officials properly 12 19 47 
• people are desperate to buy favours 51 50 14 

Difference:% 'officials'."% 'people' ·14 ·20 +25 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

Ukraine 

% 
48 
23 
30 

+18 

Similarly, we asked for the most important reason 'why people might be more willing 
to give money or a present to an official now than under communism?'. People in the Czech 
Republic were most likely to complain that 'people push harder for special favours now' 
while a large majority in Bulgaria and Ukraine, along with a narrow majority in Slovakia, 
complained that 'officials expect more now'. 
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Table 6: Whl:: geogle are now more willin£ to e;ive 
Ql07: Here are some reasons why ordinary people might be Czech Slovakia Bulgaria Ukraine 
more willing to give money or a present to an official now Republic 
than (UNDER COMMUNISM). Which do you feel is the 
most important? 

% % % % 
- people are more able to pay now 12 10 7 5 

- people push harder for special favours now 50 38 21 31 
- officiaJs expect more now 38 52 72 63 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 

rom ted; the have been excluded from the calculation of ero:••:::":::'•=oc•so.. --------------' 

Officials may extort presents and bribes by making direct and explicit demands. 'They 
say what is the price of each thing. '(Sevastopol, FG-1 ). More subtly- and more safely for 
them - officials can convey their expectations or demands by hints, by complaints about their 
workload, or by comments about the special efforts they are making. 'In the case involving 
the militia it was their hints that made me do it.'(Horodok, IDI-4). 

According to our respondents, officials made direct demands relatively infrequently, 
though 11 percent in Ukraine as compared with only two percent in the Czech Republic 
reported that they had been 'asked directly' for 'money or a present'. But one way or another 
officials often managed to convey the impression that they expected a special gift for their 
trouble. Almost half in the Czech Republic and Bulgaria, and two-thirds in Slovakia and 
Ukraine had either been asked directly or made to feel that some gift was 'expected'. 

Table 7: Did an official ever ask ~ou or rour familr directlr? 
Ql44: In these last few years, did an officiaJ ever ask you Czech Slovakia Bulgaria Ukraine 
or your family directly for money or a present, or not ask Republic 
directly but seem to expect something? 

% % % % 
- asked directly 2 4 7 11 

- seemed to expect 44 64 39 56 
-neither 54 32 54 33 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
rom ted; the have been excluded from the calculation of ero:c!:!en"ta=g,eso.. ____________ _j 

And we are not talking about mere 'body-language' here: almost half in the Czech 
Republic and Bulgaria, over half in Slovakia and two-thirds in Ukraine reported that officials 
had 'made unnecessary problems in order to get money or a present for solving them'. 
'Bureaucrats propose to do it "unofficially"- mentioning the difficulties of solving the 
problem. '(Kyiv, IDI-9). 

Table 8: Unnecessaa J!roblems 
Ql32: How often did these officials make unnecessary Czech Slovakia Bulgaria 
problems for you or your family in order to get money or a Republic 
present for solving them ... 

% % % 
- usually 3 8 4 

-sometimes 16 22 20 
- rarely 25 27 25 
-never 56 44 52 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
rom ted; the have been excluded from the calculation of ercenta es. 

Ukraine 

% 
14 
28 
25 
33 
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Actual experience of giving presents and bribes 

A majority in every country suggested that it was 'likely' that a citizen would have to 
give at least a small present to get something he/she was legally entitled to, from an official. 

But what had they actually done? We asked a battery of questions about their actual 
experience of using eight different strategies for dealing with officials 'in the last few years
lets say approximately the last four or five years'. This time span was designed to focus 
attention on the mid to late 1990s, well after the fall of the communist system. Two of these 
strategies are relevant here: had they actually offered an official 'a small present?', and 
'money or an expensive present?'. 

Many who admitted offering a 'small present' claimed they had done no more than 
that and they denied ever giving 'money or an expensive present'. But almost all those who 
had offered 'money or an expensive present' had also offered 'small presents' as well. 3 So 
we can usefully divide people up into those who had offered an official: 

(i) nothing, not even 'a small present'. 
(ii) 'a small present', but nothing more than that 
(iii) 'money or an expensive present' 

A majority in Bulgaria and the Czech Republic claimed to have offered nothing, but a 
majority in Slovakia and Ukraine admitted they had offered at least 'a small present' and 
perhaps more. The numbers admitting that they had offered 'money or an expensive present' 
ranged from !I percent in the Czech Republic, through 19 percent in Bulgaria, to 31 percent 
in Slovakia and 36 percent in Ukraine. 

Table 9: Givin2 nresents and bribes 
In dealing with officials in the last few years did you or Czech Slovakia Bulgaria 
your family usually, sometimes, rarely or never have to ... Republic 
Q 141: offer a small present? 
Ql42: offer money or an expensive present? 
% ev~;:r ~:;ave {ie usuall1;:1 sometimes or rarel)::) ... % % % 

Ql4! and Q142: nothing 76 42 66 
Ql41 and Ql42: small present only 13 27 15 
Q142: money or expensive present 11 31 19 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

Does condemnation matter? 

Ukraine 

% 
43 
21 
36 

Earlier we found that a majority in every country condemned 'the use of money, 
presents, contacts, or favours to influence officials' as 'bad for (the country), and bad for 
those involved'. Whatever their grounds for condemning corruption, did condemnation really 
matter? Did people really mean it? Were their answers merely ritual condemnation without 
much thought or much relationship to their actual behaviour? 

There was some consistency in their answers. People who condemned the use of 
presents and bribes were much more likely to opt for an austere, rigid, Weberian system in 
which 'officials never accepted presents and never did favours for people', rather than one in 
which 'officials sometimes accepted presents and in return did favours for people'. In Ukraine 
for example, the austere option was chosen by 64 percent of those who condemned the use of 
presents to influence officials, by 46 percent of those who excused it, and by only 27 percent 
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of those who preferred it that way. The degree of consistency was far less than perfect but it 
was significant nonetheless. 

Table 10: Prefer rigid system <without oresents and favours) by condemnation 
QI56: Prefer rigid system (without presents and favours) Czech Slovakia Bulgaria Ukraine 
BY Ql53 Republic 

Amongst those who say the use of money, presents and 
favours to influence officials is ... 

-bad for (COUNTRY) and for those involved 
-bad for (COUNTRY) but unavoidable for people 

- preferable, because you can get favours 

% 

95 
85 

(68) 

% 

85 
79 

(52) 

% 

71 
53 
23 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

I ()means percentage based on less than 100, but at least 50, respondents. 

% 

64 
46 
27 

Moreover, those who condemned the use of presents and bribes to influence officials 
were much more inclined to refuse to pay them, and much less tempted to accept them. 

Although some of our percentages are based upon fairly small numbers of 
respondents, they suggest that condemnation increased resistance to paying bribes by 36 
percent in the Czech Republic, by 30 percent in Slovakia, and by 29 percent in Bulgaria, 
though by a mere three percent in Ukraine. Amongst those who condemned the use of bribes, 
two-thirds in the Czech Republic, and half in Slovakia and Bulgaria but only a quarter in 
Ukraine said they would refuse to pay even 'if asked directly' and even 'if they could afford 
to pay'. 

Table 11: Would refuse to ua~ if asked- bx condemnation 
Ql45: Would refuse to pay if asked Czech Slovakia Bulgaria 
BYQ153 Republic 

% % % 
Amongst those who say the use of money, presents and 
favours to influence officials is ... 

-bad for (COUNTRY) and for those involved 67 48 51 
-bad for (COUNTRY) but unavoidable for people 53 38 31 

- preferable, because you can get favours (31) (18) (22) 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted: they have been excluded from the calculation of percentages. 

: ()means percentage based on less than I 00. but at least 50, resoondents. 

Ukraine 

% 

27 
23 

(24) 

These questions about willingness to pay bribes were hypothetical. But condemnation 
also correlated with actual behaviour over the past five years. In practice, condemnation 
increased the numbers who never gave even a small present to an official by 3 7 percent in the 
Czech Republic, by 18 percent in Slovakia, and by 29 percent in Bulgaria, but by only I 0 
percent in Ukraine. And condemnation increased the numbers who had never given money or 
an expensive present to an official by 23 percent in the Czech Republic, by 20 percent in 
Slovakia, and by 26 percent in Bulgaria, but by only seven percent in Ukraine. 

Condemnation, whether motivated by moral, ideological or economic considerations, 
did matter. It mattered in terms of actual reported behaviour, as well as in terms of what 
people 'would do' in hypothetical situations. And it mattered in every country, though it 
mattered less in Ukraine than in the other countries. If they condemned the use of presents 
and bribes to influence officials, people in Ukraine were somewhat less likely to have actually 
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given presents or bribes. But they were scarcely any less willing to submit to extortion if an 
official 'asked directly'. 

Table 12: Never e;ave nresents or bribes bl:: condemnation 
Ql41~2: Never gave presents or bribes Czech Slovakia Bulgaria 

BY Q153 Republic 
Never gave anything % % % 

Amongst those who say the use of money, presents and 
favours to influence officials is ... 

·bad for (COUNTRY) and for those involved 81 45 74 
- bad for (COUNTRY) but unavoidable for people 64 33 60 

- preferable, because you can get favours (44) 27 45 

Never e:ave money or exnensive nresent % % % 

Amongst those who say the use of money, presents and 
favours to influence officials is ... 

-bad for (COUNTRY) and for those involved 91 73 87 
-bad for (COUNTRY) but unavoidable for people 84 60 77 

- preferable, because you can get favours (68) 53 61 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

()means percentage based on less than 100, but at least 50, resoondents. 

Did attempts at extortion succeed? 

Ukraine 

% 

46 
35 
36 

% 

66 
60 
59 

Between 37 percent (in the Czech Republic) and 74 percent (in Ukraine) said they 
would pay a bribe 'if asked directly' and 'if they could afford it'. But what happened in 
practice? How many of those who had real experience of attempted extortion did actually 
submit to it? 

There was a remarkable similarity between the numbers who said they had actually 
given something when an official either 'asked directly or seemed to expect something', and 
the numbers who said they would do so if asked. Some people had given voluntarily without 
pressure of course, but the effect of this pressure was to increase the numbers who had 
actually given something by 27 percent in the Czech and Slovak Republics, by 42 percent in 
Bulgaria, and by 38 percent in Ukraine. Such pressure also increased the (smaller) numbers 
who had actually given 'money or an expensive present' by 18 percent in the Czech Republic, 
by 21 percent in Slovakia, by 29 percent in Bulgaria, and by 34 percent in Ukraine. 

Similarly, those who felt officials had made unnecessary problems in order to extort 
presents and bribes were much more likely to have given them. 'Unnecessary problems' 
increased the numbers who had given something to an official by 28 percent in the Czech 
Republic, by 34 percent in Slovakia, by 33 percent in Bulgaria, and by 35 percent in Ukraine. 
And 'unnecessary problems' increased the (smaller) numbers who had given 'money or an 
expensive present' to an official by 17 percent in the Czech Republic, by 31 percent in 
Slovakia, by 26 percent in Bulgaria, and by 26 percent also in Ukraine. 

So although citizens' condemnation of bribery had relatively little, if any, effect on 
their actual behaviour in Ukraine, officials' attempts at extortion clearly had as much effect in 
Ukraine as anywhere else. People in Ukraine were responsive to pressure from officials, and 
frequently found themselves under such pressure. 
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Table 13: Gave gresents or bribes- b~ whether officials asked for1 or seemed to exnectJ a bribe 
Czech Slovakia Bulgaria 

Republic 
% % % 

Q 145: would pay if asked 37 57 58 

Q141-2: Gave presents or bribes BY Q144 
Gave something 
Amongst those who say officials ... 

-asked directly, or seemed to expect something 39 68 58 
- neither asked nor seemed to expect 12 41 16 

Gave rnone1: or exQensive Qresent 
Amongst those who say officials ... 

- asked directly, or seemed to expect something 21 39 35 
-neither asked nor seemed to expect 3 18 6 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

()means percentage based on less than lOO, but at least 50, resnondents. 

Table 14: Gave presents or bribes- by whether officials caused unnecessary problems 
Q141-2: Gave presents or bribes Czech Slovak.ia Bulgaria 
BY Q132 Republic 
Gave something 
Amongst those who say officials caused unnecessary 
problems in order to extort a bribe ... 

-usually, sometimes, or rarely 
-never 

Gave money or expensive Present 
Amongst those who say officials caused unnecessary 
problems in order to extort a bribe ... 

- usually, sometimes, or rarely 
- never 

% 

40 
12 

21 
4 

% 

73 
39 

45 
14 

% 

51 
18 

32 
6 

Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never 
prompted; they have been excluded from the calculation of percentages. 

I ()means percentage based on less than lOO, but at least 50, respondents. 

Did official pressure outweigh condemnation? 

Ukraine 

% 
74 

74 
36 

50 
16 

Ukraine 

% 

70 
35 

46 
20 
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Clearly, both condemnation and extortion seem to have influenced actual behaviour 
though to varying degrees in different countries. We can usefully summarise our findings by 
calculating (Pearson) correlation coefficients between giving presents and bribes on the one 
hand, and condemnation or extortion on the other. 

In a highly compressed way these correlation coefficients show what we have already 
discovered from the more detailed tables: condemnation sharply reduced bribe-giving in the 
Czech and Slovak Republics, and in Bulgaria, but had much less influence in Ukraine. The 
correlation declined in power from minus 0.25 in the Czech Republic to minus 0.09 in 
Ukraine. Correlations with preferences for a rigid Weberian system (no presents, no special 
help) showed a broadly similar pattern- significant in every country except Ukraine.4 By 
contrast the correlation between giving presents and bribes on the one hand and our indicators 
of extortion by officials on the other, was strong in all four countries. It ranged from a 
minimum of0.26 up to a maximum of0.43. 
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Table IS: Correlations between giving. condemnation and extortion 
Correlation between Q141-2: 'gave bribes'. and... Czech 

QI53: 'bribes are bad' 
Ql56: prefer rigid system 

Q144: 'official asked for, or expected, bribe' 
Ql32: 'official made unnecessary problem' 

Note: r xI 00 is (Pearson) correlation coefficient times I 00. 

Republic 
R xiOO 

·25 
·16 
33 
36 

Slovakia 

rxlOO 
·17 
·17 
26 
40 

'Gave bribes' coded: O=not, l =only small present, 2==money or expensive present. 

Bulgaria 

r xlOO 
·21 
·21 
43 
36 

Ukraine 

rx!OO 
·9 
·5 
39 
33 

'Prefer rigid system' coded: O=prefer reciprocal presents and favours, I =prefer no presents, no special help. 
'Bribes bad' coded: O=prefer flexible system. I "'Unavoidable, 2==bad for country and those involved. 
'Officials asked for, or expected, bribes' coded: O=neither, I =expected, 2=asked directly. 
'Officials made unnecessary problem to extort bribe' coded: O=never, I =rarely, 2=usually or sometimes. 
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Indeed these correlations with attempts at extortion are so strong that they raise the 
question whether anything else mattered. But tabulating the numbers giving bribes by a 
combination of condemnation and pressure from officials shows that both condemnation and 
pressure had an independent influence on behaviour. The effect of condemnation (visible in 
the columns of the table) was clearly less than that of pressure (visible in the rows of the 
table) but significant nonetheless. 

Amongst those who had been put under pressure by officials seeking gifts, 
condemnation reduced overall giving by at least 16 percent in the Czech Republic, by 13 
percent in Slovakia, and by 17 percent in Bulgaria, though by only seven percent in Ukraine. 
Typically, one Czech IDI respondent (Prague IDI-15) felt '50 percent of officials expected to 
be given' something but their 'salaries were adequate' and she 'did not feel she should give 
them anything'. Condemnation also reduced the (smaller) numbers giving 'money or 
expensive presents' by at least seven percent in the Czech Republic, by 17 percent in 
Slovakia, by 23 percent in Bulgaria, and by 11 percent in Ukraine. 5 

Table 16: Gave bribes by condemnation and l!ressure to ~:,ive 
Q141-2: BY Ql53 BY Qi44 

C~£h Renublic Slovakia BulgJlria Ukraine 
Did official ask for. Did official ask for, Did official ask for, Did official ask for, 
or seem to expect, or seem to expect, or seem to expect, or seem to expect, 

a gift? a gift? a gift?· a gift? 
Yes No Yes No Yes No Yes No 

%who ~:;ave aol::thin~:; % % % % %···, % % % 
If say bribes etc are ... 

-bad 32 10 65 36 m 12 71 32 
- unavoidable 48 (16) > 75 (45) 61 19 75 (42) 

- preferable na 08 (78) na (68) na (78) na 

Cze£h Renublie·c· . Slovakia Bulgaria ~ 
Did official ask for, Did official ask for, Did official ask for. Did official ask for, 
or seem to expect. or seem to expect, or seem to expect, or seem to expect, 

a gift? a gift? a gift? a gift? 
%who ~:;ave mone1:: or an Yes No Yes No Yes No Yes No 
exgensive gres~ot 

% % % % % % % % 
If say bribes etc are ... 

-bad 17 3 35 14 28 4 47 17 
- unavoidable 24 (3) 46 (23) 36 7 51 > (15) 

- preferable na , na (52) na (51) na (58) na 
Note: 'don't know', 'mixed/depends' etc answers were recorded if given spontaneously, but never prompted; they 
have been excluded from the calculation of percentages. 

I ()means oerce!Jtage based on less than I 00, but at least 50, respondents. na means less than 50. 
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Similarly, amongst those who had experienced officials making 'unnecessary 
problems' in order to get a present or bribe, condemnation reduced overall giving by at least 
22 percent in the Czech Republic, by nine percent in Slovakia, and by 33 percent in Bulgaria, 
though by less than four percent in Ukraine. And it reduced the (smaller) numbers giving 
'money or expensive presents' by at least 11 percent in the Czech Republic, by 16 percent in 
Slovakia, and by 30 percent in Bulgaria, though by less than four percent in Ukraine.6 

Amongst those who condemned the use of bribes, and who had not experienced 
attempted extortion by an official making unnecessary problems, only three percent in the 
Czech Republic, four percent in Bulgaria, nine percent in Slovakia, and 14 percent in Ukraine 
had given 'money or an expensive present' to an official in the last five years. 7 

Discussion 

We found very widespread allegations that ordinary people offer presents and bribes 
to the officials they meet in day-to-day life in Eastern Europe, and that the officials accept 
them. Using presents and bribes to influence officials was widely condemned but widely 
practised. Yet a majority in every country condemned the practice as 'bad for their country, 
and for those involved', and most of the rest said it was 'bad for the country, but unavoidable 
for people who have to live here.' 

Our evidence does not support the view that the people were the source of corruption, 
pressing their bribes - and their demands for favours - upon reluctant officials. But there 
remains the question whether the people were victims of the officials or accomplices. Did 
officials abuse their position to extort unofficial payments from weak, powerless and reluctant 
citizens, or were citizens as happy to give as officials were happy to accept? 

It is a question of some practical as well as theoretical importance. If ordinary people 
are the victims of extortion by officials then it may be possible to reduce public sector 
corruption by reforming the administration in one way or another. 8 Reform would then 'go 
with the grain' of public opinion and, if well planned, should win public support. But if the 
public are in essence accomplices in petty corruption then reform is likely to be more difficult 
and less effective: it would be necessary to reform the people as well as reform the 
administration. 

People in the Czech and Slovak Republics were most likely to blame their fellow 
citizens 'desperate to buy favours' rather than 'greedy officials'. Conversely, people in 
Bulgaria and Ukraine were more likely to blame 'greedy officials' than their fellow citizens 
(though people in Bulgaria were even more likely to blame their government for failing to pay 
officials properly). Similarly, when asked why people might be more willing to give things to 
officials now than under communism, people in the Czech Republic were most likely to 
blame their fellow citizens, but in Bulgaria and Ukraine where they were most likely, by far, 
to blame 'officials who expect more now'. Opinion in Slovakia fell between these two 
extremes. 

Taken at face value, these findings suggest that people who gave bribes to officials in 
the Czech Republic and, to a lesser extent in Slovakia also, were not victims but accomplices 
or worse. Reforms in those countries might therefore aim as much at bribe-givers as bribe
takers.9 
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In Bulgaria and Ukraine however, people were inclined to place the burden of guilt on 
the shoulders of their officials rather than on their fellow citizens. To a greater or lesser extent 
they claimed to be victims of the administration though many in Bulgaria felt that junior 
officials were also victims- victims of a government that did not pay them properly. But in 
Ukraine, people pictured themselves unambiguously as the victims of officials high and low. 
In their own view, the people of Ukraine were the passive and guiltless victims of rapacious 
officials. Reforms targeted at bribe-givers in Bulgaria and more especially in Ukraine might 
only make people feel that they were the 'victims twice over' - victims of the low-level 
officials who extorted bribes from them, and of high officials who then punished them for 
their submission to extortion. 

In the absence of pressure from officials, behaviour did not contradict principle to a 
very large extent. It was the frequency and effectiveness of extortion- the combination of 
officials' greed and citizens' submissiveness - that produced high levels of bribery despite 
opposition to it in principle. In the Czech Republic only 19 percent had experienced attempts 
at extortion 'more than rarely' and, amongst those who condemned bribery, only 16 percent 
submitted to it. In Ukraine at the other extreme, 42 percent had experienced attempts at 
extortion 'more than rarely' and, amongst those who condemned bribery, 44 percent 
submitted to it- twice the frequency of extortion by officials, and three times as much 
submission by citizens, as we found in the Czech Republic. 

Finally, we must stress the counter-intuitive nature of our findings. It is natural to 
imagine that where bribery is most common, citizens are most likely to be willing 
accomplices rather than victims. Our findings suggest the exact opposite. They suggest that 
where bribery was least common (in the Czech Republic), the relatively small number of 
people who gave bribes were more likely to be accomplices or even corruptors. And where 
bribery was most common (in Ukraine), the much larger numbers of people who gave bribes 
were much more likely to be victims of extortion. 

1 Bertolt Brecht Mother CoutBge and Her C/uldren, translated by Oavid Hare for the National Theatre, !London: Methuen/Randam House, 1995) p.44. 

2 Bratislava-2 was the second focus-group discussion held in Bratislava. Two focus-group discussions were held in each capital city. 

3 A negligible one percent said they had offered 'money or an expensive present' but not 'a small present'. 

4 1n the Czech Republic, the negative correlation between bribe-giving and preference for a rigid system was weaker than between bribe-giving and condemnation. 
But in The Czech Republic 91 percent expressed a preference for a rigid system. Such a degree of consensus tends to limit the size of correlations. 

5 Amongst those who had been put under pressure by officials seeking gifts, a preference for a rigid Weberian system !0 1561 reduced overall giving by 12 percent in 
Slovakia, and by 20 percent in Bulgaria, though by only one percent in Ukraine. And the {smaller) nwnbers giving 'money or expensive presents' were 
reduced by 13 percent in Slovakia, by 25 percent in Bulgaria, but by only two percent in Ukraine. The consensus in favour of a rigid system in the Czech 
Republic makes it impossible to gauge the effect of such preferences there. 

6 Amongst those who had experienced officials making 'unnecessary problems' in order to get a present or bribe, a prefl!!ence for a rigid Weberian system (0 156) 
reduced overall giving by nine percent in Slovakia, and by 29 percent in Bulgaria, though by only four percent in Ukraine. And it reduced the (smaller) 
nwnbers giving 'money or expensive presents' by 11 percent in Slovakia, end by 31 percent in Bulgaria, but not at all in Ukraine. As before, the 
consensus in favour of a rigid system in the Czech Republic makes it impossible to gauge the affect of such preferences there. 

7 Amongst those who exprassed a preference for a rigid Weberian system fO 156: no presents, no special help), and had not experienced attempted extortion an 
official making unnecessary problems, only three percent in the Czech Republic, four percent in Bulgaria, 10 percent in Slovakia, and 19 percent in 
Ukraine had given 'money or an expensive present' to an official in the last five years 

8 For a discussion of possible reforms and the degree of public support for them, see William L. Miller, Ase B. Gredeland and Tatyana Y. Koshechkina. 'What is to be 
done about corrupt officials? Public opinion in Ukraine, Bulgaria, Slovakia and the Czech Republic.' NISPAcee (Networks of Institutes ami Schools of 
Public Administration in Centtalsnd Eastern Europe) fl" Annual Conference, March 1998, Prague • 

.-----' W;;;h;;;';;." •;;.:•;;:ke~d;;;";;-p;lici.t~Y_,_ a .!!lato~~Y. in all ~ountries sai~ bribe-givers s~ould b~ punished ~ass severely than bribe-givers. but this ranged from a bare majority of 53 
percent tn the Czech 'tftepubllc to a masstve 80 percent 1n Ukrame. See Miller, Gredeland and Koshechkina 'What is to be done about corrupt off'c' 1 1' 
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There is widespread criticism of the behaviour of junior officials in post-communist 
Europe where they are often accused of treating citizens unfairly and soliciting presents or 
bribes to solve citizens' problems. Across four countries- Ukraine, Bulgaria, Slovakia and 
the Czech Republic- we found that a majority of the public thought it was more 'likely' than 
not that 'a person seeking something to which they were entitled by law' would nonetheless 
'have to offer money, a present or a favour' to get help from most kinds of officials or from 
government employees in education and health care. And at a more directly personal level, 
over half the public reported that in their own recent personal experience officials had 
'seemed to expect' money or a present from them. 1 

The same criticism comes from above. Milos Zeman, leader of the Czech Social 
Democratic Party (CSSD), promised an 'ltalian-style clean hands campaign' to combat 
corruption which he blamed for the 'Czech economic transformation [having] been 
unsuccessful. ' 2 Ukrainian President Leonid Kuchma, who unveiled his own 'Operation 
Clean Hands' in April 1997, has identifed power abuse, bribery and extortion by bureaucrats 
as the main obstacle to developing enterprise in his country.3 In Bulgaria, the anti-corruption 
campaign Coalition 2000 links high state officials with NGOs.4 

Given these criticisms from below and above, it would be odd not to allow officials to 
speak for themselves. The obvious procedure is to interview a sample of post-communist 
officials about their relationships with their clients. But such studies still seem rare. 
Interview-based studies of officials' democratic or ethical values are more frequent, both in 
post-communist Europe and in other democratising countries. Steel, Davenport and Warner 
looked at support amongst officials for technocratic rather than democratic rule in various 
newly democratising countries5 Lui and Cooper interviewed senior Hong Kong civil servants 
about their general ethical values.6 Kutuev and Svintsitsky interviewed officials in post
communist Kyiv about their autonomy in decision making. 7 And Stewart, Sprinthall and 
Siemienska interviewed local officials in post-communist Poland about their reaction to 
hypothetical stories containing ethical dilemmas.8 But none of these combine an analysis of 
officials' values with reports of their actual dealings with clients. Ensor and Savelyeva report 
that 'discussions with medical practitioners suggest that for certain specialities in certain 
Kazakstan hospitals a doctor might obtain many times his [sic!] official income. Yet little 
empirical work has been done in this area' .9 Commenting on the practice of informal 
payments, they claim that 'Most practising doctors or hospital directors will deny their 
existence in public but admit their presence in private'. Unfortunately, as these quotations 
make clear, their evidence from doctors themselves is imprecise and anecdotal. 

Perhaps there is an understandable reluctance to ask officials and public employees 
directly about their relationship with clients in survey interviews, and especially to confess 
their own gift or bribe-taking. Nonetheless we thought it worth the attempt, although it would 
require a sensitively constructed questionnaire. In our interviews we asked over I 00 
questions about officials' attitudes and their problems with their employers, with their clients 
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and with other officials before we put a direct question about their own experience of 
accepting gifts from clients. Then we put it in three variant forms in rapid succession. Our 
pilot studies revealed more nervousness amongst officials about the confidentiality of their 
replies about party preference than their replies about gift taking. 

In each of Ukraine, Bulgaria, Slovakia and the Czech Republic we aimed to interview 
nationwide quota samples of 300 officials- 60 in each of five public services. More precisely 
we aimed for 20 interviews in each of three narrowly defined occupations within each 
service: hospital doctors, nurses, and hospital administrators (in health); university teachers, 
university administrators, and school teachers (in education); officials in pensions, benefits, 
and housing offices (in welfare); traffic police, ordinary police, and police administrators (in 
the police); and court officials, customs officials, and passport officials (in legal services). 
From our focus group discussions we knew that, to the public, these represent the face of the 
state, irrespective of whether they might be technically classified as 'civil servants'. 

Since our interviewers usually exceeded their targets in each category and occupation, 
producing 1307 interviews in total, we have down-weighted the data to have the equivalent of 
exactly 20 interviews in each specific occupation in each country. That facilitates 
comparisons between different countries and between different kinds of official by ensuring 
that there is no correlation between types of official and countries. 

Giving 

Officials are themselves citizens. Each of them has to deal with other officials in their 
role as citizens: teachers get stopped by traffic police, traffic police fall ill and have to go to 
hospitals, and so on. Before we asked officials to talk about their relations with clients, we 
asked them about their perspectives on officials in general, and about their own personal 
experience as citizens and clients in dealing with other officials. Although interesting in 
themselves, these questions were designed in part to set the scene for our later questions 
about their behaviour towards their own clients. 

Officials themselves had very much the same perceptions as the public about the 
likely need to 'offer money, a present or a favour' to officials even if the client sought 
something to which they were 'entitled by law'. On average 69 percent of the public and 70 
percent of officials said it was more likely than not. Naturally enough, officials took a less 
critical view of similar officials- but only of ITJ:Y similar officials. When hospital doctors 
were asked about hospital doctors, school teachers about school teachers, or customs officials 
about customs officials, and so on, only 51 percent instead of70 percent (on average) said 
presents or bribes were likely to be necessary. But even slightly different professions were 
highly critical of each other. Thus, 75 percent of nurses said it would be necessary to give 
something to a hospital doctor, 68 percent of school teachers said it would be necessary to 
give something to university staff, and 84 percent of passport officials said it would be 
necessary to give something to customs officials. 

Table 1: Willing to give 
Average Czech Rep Slovakia Bulgaria Ukraine • 

Would give a bribe if asked direct!~, and could afford it % % % " · views expressed by the public 56 37 57 58 
· views expressed by officials 53 31 53 52 

Oifference: officials -public ·3 ·6 -4 ·6 

Note: Figures for the views exp~essad by the public are based on 4778 interviews with representative national samples of the general public in Ukraine 
( 1200). Bulgaria (15191. Slovakia (1 056), and the Czech Republic (1 003). 

"' 74 • 
n 

+3 



E:\DATA98\CONFESSIONS-SHORT Miller Gmdeland and Koshechkina ' Confessions' Page 3 

If they needed help 'to solve an important problem' officials themselves were just as 
willing as the general public to give money to an official 'if they were asked directly and 
could afford it'. Officials had a measurable advantage over the general public in terms of 
their knowledge of their rights or useful contacts in the bureaucracy. But in terms of giving 
presents and bribes they were hardly distinguishable from ordinary citizens. 

Taking: temptations and inhibitions 

Various factors encouraged officials to accept or reject presents and bribes from their 
own clients. Their clients frequently made offers and many officials felt their government 
was willing to turn a blind eye to the practice. On the other hand, they had their own moral 
doubts backed up by fears of punishment. 

Offers from clients 

Officials reported that their clients used different strategies towards them with varying 
frequency. A simple indicator is the percentage of officials who said that clients used a 
strategy frequently- that is 'usually' or 'sometimes', in contrast to 'rarely' or 'never'. We 
asked about nine strategies. Significantly, the frequencies with which officials reported that 
their clients had used these different strategies correlated exactly with the frequencies with 
which the public confessed that they had used them. 

Officials said clients had most frequently 'accepted their decisions', 'behaved in a 
friendly way just to get better treatment', or 'argued' with them. Somewhat smaller numbers 
reported that clients had frequently 'approached them through a contact' (43 percent) or 
offered 'a small present' (30 percent). Relatively few reported that their clients had frequently 
'threatened violence' (13 percent) or offered 'money or an expensive present' (10 percent). 
However, on at least rare occasions, 37 percent of officials had been 'threatened with 
violence' and 27 percent had been offered 'money or an expensive present'. Both officials 
and their clients reported considerably more frequent offers of presents and bribes in Slovakia 
and Ukraine than elsewhere. 

Table 2: Frequent offers 
Average Czech Rep Slovakia Bulwia Ukraine 

'More than rarely in last few years' ... % % % % % 

OFFICIALS REPORT: cfient offered' a small present' 30 24 43 23 30 
PUBLIC REPORT: confessed to offering 'a small present' 25 11 34 15 39 

OFFICIALS REPORT: client offered 'money or an expensive present' 10 7 14 9 11 
PUBLIC REPORT: confessed to offering 'money or an expensive present' 13 6 17 7 . 24 

Perceptions of government toleration for bribe-taking 

On average, less than half the officials (only 36 percent in Ukraine) thought their 
government regarded low-level officials accepting 'money or expensive presents' from 
clients as 'a corrupt practice which it must liquidate'. Over a third thought their government 
took the view that it was 'unfortunate but unavoidable until it could pay officials better 
salaries'. And one fifth even thought their government regarded it as 'an informal way of 
charging for state services and paying officials'. 
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Table 3: Officials' perceptions of government toleration for bribe-taking 

Average Cmch Rep Slovakia Bulgaria Ukraine , 
The govenwnent regards low-level officials acce~ting mane~ or expensive presents % % % % .% 
from ordinary people as ... 

~ '" . ' . a corrupt practice which it must liquidate 46 54 47 48 36 .·. . unfortunate but unavoidable until it can pay better salaries 35 37 23 36 42· 
· an informal way of charging for state services and paying officials 19 ·. 9 •. 30 16 . 22 

Moral condemnation 

Officials were 18 percent more likely than the public to say that people 'should obey' 
even a 'very unreasonable and unjust law'. Other things being equal, greater support for 
obedience to the law should have translated into greater condemnation of bribery. But it did 
not. Officials were 5 percent less inclined than the public ( 19 percent less in Ukraine) to 
condemn 'the use of money, presents, favours or contacts to influence officials' as 'bad for 
the country and for those involved'. Nonetheless that meant a majority of officials in every 
country except Ukraine unreservedly condemned the practice. 

Table 4: Bad for the countrl and for those involved? 
Average Cze<h Rep Slavakia Bulgaria Ukraine, 

% % -%- % % 
The use of money, presents, favours or contacts to influence officials is bed for % % % % % 
the country and for those involved .. 

·views expressed by the public 61 69 60 56 58 
· views expressed by officials 56 ' 71, 59 55 39 

· .. 

Difference: officials- public ·5 +2 ·1 ·3 -19 ..... 

Fear and shame 

What emotions would officials feel if they accepted a gift of 'money or an expensive 
present' from a client? Would they be most likely to feel 'happy, angry, worried or 
ashamed'? The public were sceptical: 66 percent said officials would be most likely to feel 
'happy' and only 12 percent said 'ashamed'. But 53 percent of officials said they would be 
most likely to feel 'ashamed' and only 6 percent 'happy'. And two-thirds of officials said 'a 
person in a job like theirs who did accept money or a present' from a client would be 
punished: 29 percent said they would suffer something 'more severe than confiscation' and a 
further 33 percent said they would be 'dismissed'. 

Taking: excuses and justifications 

Officials themselves had a ready set of excuses and justifications. They were 26 
percent less likely than the public to blame 'greedy officials' as the basic cause of bribe
taking, and 30 percent more likely than the public to blame 'the governrnent because it does 
not pay officials properly'. 

Table 5: Greedl officials? 
The basic cause of briberl is greedl officials % % % % % 

· views expressed by the public 39 37 30 39 48 
· views expressed by officials 13 15 16 7 12 

Difference: officials- public ·26 ·22 -14 ·32 ·36 ' ' 
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Officials also had a self-flattering view about why clients generally offered gifts to 
officials. Officials were around 12 percent more likely than the public to attribute such gifts 
to gratitude or politeness rather than clients feeling pressured to give. 

At the same time, many officials thought it was quite proper to expect, even demand, 
unofficial payments from clients. In return for 'some extra work' to solve a client's problem 
an average of 60 percent of officials thought it would be right to at least 'accept' something if 
offered. And 15 percent thought it would even be right 'to ask' for something from the client. 
Similarly, for solving the client's problem 'faster than normal', an average of 53 percent of 
officials (rising from 40 percent in the Czech Republic to 64 percent in Ukraine) thought it 
would be right to at least 'accept something if offered'. 

Table 6: Officials' justifications for 'extra' payments from their clients 

For extra work ... 
· right to ask for something 

. right to ask, or at least to accept, something 

For solving client's problem taster than usuaL. 

Confessions 

· right to ask for something 
. ri ht to ask, or at least to accept, something 

Average 
% 
15 
60 

% 
9 

53 

CzachRap 
"% 
11 
53 

% 
5 

40 

Slova~o: 
!I . 

14 
59 

% 
10 
51 

Bulgaria i:T 
% 
19 
61 

% 
9 

56 

Ukraine , 
.:.-~~-

18 :· 
67 

% 
13 
64 

Before asking officials about their experience of bribe-taking we put a hypothetical 
question. '!fa member of the public offered you a small present for solving their problem 
would you: 

L welcome it as a token of thanks 
ii. reluctantly accept it because it would be impolite to refuse 

iii. reluctantly accept it because salaries are so low that you could not afford to refuse 
tv. feel offended and refuse 
v. refuse for other reasons'. 

On average, 47 percent said they would accept a small present if offered. We then repeated 
the question with reference to a large gift of 'money or an expensive present'. Only an 
average of 17 percent (ranging from 9 percent in the Czech Republic to 25 percent in Ukraine 
however) said they would accept 'money or an expensive present' if offered. 

Table 7: Officials' self-declared willingness to accept 
Average Czach Rep Slovakia ··Bulgaria Ukraine 

Reaction it client offered a small present ... ll % % " % 
· keep as token of thanks 20 11 24 33 11 

· impolite to refuse 18 26 28 :5 14-· 
· could not afford to refuse 9 2 6 8 19 

Totalsccept 47 39. 58 46 44 

· feel offended and refuse 17 14 11 
·. 

24 19 
• refuse for other reasons 36 46 31 30 '37 

. 

Reaction it client offered money: or an expensive present... % !I !I %: " · keep as token of thanks 4 2 5 5 4 
· impolite to refuse 4 4 8 3 5 . 

· could not afford to refuse 9 3 7 ID 16 
Tot!/BCCept 17 9 18 18 25 . 

· feel offended and refuse 27 27 24 37 21 • 
· refuse for other reasons 56 65 59 45 54 
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The cross-national variation in motivations was as striking as the variation in the 
totals willing to accept. There was a steady rise in the numbers who 'could not afford to 
refuse' both large and small presents from the Czech Republic through Slovakia and Bulgaria 
to Ukraine. Only 2 percent of all officials in the Czech Republic 'could not afford to refuse' 
a small present and only 3 percent a large one. But in Ukraine, 19 percent of all officials said 
they 'could not afford to refuse' a small present and 16 percent 'could not afford to refuse' a 
large one. Put another way: only a small minority of those who would accept money or an 
expensive present in the Czech Republic would do so out of necessity, and less than half in 
Slovakia, but just over half in Bulgaria, and two-thirds in Ukraine. 

We then asked three questions about actual experience of gift-taking. First, 'In the last 
few years - say the last five years - did you ever accept a present from someone whose 
problem you dealt with as part of your official duties?' Of those who gave a straightforward 
'yes' or 'no' answer, 30 percent said 'yes'. We then asked all officials, including those who 
had originally denied accepting anything: 'If you did accept something, was that only after 
you had solved the client's problem?' And: 'If you did accept something, was that only a 
small present- flowers, chocolates, or a bottle for example- or was it something more than 
that?' In answer to the first of these supplementaries, 43 percent confessed that they had 
accepted something either 'before' or 'after' solving their client's problem. And in answer to 
the second, 58 percent confessed that they had accepted either 'a small present' or 'something 
more' -almost twice as many as had originally confessed to accepting a present of any kind. 

Table 8: Officials' confessions 
Average Czacll Rep Slovakia ButoBria · Ukiliine · 

Confessed to acce~ting a ~resent from a client in the last five y:ears " " 
-~~-

" -"-
Confessed - 'yes, did you accept?' 30 28 33 34 26 

Confessed· 'only after' 35 36 32 42 '' 31 
" 

Confessed - 'sometimes before' 8 5 13 5 8 
Total confessed {'only after'+ 'sometimes before'l 43 41 45 47 39 

Confessed. 'only a small present' 53 53" 64 51 45 
Confessed · 'something more' 5 2 7 4 6 
Total confessed ('a small present'+ 'something more'l 58 55 71 55 51 

The numbers who actually confessed to accepting at least 'a small present' (58 
percent) actually exceeded the numbers who were willing to accept a small gift 'if offered' 
(47 percent). On the other hand the numbers who confessed to actually accepting 'something 
more' (5 percent) were much smaller than the numbers who were willing to accept a large 
gift 'if offered' (17 percent). But some officials had never accepted a gift simply because they 
had never been offered one. Amongst those who said earlier in the interview that they had 
'never' been offered 'money or an expensive present' by a client, less than one percent later 
confessed to accepting such a gift. Amongst those who had received such offers only 'rarely', 
I 0 percent confessed they had accepted. And amongst those who had received such offers 
more frequently, 25 percent confessed they had accepted. And these rates of confessions look 
fully consistent with the 17 percent of all officials who were willing to accept large gifts 'if 
offered'. 

There was also a degree of consistency between self-declared willingness or 
unwillingness and confessions about actual behaviour. Only one percent of those who had 
said they 'would refuse' a large gift of 'money or an expensive present' confessed to 
accepting one. Amongst those who would only accept because they 'could not afford to 
refuse', confessions rose to 13 percent. Amongst those who would accept only out of 

-- -------------------



E:\DATA98\CONFESSIONS-SHORT Miller Gredeland and Koshechkina ' Confessions' 

'politeness' it rose to 22 percent. And amongst those who would 'welcome' a large gift 
without reservation 39 percent confessed they had actually done so. 

Why did some officials accept while others did not? 

Page 7 

Why were some officials willing to accept presents and bribes 'if offered' while 
others were not? And why did some officials actually accept them while others did not? The 
cross-national dimension was clearly important, whether that reflected national economic 
conditions, long term 'national cultures', or simply different cultures in different institutions 
- the Czech health service as distinct from the Ukrainian health service, for example. 

But beyond these cross-national differences were there important within-country 
differences? More specifically were there consistent within-country tendencies that might 
unambiguously link certain types of official to bribe-taking? 

To focus on consistent within-country tendencies we carried out separate within
country analyses but present only the results averaged across the four countries. That not only 
eliminates any potential confusion between cross-national and within-country effects, it also 
directs our attention away from those within-country effects which vary from country to 
country and towards more general and consistent within-country tendencies. 

Social background 

Age, gender, education, religiosity, and a rural, urban or metropolitan milieu 
reputedly indicate significantly different social and intellectual 'cultures' with pervasive 
influences upon individual behaviour. No doubt that is true. But did these differences include 
a differential willingness to accept gifts or differential experience of actually taking them? 
Younger officials for example had been less exposed to communist influences and might 
therefore think and behave differently from older 'communist era' cohorts. But whether they 
represent a less corrupt or a more aggressively individualistic and acquisitive generation (or a 
self-cancelling mixture of the two) is an open question. 

We looked for evidence of a distinctively 'post-communist generation' of officials. 
We asked officials about their occupation under the communist regime. Most had served the 
state in some capacity. Nearly all of the rest had been students. So we have extracted those 
officials who had been students rather than employees in communist times -let us call them 
the 'post-communist generation' for brevity- and then divided the remainder, the 
'communist generations', into the younger (aged under 40) and the older. Only one percent of 
the 'post-communist generation' told us they had been members of the Communist Party, 
compared with 14 percent ofthe younger 'communist generation' and 34 percent of the older. 

So a 'post-communist generation' of officials is fairly easy to identify. But it did not 
prove to be distinctive on issues of bribe-taking. Old, young, and post-communist officials 
never differed by more than four percent on their declared willingness to accept large or 
small presents 'if offered' by a client, nor on their confessions about actually taking them. 
(For what it is worth, the postcommunist officials were very slightly more willing than the 
older generation to accept a large gift, yet very slightly less likely to have done so.) 

Male and female officials also differed little on whether they were willing to accept a 
present 'if offered' by a client, and only slightly more in whether they had actually accepted 
them. Female officials were about 8 percent more likely than their male colleagues to confess 
to having accepted a gift of some kind from a client but it tended to be a only a small gift and 
they were four percent less likely than their male colleagues to admit having accepted a large 
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one. Divorced, separated and widowed officials were also very slightly more likely than 
others to admit receiving 'only a small present' but no more likely to admit receiving 
anything more than that. Similarly, the most actively religious officials were about 5 percent 
more likely to admit accepting a gift than those who 'never attended' a place of worship, but 
four percent less likely to admit receiving a large one. 

Neither education nor residence in a large town or city had much influence on 
whether officials would accept presents 'if offered' by a client, nor on whether they had 
actually accepted one in recent years. 

In short, social background had remarkably little influence, either on officials' 
willingness to take bribes or on their actually confessing to taking them. 

Ideology 

Those who opposed the move to a market economy were 11 percent more willing than 
others to accept a large gift 'if offered' but only slightly more likely to confess that they had 
actually done so. Those officials who favoured voting for a 'socialist or communist party' 
were 8 percent more willing to accept large gifts than those who favoured 'the most pro-free
market party', but only very slightly more likely to confess that they had actually done so. 
Similarly, those who supported nationalist claims on neighbouring states' territories were 11 
percent more willing than others to accept a large gift but scarcely any more likely to confess 
they had actually done so. So socialist and nationalist values also appear to have had little 
effect upon accepting gifts. 

We asked officials two questions designed to tap authoritarian values. First, did their 
country needed 'more order and discipline' or 'more freedom from control'? Second, would 
'a strong leader with a free hand solve the problems of our country' or 'be dangerous for our 
country'? Neither revealed any correlation between authoritarian attitudes and a refusal to 
accept gifts. 

But a specific emphasis on strict observance of the law had some influence. Those 
officials who said people 'should obey even a very unreasonable or unjust law' were 12 
percent more likely to claim they would refuse an expensive gift and 18 percent more likely 
to claim they would refuse a small gift. In the event they were also 15 percent less likely to 
confess to accepting a small gift, though scarcely any less likely to confess to accepting a 
large one. 

In short, like social background, ideology (except for specific attitudes towards strict 
obedience to the law) had little influence either upon willingness to accept gifts from clients 
or upon actual behaviour. 

Institutional cultures, specific occupations and bargaining strength 

Specifically job-related characteristics had far more impact. Compared to the average 
across all services, health service employees were 18 percent more willing to accept a small 
gift 'if offered' and 11 percent more willing to accept money or an expensive gift. They were 
20 percent more likely to admit having received a gift recently and, although the absolute 
numbers were small, twice as willing as the average official to admit having received money 
or an expensive gift. 

Conversely, those who worked in our somewhat heterogeneous category oflegal 
services (court, customs and passport services) were I 0 percent less willing than the average 
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official to accept a small gift 'if offered', and 11 percent less likely to confess having done so 
recently. 

Those who worked in the police services were 11 percent less willing than average to 
accept a small gift 'if offered' and also 11 percent less likely to confess they had accepted 
one recently. But paradoxically they came second only to health service employees in 
confessing that they had recently accepted money or an expensive gift from a client. 

Table 9: Institutional cultures 
Avef8ge: Health Education Welfare Police ~ 

aH services services services services services services 
% % % % % % 

would accept a small present it offered 41 65 50 48 36 37 
would accept money or an expensive present if offered 11 28 13 14 15 14 

accepted a gift from a client recently 58 78 58 59 47 47 
accepted money or an expensive aift from a client recently 5 9 3 2 6 2 

In addition to these sharp differences between institutions there were also sharp 
differences within institutions, related to the specific occupation of the employee. 

Within the health services: Hospital doctors were almost twice as likely as nurses or 
administrators to report that clients frequently offered them small gifts, and much more than 
twice as likely to report frequent offers of money or expensive gifts. Compared to hospital 
administrators, doctors were 24 percent more willing to take a small gift 'if offered', and 19 
percent more likely to confess that they had accepted a gift recently. 

Nurses were almost as willing as doctors to take gifts, and they were the most willing 
to justify extra informal payments in return for 'extra' or 'faster' work. But at the same time 
they were the least likely to confess they had actually accepted money or an expensive gift 
from a client. Only two percent of nurses compared to 16 percent of doctors confessed they 
had recently accepted 'money or an expensive present' from a client. 

Within education services: University teachers were 17 percent more likely than 
school teachers to report that clients had frequently offered them small presents. And 
although the absolute numbers were small, university teachers were twice as likely as school 
teachers to report that clients had offered them money or expensive gifts. Whatever the 
behaviour of their clients however, it was the school teachers rather than the university staff 
who were most likely to justify accepting gifts from clients and also the most likely to 
confess they had accepted some kind of gift recently. Yet they were like nurses in some 
respects. Although school teachers accepted small gifts relatively frequently they seldom 
accepted money or expensive gifts which, within education, mainly went to university 
teachers. 

Within welfare services: Relatively few welfare officials of any kind admitted 
accepting money or expensive gifts. 

Within police services: Traffic police were by far the most likely to report that clients 
frequently offered them gifts- about 14 percent more likely than other police. Since the 
absolute numbers who reported offers of money or expensive presents were small, that meant 
such offers were reported by over twice as many traffic police as ordinary police, and by over 
three times as many traffic police as police administrators. They were also more willing than 
other police to accept small or large presents 'if offered'. And compared to ordinary police, 
traffic police were 19 percent more likely to confess that they had accepted a small present 



E:\DAT A98\CONFESSIONS-SHORT Miller Gredeland and Koshechkina' Confessions' 

recently, and six times as likely (12 percent compared to 2 percent) to confess accepting 
money or an expensive present. 
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Within the more heterogeneous categorv of legal services (court, customs and 
passport services): Customs officials were the most distinctive. They were almost twice as 
likely as court officials to report frequent offers of both large and small presents. And while 
they were only a little more likely than passport officials to be offered small presents, they 
were four times as likely to be offered money or an expensive present. Customs officials had 
a Jot in common with doctors and traffic police, while passport officials had more in common 
with nurses. Within our category of legal services those who confessed to taking money or an 
expensive gift from clients were limited almost exclusively to customs officials. 

It is difficult to believe that such narrowly defined occupations as traffic police or 
doctors had an institutional culture distinct from the more general police or health services 
culture. What these specific occupations had was power and opportunity vis-a-vis clients. 
Indeed, doctors accepted bribes within an institution (the health service) which was broadly 
sympathetic to bribe-taking, but traffic cops accepted bribes within an institution (the police) 
which was particularly unsympathetic to bribe-taking. And although nurses worked in an 
institutional culture that was sympathetic to gift-taking and came near the top of the list of 
those who had accepted small gifts, they came very low down the list of those that had 
accepted more than a small present. All of which points to occupational opportunity rather 
than institutional culture. 

Table 10: Differences between s~ecific occu~ations within the same institution 
Health Education · Welfare Police !:!9!! 

services services services sarvices services 
Doctors Univ. Teachers Pensions Traffic Pnlice Courts 

AU Nurses UniY.Am Benefits Ordinary pofica Customs 
services Administrators Schoofteacllars Housing Administrators Passports 
average D N A UT UA s p B H T D A Cts Cust 

5 % % % % % % % % % % % % % % 
would accept a small present if offered 47 75 70 51 52 45 53 51 45 49 42 31 36 29 39 

would accept money or an expensive present if offered 17 31 27 26 15 10 14 13 12 18 19 11 14 10 20 
accepted a gift from a client recently 58 89 75 70 59 50 67 59 62 56 56 37 49 44 48 

accepted money or an expensive ift from a client recently 5 16 2 10 5 1 1 1 3 3 12 2 5 6 

Inadequate salaries, job insecurity and job expectations 

More personal aspects of employment were also important- inadequate salaries, job 
insecurity and job expectations. We might guess that poor pay, job insecurity and 
expectations of a move out of the public sector might make officials less committed to their 
present jobs and perhaps therefore less committed to treating their clients well. Expectations 
of promotion might have the opposite effect. 

Inadequate salaries: Compared to those officials who said they could live on their 
salary, those who said they could not Jive on their salary were 11 percent more willing to 
accept a small gift 'if offered'; and over twice as willing to accept money or an expensive 
gift. In the event, they were 13 percent more likely than those with adequate salaries to 
confess accepting a small present recently but two percent less likely to confess accepting a 
large one. Unlike hospital doctors, traffic police or customs officials the inadequately paid 
were notably willing to accept money yet not specially favoured by offers of money from 
their clients. They had motivation but not opportunity. 

p 

% 
42 
14 
49 
0 
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Salary levels also influenced motivations in detail. Amongst adequately paid officials, 
a majority (6 percent) of the I 0 percent who were willing to accept money said they would 
'welcome it as a token of thanks' or because it would be 'impolite to refuse'. But amongst 
inadequately paid officials, a majority (13 percent) of the 22 percent who were willing to 
accept money claimed they would accept only because they 'could not afford to refuse'. 

Job insecurity: Compared to those who felt fully secure in their job, those who felt it 
was 'very likely' that they might lose their job 'through cuts in the next two years' were 11 
percent more willing to accept a small gift 'if offered'. And they were also one-and-a-half 
times as willing to take money or an expensive gift 'if offered'. They were 13 percent more 
likely than those with secure jobs to confess having taken a small present recently but no 
more likely to confess having accepted money or an expensive present. In general the effects 
of job insecurity were similar to those of inadequate pay but smaller in scale, perhaps because 
insecurity was hypothetical while inadequate salaries were a real and present problem. 

Table 11: The impact of inadequate salaries, job insecurity and job expectations 

would accept a small present if offered 
would accept money or an expensive present it offered 

accepted a gift from a client recently 
accepted money or an expensive gift from a client recently 

Can live on salary? likely to lose job through 

Yes 
% 
42 
10 
51 
6 

No 
% 
53 
22 
62 
4 

cuts in nut two years? 
Nat Very 
% % 
43 52 
14 21 
52 65 
4 4 

Job expectations in five years? 

Same Higher Private 
% % % 
48 44 59 
14 17 31 
57 51 69 
5 7 

Job expectations over the next five years: In general, expectations of a switch to the 
private sector had more influence than expectations of promotion. Those who expected to 
quit the public sector were 13 percent more willing than others to accept a small present 'if 
offered' and twice as willing to accept money or an expensive present. They were twice as 
likely to report frequent offers of money as those who expected to stay in the same job. And 
they were the most likely to confess accepting money while those who expected promotion 
were the least. 

The frequency of opportunities and temptations 

Officials who were exposed to more frequent offers from clients were much more 
willing to accept gifts and much more likely to confess that they had actually done so. 
Compared to those whose clients 'never' offered them even a small gift, those who received 
frequent offers (i.e. 'usually' or 'sometimes' rather than 'rarely' or 'never') were 45 percent 
more willing to accept a small gift, and 41 percent more likely to confess to taking one. The 
numbers involved in offers or acceptances of 'money or an expensive gift' were much 
smaller of course. But compared to those who 'never' received an offer, those who received 
frequent offers were 28 percent more willing to accept an expensive gift, and 22 percent more 
likely to confess to taking one. 

Table 12: The impact of frequent opportunities/temptations 

Small gifts 
would accept if offered 

accepted recently _ 

If clients offered a small gift.... 
frequently rarely never 

% % % 
70 49 25 
76 63 35 

Large gifts 
would accept if offered 

accepted recently 

If clients offered money or an expensive gift... 
frequently rarely never 

% % % 
39 29 11 
23 9 1 
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Fear of punishment 

Fear of punishment had a strong effect in the opposite direction. Compared to those 
who thought the likely outcome for someone 'in a job like yours' who took 'money or a 
present' from a client would be 'dismissal', those who thought 'nothing' would happen were 
42 percent more willing to accept a small present and 34 percent more likely to confess that 
they had actually done so recently. They were also 25 percent more willing to accept money 
or an expensive gift, and four times as likely to confess that they had actually done so. 

Table 13: The impact of the likely penalty for being caught 

would accept a small present if offered 
would accept money or an expensive present if offered 

accepted a gih from a client recently 
accepted money or an expensive !lift from a client recently 

Personal culture 

What would happen if caught taking money or 
a present from a client? 

nothing severe penalty dismissal 
% % % 

71 40 29 
33 12 8 
75 58 41 
8 5 2 

Although it could be described as getting close to the end of the 'funnel of causality', 
we might expect that those officials who made excuses, defended or even justified accepting 
extra payments or presents from clients, would actually accept them more frequently than 
other officials. 

Officials who thought their government regarded taking gifts as 'a corrupt practice, 
which should be liquidated' were 16 percent less willing than others to accept a small present, 
14 percent less willing to accept an expensive one, and 18 percent less likely to confess that 
they had actually accepted a gift from a client. 

Officials' own personal views about whether taking gifts was 'bad for the country and 
for those involved' had a similar effect. And officials who preferred a system in which 
'officials never accepted presents and never did favours for clients' were 21 percent less 
willing to accept small gifts, 15 percent less willing to accept expensive ones, and 20 percent 
less likely to confess that they had actually accepted a gift recently. 

Table 14: The impact of condemnation 
Govt regards gifts as Official r!Jiatds g!fts as Official ~refers s~stEm 

corrupt unavoidable bad unavoidable without bribes with bribes 
etc. ate~ and favours and favours 

% % % % % % 
would accept a small present if offered 40 56 38 68 40 61 

would accept money or an expensive present if offered 9 23 11 25 13 28 
accepted a gih from a client recently 50 68 . 53 "66 . 54 74 

accepted money or an expensive gift from a cliant recently 2 7 2 7 4 7 

Compared to those officials who said it would be 'wrong' to accept payments from 
clients for 'extra work', those officials who said it would be 'right to ask' for such payments 
were 3 8 percent more willing to take a small gift and 25 percent more willing to take an 
expensive one. They were 46 percent more likely to confess that they had actually accepted 
some gift recently and six times as likely to confess to accepting an expensive one. Officials 
who justified extra payments for 'faster than usual work' responded in a similar way. 
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Table 15: The impact of moral justification for extra payments 
For extra work. For fister than usual work ..... 

right to ask right to wrong to 
accept 

% 

right to ask righ~ to wrong to 
accept accept 

% % . " 
would accept a small present if offered 

would accept money or an expensive present if offered 
accepted a gift from a client recently 

accepted money or an expensive aift from a client recently 

% 
66 
33 
75 
lZ 

accept 
% 
59 
Zl 
70 
6 

28 
8 

39 
2 

ss· 64 28 
.33 25 7 

70 73 42 
12 s 2 . 

A causal model for confessions of gift-taking 

Our findings suggest that even a highly simplified model of bribe-taking should take 
account of national and institutional culture, economic pressures, opportunities or 
temptations, fear of punishment, and personal culture (moral positions). 

The influences fall naturally into a sequence of cause and effect. We take the country, 
institution and occupation of the official as given. Other factors depend on them. Economic 
pressures on officials reflect their particular occupations and the performance of their national 
economies. Their exposure to temptation and fear of punishment may reflect not only broad 
national cultures but also the particular institutional culture of the service in which they are 
employed, and the bargaining power vis-a-vis clients which is associated with their very 
particular occupation within that institution. Their 'personal culture' may reflect national, 
institutional and occupational cultures that encourage or discourage bribe-taking. But it may 
also reflect the economic pressures of inadequate salaries. Whether officials are willing to 
accept a gift 'if offered', and whether they confess to having accepted one recently, is likely 
to reflect their feelings about whether such behaviour is justified. But it might also reflect 
temptations, opportunities and fears as well as the economic pressures upon them 

That sequence implies a 'recursive' model defined by three sets of variables, with 
each set dependent on some or all of the preceding sets. For simplicity we have 
operationalised the variables as follows: 

Set I : Country, institution and occupation 
country CZ, SLVK, BULG, UKR: coded I if in the respective country, 0 otherwise 

institution (broad category of official) 5 categorical variables: coded I if in the respective institution, 0 otherwise 

occupation (narrow type of official) 15 categorical variables: coded I if in the respective occupation, 0 otherwise 

Set 2: Economic pressures, opportunities, fear, and personal culture 
economic pressures 

opportunities I temptations 

fear of punishment 

personal culture 

LOWPAY: coded I= possible to live on salary, 2 =very difficult, 3 =not possible 

LATEPAY: coded I =always paid on time, 2 =usually, 3 =rarely or never 

POORPAY = LOWPAY + LATEPAY 

OFFER(S/L): coded I= clients never offered gifts, 2=rarely, 3=sometimes, 4= usually 

FEAR: what would likely happen if official took money or a present 

coded 1= 'nothing', 2= 'confiscated', 3= 'more severe penalty', 4= 'dismissal' 

JUSTIFY: coded 3 =right to ask client for 'extra' payments, 2 =right to accept, I= neither 

Set 3: Willingness and confessions 
willingness to accept a gift 

confess to accepting a gift recently 

WILLING(SIL): coded I= would accept if offered, 0 =would not 

WILL-WEL(S/L): coded I =welcome or accept out of politeness, 0 =otherwise 

WILL-CNR(SIL): coded I =could not afford to refuse, 0 =otherwise 

CONFESS(S/L): coded I =took gift from client in recent years, O=did not 

(S/L): S =small gift, L =large gift, money or an expensive present 
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Influences on economic pressure, opportunity, fear, and personal culture 

By far the best predictor of inadequate or late salaries was the country in which the 
official worked. 

Opportunities or temptations were far less predictable than economic pressures, and 
cross-national differences much smaller however. Three occupations stood out for the 
frequency with which they reported clients offering gifts: traffic police, customs officials and, 
most of all, hospital doctors (beta = 16 for small gifts, and beta = 12 for money or expensive 
gifts). Institutions proved insignificant. There could hardly have been a clearer indication that 
such offers reflected the bargaining power of specific occupations rather than a more general 
institutional culture. 

Fear of punishment primarily reflected institutional cultures however. It was 
exceptionally low in the health services (beta=-35) though not quite so low amongst 
hospital administrators as amongst doctors and nurses. It was also relatively low in the 
education services (beta= -12) but relatively high in police services (beta = + 17). 

Table 16: Regressions ~redicting economic ~ressures, o~~ortunities, fear, and ~ersonal culture 

Economic ~ressure O~~ortunit~ I tem~tation Fear of ~unishment Personal culture 
POORPAY OFFERISJ OFFERILI FEAR JUSTIFY 
beta xlOO beta xlOO beta x100 betaxlOO beta x100 

Occu~tions: 
nurses s-- doctors w· 12'' hospital admin ,, .. hospital admin .,, .. 

traffic police 1' 11 .. customs off s-- traffic po6ce g--
customs off s· 1o·· 

school teachers ·8'' 
Institutions: 

legal services ·12 .. health services ·35 .. health services 28 .. 
police services . s· education serv ·12 •• education serv 12 .. 

police services 17 .. 
Countries: , ·~ ' 

UKR ss-- SLVK 18 .. 7 .. SLVK ·13 •• UKR 1o·· 
BULG 3&·· BULG ·10 .. BULG 7' 
SLVK g--

RSO: 38 7 4 19 7 

Notes: Entries are 'betas' !x 100), Le. standardised regression coefficients, calculated by SPSS-PC 'stepwise' regression. A single asterisk indicates 
conventional statistical significance at the 95 percent level, a double asterisk at the 99 percent level. though statistical significance tests 
are not strictly applicable for quota samples . All variables from Set 1 were used as predictors. Those not shown had too little impact for 
inclusion in the 'stepwise' regression. 

Institutional cultures were also an important influence on 'personal culture'. Those 
who worked in the health service, particularly as doctors and nurses rather than as 
administrators, were very much more inclined than other officials to justify accepting extra 
payments from clients (beta= 28 for the health services, offset somewhat by beta= -9 for 
hospital administrators). To a much lesser extent, those who worked in the education services 
were also unusually inclined to justify 'extra payments' from clients (beta= 12). But 
although the police were particularly fearful of punishment, they were not particularly 
adverse to the principle of 'extra payments' from clients. 

Influences on willingness to take small gifts, and on actually accepting them 

Officials' willingness to accept small gifts 'if offered' was influenced most strongly 
by the opportunities or temptations provided by frequent offers of small gifts from clients 
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(beta= 28). It was also influenced strongly by their personal culture, that is whether, as a 
general principle, they thought it right that clients should make 'extra payments' for 'extra 
work' (beta= 21 ), and negatively by their fear of punishment (beta= -22). 

····· Willing to acce~ a small gift ····· 
overall willingness welcome/ ~oliteness could not refuse 

WILLINGIS) WILL·WELISI WILL·CNRISI 
beta xlOO betaxlOO beta xlOO betaxlOO 

21 .. 17 .. a· 20 .. 

·13 •• 24 .. 

2s·· 23 .. 12··. 24 •• 
FEAR· ~zz·· •19 .. -1s·· · 

police r 
court officials .1Q .. 

services a· 
police services .]• · -12·· 

legal_ services ·10 .. 

UKR .a· s· 
SLVK 9 .. 

RSO: 21 21 12 21 

Significantly, inadequate or late-paid salaries did not have an influence upon overall 
willingness to accept small presents. But we found it very illuminating to distinguish those 
who were willing to take small gifts 'out of politeness' or even 'welcome them as a token of 
thanks' on the one hand, from those who would accept small gifts only 'because they could 
not afford to refuse them'. The patterns of influence underlying these two kinds of 
willingness were radically different. 

'Welcome' small gifts or accept out of 'politeness': The strongest influences on this 
kind of willingness were the frequency of offers from clients (beta= 23), personal culture 
(beta= 17), and fear of punishment (beta= -22). Officials in the police or legal services were 
significantly less willing to accept small gifts without reservation or merely 'out of 
politeness'. So also were those officials who complained most about inadequate or late 
salaries (beta= -13). Thus it was the better paid officials who were more likely to 'welcome' 
small gifts or accept them 'out of politeness'. 

'Could not afford to refuse': This second kind of willingness was influenced most 
strongly by inadequate or late salaries (beta= +24). This strong, positive influence from poor 
salaries contrasts very sharply with the negative influence of poor salaries on the first kind of 
willingness. It was the worse paid officials who were more willing than others to accept 
small gifts because they 'could not afford to refuse'. 

But there were other contrasts between the influences on these two kinds of 
willingness to accept small presents. Willingness to accept because they 'could not afford to 
refuse' was influenced only modestly by the frequency of offers (beta= 12 instead of23) and 
not at all by fear. Personal culture exerted only a slight influence (beta= 8 instead of 17). 
Employment in the police or legal services exerted no influence- positive or negative- on 
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this second kind of willingness. And while officials in Ukraine were slightly less likely than 
others to 'welcome' small gifts or accept 'out of politeness' (beta= -8), they were slightly 
more likely than others to accept because they 'could not afford to refuse' (beta= +9). 

The pattern of influence underlying actually taking small gifts broadly mirrored the 
pattern that underlay overall willingness to accept. The strongest influences were the 
opportunities or temptations provided by frequent offers from clients (beta= 24), personal 
culture (beta = 20) and fear of punishment (beta = -16). 

Influences on willingness to take large gifts of money or expensive presents, and on actually 
accepting them 

Officials' willingness to accept money or expensive gifts 'if offered' was influenced 
almost equally strongly by the opportunities or temptations provided by clients' frequent 
offers of money or expensive gifts (beta= 20) and their fear of punishment (beta= -21 ). 
Personal culture (beta = 16) and inadequate or late paid salaries (beta = I 7) were also 
important. 

Actually took large gift 
monay:lex~ansiva gift 

CONFESSILI 
beta x100 betax100 beta xlOO betaxlOO 

1&·· Jo···· w· :-1a•• 

17"" 25"" 

21)•• 25 •• '31 •• 
FEAR ·21·· .Js•• ·1·2 .. 

doctors 14"" 
hosp. admin a· 9 .. 

traffic police 7" 

services -s· 

RSO: 19 13 11 17 

Again it was illuminating to distinguish those who were willing to take money or 
expensive gifts 'out of politeness' or even 'welcome them as a token of thanks' on the one 
hand, from those who would accept money or expensive gifts only 'because they could not 
afford to refuse them' . 

'Welcome' large gifts or accept out of 'politeness': The strongest influences on this 
first kind of willingness were the frequency of offers from clients (beta = 25), fear of 
punishment (beta= -16) and, to a lesser extent, their personal culture (beta= I 0). 

'Could not afford to refuse': In very sharp contrast, this second kind of willingness 
was influenced most by inadequate or late salaries (beta = 25) although poor salaries had no 
significant influence on the first kind of willingness. Conversely, although the frequency of 
offers from clients was the strongest influence on the first kind of willingness, it had no 
significant influence on the second. Fear of punishment (beta= -12) and personal culture 
(beta= I!) continued to exert a modest influence however . 

. ---------------------------



E:IDATA98\CONFESSIONS-SHORT Miller Gmdeland and Koshechkina' Confessions' Page 17 

The pattern of influence underlying actually taking money or expensive gifts was 
dominated by the opportunities or temptations provided by offers from clients (beta= 31 ). 
Personal culture had a much smaller influence (beta= 13). Poor salaries and fear of 
punishment had no significant influence. Similarly, countries and institutions were not 
significant. But specific occupations were: doctors (beta= 14), hospital administrators, and 
traffic police were more likely than others to confess to taking money or expensive presents, 
even when other influences had been taken into account. 

It is worth emphasising the differences between the patterns underlying willingness to 
accept expensive gifts and actual acceptance. Occupation had little influence on willingness 
but a marked influence on actual acceptance. Conversely, inadequate or late salaries had a 
marked influence on willingness to accept, at least on grounds that the official 'could not 
afford to refuse', but no significant influence on actual acceptance. And the opportunities or 
temptations provided by frequent offers from clients had a considerably greater influence on 
actual acceptance than on willingness. The balance between economic pressure and 
temptation, which had roughly equal effects upon willingness, tilted decisively towards 
temptation when we looked at the influences on actually taking money or expensive presents. 

A four-step model of confessed bribe-taking 

Earlier we noted that only one percent of those who said they would refuse an offer of 
money or an expensive gift went on to confess to actually accepting such a gift. And amongst 
the remainder of officials, their actual rate of acceptance correlated strongly with their degree 
of willingness to accept. So perhaps we should refine our causal model by treating 
'willingness to accept' as an influence on actual acceptance- splitting our third and final set 
of variables into a third (willingness) and a fourth (actual acceptance). And for these revised 
regressions we should distinguish between willingness to accept only because the official 
'could not afford to refuse' (WILL-CNR) and less uninhibited willingness, either a 
completely uninhibited 'welcome' or acceptance 'out of politeness' (WILL-WP). 

Table 19: Regressions accej!!ance of small and large gifts 

Actually took any gift Actually took large gift 
(irrespective of size but mainly small) (money or an expensive giftl 

CONFESSISI CONFESSILI 
betax.lOO beta xlOO 

Wllll!!fl to take: 
WILL·WELISI 40** WILL·WELILI 30 .. 
WILL·CNRISI zs·· Wlll·CNRILI 12·· 

Personal culture: 
JUSTIFY 11'' JUSTIFY 7' 

O~portun!!J: I temptation: 
OFFERISI 14 •• OFFERILI 2r· 

FEAR .1Q .. 

Occupations: 
doctors 10** 

traffic police a· 
hospital admin a· 

Countries: 
SLVK 7" 

RSO: 34 24 

Notes: All variables from Sets 1 and 2. plus both measures of 'willingness' were used as predictors. Those not shown had too little 
impact for inclusion in the 'stepwise' regression. 
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In this four-step model, the strongest influence on actually taking a small gift was 
willingness, whether relatively uninhibited (beta= 40) or based on feeling that they 'could 
not afford to refuse' (beta= 25). Over and above the influence of willingness however, there 
remained some significant additional influence from opportunity or temptation (beta= 14), 
fear of punishment (beta= -I 0), and personal culture (beta= !I). 

The strongest influence on actually taking money or an expensive gift was also 
willingness, but the degree of willingness was more critical. The balance tilted towards 
uninhibited willingness (beta= 30) rather than the mere feeling that they 'could not afford to 
refuse' (beta= 12). Over and above that however, there was a stronger additional direct 
influence from opportunity or temptation (beta= 22), though none from fear of punishment. 
In addition, hospital doctors still confessed to taking expensive gifts significantly more 
frequently than others even when all other influences had been taken into account. 

Discussion 

Our causal model of influences leading to the acceptance of large and expensive gifts 
can be summarised in a diagram. In the interests of simplicity and statistical robustness we 
have excluded from the diagram all pathways of influence with beta coefficients smaller than 
I 0, even if they are statistically significant. Omitting such minor influences may cost 
something in terms of comprehensive description, but it does allow clear theoretical 
conclusions to emerge. 

Flowing down the left-hand side of the diagram there is a chain of influence that runs 
strongly from country through economic pressures to willingness to take large gifts, but only 
because officials feel they 'could not afford to refuse'. Significantly, this chain exerts a 
relatively weak influence upon actually taking large gifts from clients (beta=+ 12). 

Flowing down the right-hand side of the diagram is an entirely separate chain of 
causation that runs from specific occupations, through opportunities and temptations which 
reflect the bargaining power of these occupations vis-a-vis clients, and then on to uninhibited 
willingness to welcome large gifts. Significantly, this chain exerts a far stronger influence 
upon actually taking large gifts from clients- partly through uninhibited willingness (beta= 
+30) but also through the direct influence of opportunities and temptations (beta= +22). 

Flowing down the centre of the diagram is a third chain of influence that runs strongly 
from institutions with their peculiar institutional cultures, through personal culture and fear of 
punishment, and then on to both kinds of willingness. Both the causes and the consequences 
of personal culture and fear of punishment are similar, though whatever is associated 
positively with a personal culture is associated negatively with fear of punishment. 

This diagram highlights a key question concerning the balance of influence between 
the economic pressures on officials and their bargaining opportunities vis-a-vis clients. 
Directly or indirectly, whether we omit or include intervening variables in the model, our 
analysis suggests that the predominant influence on taking large gifts was bargaining power 
vis-a-vis clients. Economic pressures on officials encouraged them to express a willingness to 
accept large gifts but only because they 'could afford to refuse' and that did not translate very 
well into actually taking large gifts. Perhaps the expression of willingness to take because 
they 'could not afford to refuse' was itself more a comment on their poor salaries than on any 
realistic intention to accept large gifts. Perhaps the jobs that went with low salaries also went 
with such a weak bargaining position that they were indeed willing, but actually unable to 
'collect'. 
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A CAUSAL MODEL FOR CONFESSIONS 
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Surprisingly perhaps, our analysis of officials' own confessions has not located the 
core of gift-taking in national cultures, and only to a modest degree in institutional cultures or 
the personal culture and fears of officials. Instead it has located it in the frequency of offers 
from clients and in the specific occupations that presented certain officials with unusually 
frequent and unusually large offers. Some of these occupations (doctors perhaps) were 
consistent with the possibility of unusual levels of client gratitude, but others (traffic police 
and customs officials) quite unambiguously reflect bargaining power vis-it-vis clients. And 
both our quantitative10 and qualitative" studies of the general public suggest that even 
clients' attitudes towards doctors owed more to their sense of powerlessness than to their 
sense of gratitude. 

END 

• This is a revised and shortened version of a paper presented at BASEES (British Association for Slavonic and East European Studies) 
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Bulgaria 
Czech Republic* 

Hungary 
Poland* 

Romania 
Slovakia* 

. ' 



How widespread do you think bribe-taking and corruption are in· 
this country? 

All/Most officials are Few/No officials are 
engaged in it engaged in it 

Slovakia 79% 14 

Poland 69% 29 

Bulgaria 67% 24 

Czech Republic 67% 31 

Hungary 67% 31 



How widespread do you think bribe-taking and corruption are in 
this country? 

All/Most Officials Few/No Officials CPl 

Turkey 80% 18 3.4 

Slovakia 79% 14 3.9 

Poland 69% 29 4.6 

Italy 68% 26 4.6 

Bulgaria 67% 23 2.9 

Czech Republic 67% 31 4.8 

Hungary 67% 31 5.0 

France 66% 31 6.7 

Germany 36% SI 7.9 

Britain 35% 57 8.7 



Average Public Perception of Corruption 
in Central and Eastern Europe 

Percentage who say most or all are engaged in bribe-taking and corruption in: 
69% 68% 

64% 
60% 

56% 
53% 

41% 

35% 

29% 

21% 



Perception of Corruption in Various Areas 
Percentage who say most or all are engaged in bribe-taking and corruption in: 

74% 

Bulgaria Czech R. Hungary Poland Romania Slovakia 

I• Political !§il Administrative Ell Economic I 



Political Corruption 

Administrative Corruption 

Economic Corruption 

Parliament 
Government/State 
Administration 

Judiciary 

Municipal Government 
Police 
Universities 
Hospitals 
Lawyers 
NGOs 

Banks 
Businesspeople 
Privatization Agency 



Main source of impressions about corruption 

Bulgaria Czech R. Hungary Poland Romania Slovakia 

From personal 
21% 17% 31% 29% 22% 28% 

experience 

From relatives, friends, 
40 IS 17 31 20 24 

people you know 

From the media 30 59 46 27 48 35 

Other 2 7 5 6 3 I I 



Most Frequently Mentioned Reasons Why Corruption Exists 

• 
• 
• 

• • 

• 
• 
• 

People in power are out for their own financial gain 
Low salaries 
Imperfect legislation 
Lack of strict administrative control 
Inefficient judicial system 
Official duties mingled with personal interests 
Poor law enforcement 



Personal Approval of Illicit Behaviors 
Bulgaria Czech R. Hungary Poland Romania Slovakia I Britain France Germany Italy 

Accepting a bribe in the course of a person's duties 

Sometimes justified I 0% 18% I 5% I 5% I 0% 
',_,,,,~,q"' ~ 

, Nlhver;justified 
;:.,;,<: ~;; :.>~ o -"~ o ,ij:i),::\_,_._ w __ ~_ ooro0;,';~: ;~-L;: '' ., ' ' 

86 8 I. fl 84 I . 85. 85 
·~•ro,,o;;,~,,~ro ~ ,,,,,,,,,;:>L;~;:<;,, o,J;;o,>,"' ,J,,,"O' ,·,0oo+ J' ~'+""''' '8' ··~··-"''"'~ _, .•q'< 0>' ~ , , c;i.:-C:~:,O;-;, 

Buying something a person knows was stolen 
Sometimesjustified 20% 31% 26% 18% 12% 

fN~i~;;~~~tifi~ci·· 
_;, _ .~ ~- ;; ;:,~~ , ,_,.,. "'' 

. 76 

24% : 10% 
7S. I/ 89 .· 

·'···'·····+··,•.... . . 
I 
I 

25% 

72 

40% : . 17% 30% 
S.··a:, I. ;82·'·,· 68 I , ······· .. 

I 

Claiming benefits which or:-e i~ ... not.~nti~.led ~() ; . 

~~g;~~~~~~~~o~tifled: •. ?J.% ~~% •r••·r';•t.l:2.:1>1r; 11 ~t~/: .. · ... 22% .. · .. ?12. : 17% · ,.38% 
Never justified 72 48 78 67 73 45 I 81 59 

I 

Not paying one's taxes I 

17% 

79 

22% 

74 

37% 

58 

l'S~%;f{%;QjTI~i:if.ed ····26% 44% · · :32.% '3o%' 
;;;J!,_:.,,, ''~~•,X•,,w-o w"•',,\,o w.V,-'o w•o•ro~" , ' =oboCo>•:C,~ -._·c._," •<"O'o 

49% .. 43% 47% 
I , ' 
: 26% 

Never justified 70 55 66 67 73 
•o ~.iio 

52 I 
I 

73 50 53 

Using the company's equipment or supplies for work outside the company 

.. GJP 
' 

23% 

··74 

27% 

68 

. s~~~ti~~~j;;;;;ifieci ······20% ·sa% ·····si%······37% ..... '1'9% .... '59%·r·44%. ·53% 40% 33% · 
,: ; ""'''>·,, ,::, ',io,,- 0 ,0, J,_;;;,>C'''> » 0 3,_' 0 •>o ~'" ·~ 

Never justified 75 38 47 60 77 38 56 44 54 63 

~~ 
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If an official wanted cash to solve a personal problem of mine, I would pay. 

Agree 

Disagree 

Bulgaria Czech R. Hungary Poland 

22% 22% 39% 33% 

69 72 55 54 

Romania Slovakia 

35% 33% 

58 59 

Please tell me if during the past ten years whether you have done each or 
'"- any of the following: Had to pay a bribe in order to receive a social 

service to which you were entitled. 

Bulgaria Czech R. Hungary Poland Romania Slovakia 

Yes 9% 6% 22% 13% 14% 16% 

_j 



In thinking about corruption in this country, which of the following 
statements comes closest to your view? 

Bulgaria Czech R. Hungary Poland Romania Slovakia 

The spread of 
corruption cannot be 8% 15% 23% 15% 19% 20% 
confined 

Corruption will exist, 
yet it can be limited 46 57 54 50 43 53 
to a degree 

Corruption can be 31 23 17 25 18 23 
substantially reduced 

Corruption in can be 6 3 3 8 12 3 
eliminated 

! 
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Anti-Corruption Network for Transition Economies 

Wl1at is the Anti-Corruption Network? 

The anti-coJTuption Network is a forum where all parties interested in reducing public sector 
conuption can exchange infonnation about anti-coJTUption programmes as well as collaborate on 
regional, national, and sub-national initatives. The co-ordinating body for the Network is a 
Stee1·ing Group composed of several intemational organisations and major NGOs. Ideas and 
infmmation will be exchanged across the Network so as to allow all constituencies to participate 
in the design, implementation, and monitoring of anti-coJTuption activities. 

Who participates in the Network? 

The Network is focused p1imarily at Eastern Europe a11d Fanner Soviet Union. Stakeholder 
groups which could be represented in these countlies include the executive, legislature, judiciary, 
media, private sector, labour unions, sub-national govemment, international business, 
intemational non-profit organisations, and donor agencies. 

\\1hat does the Network do? 

The action of the network would include: 

• organising yearly and special Network meetings ~vhich would: (a) review progress achieved in 
national and sub-national anti-corruption programmes, (b) provide support . for the 
implemeniation of relevant intemational instruments in particular the Convention and 
Recommendations of the OECD and the Council of Europe, (c) encourage synergy and co
operation among national and intemational institutions providing assistance for anti
conuption programmes, and (d) make proposals for follow-up actions; 

• exchanging infmmation through an electronic network, through joumals and other fora aimed 
at b1inging issues to the attention of the public. Such infmmation would include activities at 
various levels (public, private, sectoral, regional, and extra-regional). It would also include 
topic specific activities such as . govemment procurement, public auditing, judicial 
strengthening, civil service refmm, public sector financial systems reform, awareness raising 
activities and intemational instruments; 

• promulgating proposals to Govemments about the development, implementation, and review 
of anti-cmTuption prograiTimes; 

Coalition Building 
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"'ho coordinates the Network? 

A Steering Group of several international organisations and major NGOs is responsible for 
overseeing and co-ordinating the work of the Network. The Steering Group: i) identifies key in
country, working level, decision-making members for the Network, ii) assists with the 
coordination of activities and dissimination of info1mation for Network members, and iii) helps 
set meeting agendas and programmes for discussion. 

Start-Up ActiYities 

1. The Steering Group was established and meet in January 1999 to identifY Network members 
and encourage participation in the Network. 

2. TheOECD, in co-operation with the other donors, acts as the Secretariat of the Network. As an 
immediate step, the OECD Secreta1iat is organising the infOJmation exchange (Internet and 
joumals) which will serve as part of the Network. 

3. The first annual Network meeting will be held in fall 1999 to bring together vanous 
pa11icipants representing va1ious pa11s of society from the Network countries. 

Anti-Corruption Network 
for Transition Economies 

(Steering Group)* 

infonnation and lists of 
activities 

OECD 
(Secretariat) 

technical advice 
and political \\~11 

Constituencies 

(includes govt, business, 
labour, and civil society) 

~cipants 
and ideas 

* iJJC]udes major iniemational organisations, Transparency International, Soros Foundation and others 
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'Vorkshop on Combating Corruption in Transition Economies 
Istanbul, Turkey October 1998 

Objectives and Results 

Objectives: 
(i) establish a common unde1·standing of the problems in fighting corruption, share anti-corrupti1 n 
experiences, and identify cross-border issues; its well as initiate pilot monitoring techniques; 
(ii) obtain country and donor assessment of existing international instruments and anti-corrupti1 n 
programmes, identify needed changes, and develop recommendations and action plans; and 
(iii) propose, define and launch a regional anti-corruption network of countries and donors. 

Conclusions 
strengthening government 
institutions 

ness and civil society 
involvement 

pacts_ 

Country Studies with specific recommendations: 

Albania, Bulgaria, Lativa, Georgia, Russia, and Ukraine. 
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Anti-Corruption Network for Transition Economies 
Steering Group Members' Meeting 

Date: 29 January I 998 
Location: OECD Patis Office 

Objecthcs: The Anti-Conllption Network's Steeling Group held its first meeting to discuss 
Network activities under1aken since the October I 998 meeting in Istanbul, to choose country 
counterpar1s for the Net\\'ork, to identify key issues for future discussion, and to exchange 
infonnation about present anti-conllption activities in the Eastem Europe/FollTier Soviet Union 
regron. lt also gave the participants the oppor1unity to collaborate on upcoming projects in the 
regron. 

A ttendces: Representatives from the Business and Industry Advisory Committee to the OECD 
(BIAC), Council of Europe, EBRD, European Union, IMF, OECD, Soros Foundation, Trade 
Union Advisory Committee to the OECD (TU A C), Transpm·ency International, United Nations, 
USA ID and the World Bank. 

Summary of Discussion: The decisions taken at the meeting were the following: 

a) Country contacts The Network would be composed in each member country of individuals 
-representing govemment, business, and civil -society. Fm1her work needed to be done to identify 
the country contacts as the success of the Network depended on the selection of the appropriate 
members. lt was decided that due to country specificity, no standard methodology could be 
applied for the selection of Network panicipants. A residual product of the meeting was the 
fom1ation of a database of anti-conuption practitioners which will be distributed once it has been 
finalised. 

b) Key issues for the Network. Some key issues mentioned for fm1her discussion include the role 
of: i) govemment in building transparent and accountable public sector institutions, ii) the private 

------ secloi:-i-ncombat-ing con·uption, iii) mumcipal authorities in fostering transparent central--and----~------· 
de-centralised systems of administration, iv) the link between organised crime and administrative 
conllption, and v) action against bribery in accordance with national legislation and international 
instruments. 

c) Network Activities. ln preparation for the meeting, a list of activities building on the TI
SJGMA list was compiled and will be put on the lntemet. Besides presentations of Steering 
Group members activities, six activities were agreed to: 

• Internet Project will allow users to find detailed project information, a calendar of activities, 
and contact people for projects. The project will be modified over the year to respond to client 

·needs. The web site can temporarily be found at www.afr-sd.org/acn until it is finalised. 

• Network Brochure and Newsletter are being created to inform pat1ners in intemational and 
national institutions about the Network and to update them on its work bi-annually. 

Coalition Building 
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• Regional Public-Prhate Partnership \Vorkshop cunently planned for May- June 1999 in 
Sofia, Bulgatia. This workshop will highlight the achievements of Bulgarian govemment and 
non-govemment actors in fighting public sector cmTuption. Other public-private partnerships, 
such as Transparency Intemational, will discuss regional approaches to this problem. 

··'it 

• Challenge to Prhate Sector Development and Conuption in Russia. The purpose of this 
June workshop in St. Petersburg is to focus on the licensing, regulation, and actions taken by the 
private sector to reduce bribe opportunities. Others issues will include how corruption discourages 
entrepreneurial spitit and disctiminates against SMEs as well as the role of business associations 
in fighting conuption. Finally, the OECD instruments on bribery in international business 
transactions will be presented and discussed as well as the private sector's role in promoting them 
and other national efforts aimed at "improving transparent and accountable govemment. 
Panicipants will include govemment officials (including municipal authorities), 8 business 
associations, and NGOs. 

• Network's Preparatory Meeting to be held either in Brussels. or Helsinki from July 13th to 
15th. This July workshop will bring country contacts together with business associations 
involved in the policy-making process. They will identiry some key areas where the private and 
public sectors can act to reduce con11ption arid consider implementing specific actions (such as 
delicencing, corporate codes of conduct, ptivate sector monitoring of public sector transactions, 
and other concrete actions). This workshop will be in preparation fm· the Annual Meeting. 

• Annual Meeting, to be held at the PSD Centre in Istanbul from October 5th-7th, will bring 
together the network members to: a) evaluate both anti-conuption programmes and priorities for 
1999, and b) des]gn of a set of anti-conuption activities. 

• Second Annual Steering Group Meeting to be held in January 2000 will discuss Network 
outputs in 1999 and develop the programme for the upcoming year. 

d) Institutional support. All the Steeting Group members pledged to contTibute time and staff 
resources toward suppm1ing the Network. In addition the Network Secretariat was encouraged to 
submit financing requests to Soros Foundation, the EBRD, European Union, and the World Bank. 
Finally, greater involvement of the business community and NG:Os in the Network was stressed. 
In this respect, the lnternati"onal Chamber of Commerce will be invited into the Steering Group. 

Reports and documents ·available upon request: 

Meeting Documents: i) Meeting Agenda, ii) Background JnfoiTllation on Combating 
Conuption in Transition Economies Workshop, iii) List of Steeting Group Meeting 
Representatives,iv) Country Contacts, v) Anti-Conuption Activities in the Region, vi) 
Activity Calendar. · 
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Other documents: i) Private Sector Development Journal Supplement (in English and Russian) 
on the OECD Convention on Combating Bribery of Foreign Public Officials in International 
Business Transactions, ii) Selected Articles on Ethics and Corruption: Appearing in Public 
Management Forum, iii) Information on the Audit and Control Information Exchange for 
Central and Eastern European Countries, iv) Facts about the United Nations, v) Information on 
the UN NGO Resource and Training Centre, vi) 1998 Transparency International Annual 
Report, vii) Agenda for Fighting Corruption in Developing Countries and Emerging 
Economies: The Role of the Private Sector, viii) UN's Global Programme Against Corruption, 
ix) EBRD presentation on Anti-Con-uption activities, and x) Private Sector Development 
Unit's Progrannne of Activities for1999. 

Coalition Building 
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Summary 

Results of the Pilot General Participant Survey 
Combating Corruption in Transition Economies 

In a recent infom1al poll of participants at the October OECD/USAID Workshoj) Combating 
Corruption in Transition Economies, civil servants and politicans were perceived as being the most open to 
conuption. When one looks at govemment institutions, customs, police, and tax authorities were seen as 
the most conupt go,,emment service providers. Indeed, it was estimated that between 20%-60% of 
govemment resomces are lost to conuption depending on the cmmtry and institution. Judicial reform, civil 
service refonn and s-trengthening the anti-conuption unit topped the list of actions which should be taken to 
reduce conuption. However, some constraints identified include lack of. commitment by politicans and civil 
servants, lack oflaw enforcement, and lack of a comprehensive progranm1e. Nevertheless, if these 
constraints are overcome, govemments and their citizens might expect to see corruption reduced to 
"acceptable" levels in under a decade. TI1e basic conclusion one might draw from these data is that much 
more in-depth work will need to be done to deepen the analysis and address the priorities identified. 

Who were the respondents? 

The 63 pmticipa11ts of the Workshop·, which was held on October 7th-9th in the OECD Private Sector 
Development in Istanbul, were draw11 from over 11 com1tries of East em Em ope and the countries of the 
Black Sea Economic Co-operation. Of these 63 participants, 24 answered the questionnaires. The most 
significant groups ofrespondents included 38% who came from the NGO community, 17% from central 
govemment, and 13% who were politicans. These nun1bers roughly correspond to the relative distnbution 
of participants attending the Workshop. 

\Vhich groups are involved in corrupt transactions? 

According to the Workshop respondents, NGOs had the most integrity while civil servants were the 
most prone to conupt incentives. Some of the reasons given dming the Workshop by the participants 
include m1derpayment of civil sen'ants and pressme by supetiors to engage in corrupt activity. Fmther, 

---.,.al"lO"tlierJ<ey W·orks·hop··concJusion;·that·ci,iJ-society·and·non~govemmentaJ-actors·must·become·more-----
illVOlved in anti-conuption efforts, is reflected by perceptions that these institutions have more integrity 
(roughly three times more on a subjective scale) than govemment actors. 

Transition Economies: 

"' ~ .. 7 .D 

Which Groups are Perceived to Have Integrity? 
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Which gonrnment institutions ~re in most rieed of reform? 

A quick oYerview of govemment institutions indicated that Workshop participants believed that 
customs, police, and tax authorities (the three govenuneinal bodies which are most involved iu dealing with 

.money) are the most prone to conuptioil institutions. On the other hand, health, State Owned Enterprises, 
and judiciary systems came out as the least conupt institutions. 

Transition Economies: 
Which Government Institutions are Corrupt?• 
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·Corruption Index is the simple an thematic sum of responses to the quesion ~Which3 instil !-I' ions from the kst are the mosl 
corrupt~. . 

So the question remains, how 
much does the govemment 
Jose due to institutional 
misconduct? TI1e majmity of 

·----W orksl1op partiCipal1ts · 
tended to believe that 
between 20%-60%. 

Actions and Constraints 

Even with a ''ery broad 
diagnosis of the conuption 
problem in these cow1tries, 
the question becomes what 
can be done to reduce 

How much Government Resources are lost 
to Corruption? 

60%-80% 

40%-60% 

14 

----------·---

conuption and what are the constraints to these actions? Judicial refonn was seen as the number one 
primity for these cow1tries followed by civil service refonn and strengthening the anti-conuption rmit. 
These actions, according to the scale used, were comidered to be almost TWJCE as important as other 
institution-building actions such as public sector financial sector refonn, campaign finance refonn, or 
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devolution of govemment responsibilites toward less centralised entities. Such actions were even more 

important than increased civil society action. 
By far; the most important constraint to refonn is lack of commitment by civil servants and politicans 

(about twice as impm"tant as otl1er constraints such as lack of coordination). Lack of enforcement of laws 
was seen as a constnint- which is logical considering that judicial and legal reform were identified as 
priority actions. TI1e third most important constraint identified in the aggregate was lack of a 
comprehensive anti-corruption programme. 

Action ---

-judicial refmm 
c]vj] sen,ice Tefonn 

Anti-corr. unit 
NGO develop. 
ecm1on1k refmm 

legal reform 

restructure ofgovt. 
public awareness 

financial reform 
camp. fin. reform 

lmiJOr1ance 

2,7 
3,1 

4;6 
4,7 
4,7 

5,0 

5,2 
5,2 

5,3 
6,1 
6,3 

lower numbers represent 
greater impm1antance 

higher numbers represent 
less importantance 

Constraint lmiJortance 

lack of commitment 3,5 
shortcomings in 4,1 
enforce. oflaws 
no programme 4,2 
w1stable situation 4,4 
no enough civil 4,8 
society action 
entrenched business 5,3 
interests 
intl finl1S interests 5,6 
lack of legal 5,9 
framework 
lack of coordination 6,6 
culture/history 8,4 
fear of brutality 8,8 

. 

devolution 
* ::;c~l]e ofJ.J2 (one bemg the large~t pnonty) • ~cale of 1 · l 4 (one bemg 1he most severe constrnmt) 

Nevertheless, assw11ing that these 
consn·aints could be overcon1e, respm1dents How Long will it Take to Reduce Corruption? 

--------- --·- were rather-optimistic-about-how-long-itt--+---
would take to reduce corruption to 
··acceptable" levels. Namely, the majority of 
pariicipants believed that such reductions 
could be made in under a decade. 

Conclusions and Questions 

gener stion 

So, how do tl1ese data help devise a 
programme and ultimately reduce under a 

· · decade 

48% 

three years· 

six years 

conuption? lt must be kept in mind that 
tlJese data only represent subjective perceptions and are aggregated over a very wide geographical area. 
However, when taken with other data and infom1ation which emerged from the \Vorkshop and during the 
-cow-se of periodic govemment data collection activities, the following tentative conclusions emerge . 
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I. M ore work sl1ould be done on a national level but also on a regional level, to further identify the 
mechanisms responsible for the COJTUption problems identifietl in the survey. As customs, police and tax 
authOJities were identified as institutional priorities, fmtl1er consultation might be conducted in these t·arget 
areas. 

2. As judicial refonn, civil sen .. ice refmm, and strengthening of the anti-conuption unit were seen as 
primities for action, Govemments and donors might consider re-evaluating these progranm1es (in 
consultation with their clients), and look for regional synergies. 

3. One key constraint was .lack of commitment. Indeed the other two major constraints, (lack of 
enforcement of Jaws, Jack of a comprehensive anti-cmTUption progranm1e) might be seen as a function of 
the first problem. TI1e question remains how to build political will in these countries. One solution 
identified dming the Worksl10p is to exert non-govemental and extemal pressure on Govemment. However, 
more thinking will need to be done to detennine how politicans a11d civil servants can be shown it is in their 
interest to support an anti-cmTUption initative. 

TI1e Workshop sw-vey raises more questions th~n answers. Are these trends conect? What are the 
causes? How do we engage in further identification exercises? How do we begin to act to address the 
primities identified? What are the regional specificities? Much more work will need to be done to identify 
what a comprehensive progranm1e might consist of. 

This note was compiled by BI)•ane Micbael and Debbie Binks oftlJe•OECD. Please fon,.ard all comments or 
observatjons to ·1l1e authors. 
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PROMOTING PUBLIC PROCUREMENT IN EASTERN EUROPE AND 
FORMER SOVIET UNION 

Title: Promoting Public Procurement in East em Europe and Former Soviet Union 

Dates for seminar: May 27th- 30th, 1999 

Participants: Heads of public procurement agencies and training in public procurement, and/or 
representatives of other entities respons1ble for procurement (where no public procurement agency exists). 
Some private sector representatives will also at1end. All participants shall speak fluent English. 

Cow1tiies: All Phare beneficiary cow1tries and several TACJS beneficiary countries (depending uponthe 
existence the of public procurement agency in TACIS cow1nies). 

Objectives: 
i) increase knowledge about concrete and specific actions which cow1n·ies have used to successfully set up 
new public procurement systems;. 
ii) broaden knowledge and political will toward sonnd public procurement and training practices; 
iii) share best practices for promoting public procurement. 

Description 
Sound public procurement systems are vital for safeguarding an efficient and effective public 
ad:minisn·ation, l11ey are also key to promoting accountability and transparency in the way that the public 
sector uses its scarce resources. Due to the current transition, however, the benefits are not fully 

_understood_ and knowledge of specific actions needed to move toward good procmement systems remains 
incomplete. 

This workshop will bring together policymakers and public procurement heads from PHARE and TACIS 
beneficial)' countries to understand the actions which have been successfully used in other countries 
which are setting up a new public procurement programme. The advantages of good public procurement 
mc;,-difficult-to conceptualise._Therefore,-EeiJsitisationJo_wa,-_d_tb~se ad\'aJJtages must be considered as part 
of promoting public procurement and haining in a broader sense. High level policymakers must also be 
sensitised to the advantages of an efficient and transparent public procurement system. Promoting good 
procurement is important becanie awareness raising activities also can be used-to inform the general 
public and the private sector (in particular) about the procurement process as well as details of how to 
obtain infom1ation about tenders and participate in bidding exercises. 

Speakers with experience in successfully setting up new public procurement systems willlechrre and 
answer questions. Data from the region will be used whenever possible to elucidate key weaknesses to be 
addressed and attendee participation will be sought to the greatest exteni possible so as to put into specific 
COJJtex.ts the infom1ation being transmit1ed. Discussions will be held to consider key actions which. should 
be taken by govemments to encow-age and promote public awareness and support for a good public 
procmement system. 

· Coalition Building 
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Promoting Public Procurement 
in Eastern Europe and Former 

Soviet Union 

Some participant views? 

All cruruJJen~ we]crnnt and may be addre:Hd to 
brvane .michael(il"'ecd.mp 

Extent of Awareness about 
procurement information 

j Acces~ to 
n~ighbors' 

inf=tian 

Aware of 
publications 
for foreig~ bid 

Unit dealing 
wrlh 
complaint! 

Unit deHling 
with 
ntgge~lians 

=""" FSU. 71% 

EE:!l-0% 
FSU. 57% 

EE: 50% 
FSU: 71% 

EE 66% 
FSU: ~5% 

Some Survey Numbers 

For both regions, there was agreement that prices paid 
were around market prices. 

In E!L~lern Europe, more than a majority said that 40o/o-
60% ofbusinessmen know bow to find bidding 
documentation. Jn FSU, ab:nost all said that over 40% of 
businessmen knew how to find bidding documents . 

. In E~tem Europe, 80% of respondents said :Z0%-40% of 
procurements involve undue influence. In FSU, more than 
a majority !>aid that 40%-60% ofprOc.urements were 
involved in undue influence. 

Actions Identified rind Extent oflmplementation 
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Other Actions (I) Other Actions (2) 
-------JaentifieoourmgFocu>-Grouwpc-------------,dentifiedduring-Focus-6rou~-----

Certification of procurement spe_ci~li~s (courses) 

Intemal ex~ on laws and speciaJised skills 

Put procure~ent into legal, business, and 
economic training 

Put law on in1emet and allow for feedback 
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"'hat is an "Ethics Infrastructure"? 

Public servant ethics and standards of conduct are regulated in some fonn in all OECD COUJJtries. However, 
it is impossible to regulate for every contingency. Standards in public life are managed through a range of 
fom1al and infom1al factors. TIJese could be described as repre_senting an "ethics infras-tructure" comprised 
of eight elements. 

Without genuine political commitment ·· clear messages from government leaders that UJJethical 
conduct will not be tolerated ·· initiatives to improve public service ethics will fail. Recent artempts to 
improve public sector ethics in OECD coUJJtries have been sponsored at the highest political levels, such as 
in Norway ( 1 998), Italy (I 998), the UK ( 1 994), P01tugal (1 993), Netherlands (1995), and the United States 
(1 991 ). Of comse, leaders also provide important role models. TI1ey should set an example. 

Laws and regulations should define standards of behaviom and enforce them through investigation and 
prosecution. In reviewing its legal framework for ethics maMgement, countries must first take stock of 
existing CJiminal codes, civil service Jaws, conflict of interest statutes, and regulations, which apply to 
public servants. They should be made clear and consistent. 

. Accountability me.chanisms include internal administrative procedures, (requirements that activities or 
requests be recorded in writing), and comprehensive processes such as audits and evaluations of an 
agency's perfonnance. TI1ey might also be extemal to the public service·· oversight mechanisms such as 
legislative or parliamentary committees. Whistle-blowing provisions are alsp important (procedmes for 
public servants to say no when asked to do something inappropriate or to expose wrongdoing committed by 
others). 

Codes of conduct remain important even in OECD countries. Some cormtries (e.g. Australia, New 
Zealand) now have a broad arid wide code of conduct from which individual agencies design a purpose
built code to reflect their particular objectives and mission. In other countries (Netherlands, Norway) codes 
are all agency-based. Developing these codes with the civil servants iiJVolved reduces the chances that they 
will be too specific or too general, unworkable, unused, rmknown or simplistic. 

-----Pr of essi on a) · s ocialis ati on· m ech ani sm s·aH ow-pub li c-s erv ants--to·] earn· and-inculcate-pu blk service------
values. Training (induction and refreshers) is an essential element, as are good role models (especially 
1nanagers). 

Supportive Public Senice Cm1ditions are important because if public servants are feeling rm.derpaid, 
overworked and insecure, then they are less likely to embrace initiatives to improve perfomiance -
including ethics. However too much job secmity can also result in complacency. And low pay is no excuse 
for illegal or rmethical behaviour. 

Coalition Building 
Ethics Infrastructme 

14 



Ethics Co-ordinating Bodies take various fmms like parliamentary committees, central agencies, or. 
specially created bodies. They also assume various flli1ctions such as investigative "watchdog" functions 
(such as the New South Wales Independent Commission Against Corruption), "counsellor and advisor" . 
ftmctions (such as the United Kingdom Committee on Standards in Public Life which Prime Minister 
Major has referred to as an ongoing "ethics workshop"), or "general promoter" of public sector ethics (such 
as the New Zealand State Services Commission). But the .existence of a co-ordinating body should not 
allow d·epartments and managers to absolve themselves of responsibility for ensuring ethical conduct 
\Vithin their jurisdictions. Ethics is everybody's responsibility. 

An Active Civic Society (including a probing media) allows citizens to as watchdog over the actions of 
public officials. Access to infom1ation provisions are an important factor in this function. 

The rapidly ch.anging environment requires regular review of policies, practices and procedures 
effecting public sector ethical conduct. The OECD Council adopted a Recommendation. on 

. Improving Ethical Conduct in the Public Service on Ap1il 1998, which includes a set of principles 
for managing ethical conduct in the public service. These principles are designed to be a tool for 
managers canying out reviews and to check the validity of existing functions and elertients of the 
ethics infrastructure. 

To learn more about the OECD ethics work and explore bow institutions in your country might 
learn more about creating and enforcing the ethics infrastructure, please contact: 

For ethics work: For inforrnation on the Network: 
1\'lr. Janos Bertok · M.r. Bryane Michael 

. Public Management Service (PUMA) DAFFE 
OECD Pri,·ate Sector De,•elopment Unit (OECD) · 
phone: 33.1:45.24. 93.57 phone: 33.1.45.24.76.37 
fax: 33.1.45.24.87.96 fax: 33.1.45.24.1 8.32 

I • 

----,emaH~janos.bertok@oel.'d.oJ'.g--"-------'email:-br-yane.michael@oecd.mclr---------~ 

iq\TUTO AfFARI . 
lo' t~"i vN<·ZIONALI·ROMA 

Coalition Building 
Ethics Infrastructure 
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OECjs Private Sector Development u~~it 

Anti-Corruption Network for Transition 
Economies 

Member Countries 
Albania 
Armenia 
Azerbaijan 
Bulgaria 
Croatia 
Estonia 
Georgia 
Kazakhstan 
Kyrgyzstan 
LatVia 
Lithuania 
Moldova 
Mongolia 
Romania 
Russian Federation 
Slovak Republic 
Slovenia 
Tajikistan 
Turkmenistan 
Ukraine 
Uzbekistan 

Presentation for the workshop on 

Steering Gmup Members 
Council of Europe 
European Bank for Reconstmction 

and Development 
European Union 
International Chamber of Commerce 
International Monetary Fund 
Organisation for Economic 

Co-operation and Development 
Soros Foundation 
Transparency International 
United Nations 
US Agency for Intl Development 
World Bank 

Coalition Building and Monitoring to Counter Corruption 

.. . providing action-oriented information 



• 

What is the Anti-Corruption Networl(? 

national policymakers 
transition economies ~ 

donors 

information and 
collaboration 

national policymakers 
/transition economies 

policymakers' constituents 
(all parts of society) 
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EMBARGO! 
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22 SEPTEMBER, 3 P.M. CEST ! 

Transparency International ranks 85 countries 
in largest ever Corruption Perceptions Index 

Berlin, 22 September 
Transparency International (TI) today publishes its 1998 Corruption Perceptions 
Index. This is the most comprehensive index of perceptions of corruption ever 
published by the global anti-corruption organisation, ranking 85 countries. 

The Corruption Perceptions Index (CPI) is a .poll of polls" drawing upon numerous 
distinct surveys of expert and general public views of the extent of corruption in 
many countries around the world .• The 1998 CPI is a wake-up call to political leaders 
and to the public at large to confront the abundant corruption that pervades so many 
countries," said Dr. Peter Eigen, Chairman of Tl. 

He added: .We hope that the publication of the CPI will be an incentive to governments 
to confront the corruption in their countries. The poor scores received by many countries 
in the new index illustrates just how serious the global cancer of corruption really is. 
This has to change." 

Mr. Eigen noted that. .directly confronting corruption must be a top priority for most 
national governments and the international organisations concerned with development, 
economic growth and human progress. The 1998 Transparency International CPI covers 
85 countries with the ones seen as having the least corruption obtaining scores of close 
to 10. Scandalously and sadly there are about 50 countries that do not even achieve a 
score of 5, and there are numerous countries with a score of less than 3." 

Tl Vice Chairman Frank Vogl pointed out: "The CPI scores, with their shocking portrayal 
of so many countries perceived to be home to rampant corruption, will spur 
Transparency International to be even more aggressive in mobilising initiatives to 
counter corruption world-wide. Securing democracy, alleviating poverty and human 
suffering, and sustaining investment and commerce, are inextricably dependent upon 
curbing corruption in most of the developing nations and across Central and Eastern 
Europe." 

Media contacts: 

Mr. Care( Mohn, Tl Press Officer, tel. +49-30-343 82 0-0 
Mr. Frank Yogi, Vice Chairman of Tl, tel. + 1-202-331 8183 
CPI 1998 in the Internet: http:l/www.transparency.de/documents/index.html#cpi 

1/7 



------------------------------- ----

Transparency International: 7998 CPI-Press re/ease English 2/7 

.. Our ability to include more countries in the CPI than ever before will ensure that the 
public discussion of corruption will become even more widespread. Governments that 
have sought to brush this debate aside can no longer do so, as the whole world sees how 
their nations rank," said Mr. Eigen. 

While the CPI covers a record of more than 80 countries, Tl stressed that there are 
numerous countries not included because there is insufficient reliable data available ... lt 
would be wrong for the press to run a headline declaring any country in the CPI as the 
most corrupt in the world, because we do not have data on all countries," said Dr. 
Johann Graf Lambsdorff of Gottingen University, Germany, who is the lead expert 
advising Tl on the compilation of the CPl. ..it must also be stressed that this is an index 
of perceptions of corruption," he added . 

.. The 1998 CPI shows that corruption is by no means perceived to be a plague confined 
to the developing countries. Numerous countries in transition in Central and Eastern 
Europe have very low rankings, while a number of leading industrial countries have 
scores that highlight the 
serious corruption problems that they must address," said Peter Eigen. 

He stressed that the governments of the industrial countries .,have a double 
responsibility- they must clean up their own houses, and they must forthrightly act to 
prevent their corporations from paying bribes around the world. These governments 
must now move with speed to enact domestic anti-corruption legislation to give effect 
to the Anti-Corruption Convention signed last December by the 29 members of the 
OECD (the Organisation for Economic Cooperation and Development) and five 
additional countries." 

The impact of the CPI 

Tl noted that since its inception in 1995, the CPI has served the constructive purpose of 
stimulating public debate about corruption. In some countries it has also led to 
substantive anti-corruption reform. it needs to be emphasised, though, that it can take 
some time for these actions to influence international perceptions, and be consequently 
reflected in the CPl. 

.. Many of the world's poorest nations are perceived to be among the most corrupt," 
noted Mr. Eigen ... The CPI helps to draw attention to this link and it represents a 
challenge to leading foreign aid granting agencies to make fighting corruption a key 
priority. We are delighted that an increasing number of these agencies now see the CPI 
as a valuable tool and are evolving constructive anti-corruption strategies for 
developing nations." 

In the last three years many leading international organisations, such as the United 
Na.tions, the World Bank, the International Monetary Fund, the Council of Europe, the 

Copyright Transparency International and Gottingen University 1998. This Index may be reproduced provided an 
acknowledgement to Transparency International and Gottingen University is given. 
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European Union, the Organisation of American States, the OECD and the Global 
Coalition for Africa have articulated anti-corruption policies, often with Tl involvement. 

The annual CPI sensitises public opinion world-wide to the corruption issue, influences 
the policies of major aid agencies and is a factor in the foreign investment decisions of 
multinational corporations. 

Copyright Transparency International and Gottingen University 1998. This Index may be reproduced provided an 
acknowledgement to Transparency International and Gottingen University is given. 
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The Transparency International 
1998 Corruption Perceptions Index 

Country Country 1998 CPI Standard 
Rank score deviation 

1 Denmark 10.0 0.7 
2 Finland 9.6 0.5 
3 Sweden 9.5 0.5 
4 New Zealand 9.4 0.7 
5 Iceland 9.3 0.9 
6 Canada 9.2 0.5 
7 ::.mgapore 9.1 1.0 
8 Netherlands 9.0 0.7 

Norway 9.0 0.7 
10 Switzerland 8.9 0.6 
11 Australia 8.7 0.7 

Luxembourg 8.7 0.9 
Umted Kingdom 8.7 0.5 

14 Ireland 8.2 1.4 
15 Germany 7.9 0.4 
16 Hong Kong 7.8 1.1 
17 Austria 7.5 0.8 

Umted States 7.5 0.9 
19 Israel 7.1 1.4 
20 Chile 6.8 0.9 
21 France 6.7 0.6 
22 Portugal 6.5 1.0 
23 Botswana 6.1 2.2 

spa m 6.1 1.3 
25 Japan 5.8 1.6 
26 Estonia 5.7 0.5 
27 Costa Rica 5.6 1.6 
28 Belgium 5.4 1.4 
29 Malaysia 5.3 0.4 

Namibia 5.3 1.0 
Taiwan 5.3 0.7 

32 South Africa 5.2 0.8 
33 Hungary 5.0 1.2 

Mauritius 5.0 0.8 
Tunisia 5.0 2.1 

36 Greece 4.9 1.7 
37 Czech Republic 4.8 0.8 
38 Jordan 4.7 1.1 
39 Italy 4.6 0.8 

• Poland 4.6 1.6 
41 Peru 4.5 0.8 

Survey 
used 

9 
9 
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6 
9 
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9 
9 
10 
8 
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10 
10 
12 
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9 
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9 
10 
3 
10 
11 
3 
5 
9 

11 
3 
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3 
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9 
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10 
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6 
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7998 CP/ Notes 

1998 CPI Score -
... relates to perceptions of the 
degree of corruption as seen 
by businesspeople, risk 
analysts and the general 
public and ranges between 10 
(highly clean) and 0 (highly 
corrupt). 

Surveys Used -
... refers to the number of 
surveys that assessed a 
country's performance. 12 
surveys were used and at least 
3 surveys were required for a 
country to be included into 
the 1998 CPl. 

Standard Deviation - _ 
indicates differences in the 
values of the sources: the 
greater the standard 
deviation, the greater the 
differences of perceptions of a 
country among the sources. 

Copyright Transparency International and Gottingen University 1998. This Index may be reproduced provided an 
acknowledgement to Transparency International and Gottingen University is given. 
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42 Uruguay 4.3 0.9 
43 ::.outh Korea 4.2 1.2 

Zimbabwe 4.2 2.2 
45 Malaw1 4.1 0.6 
46 tsrazil 4.0 0.4 
47 Belarus 3.9 1.9 

Slovak Republic 3.9 1.6 
49 Jama1ca 3.8 0.4 
50 Morocco 3.7 1.8 
51 El Salvador 3.6 2.3 
52 Chma 3.5 0.7 

Zambia 3.5 1.6 
54 Turkey 3.4 1.0 
55 (jhana 3.3 1.0 
56 Mex1co 3.3 0.6 

Philippines 3.3 1.1 
Senegal 3.3 0.8 

59 Ivory Coast 3.1 1.7 
Guatemala 3.1 2.5 

61 Argentma 3.0 0.6 
Nicaragua 3.0 2.5 
Romania 3.0 1.5 
Th_alland 3.0 0.7 
Yugoslavia 3.0 1.5 

66 Bulgaria 2.9 2.3 
l:gypt 2.9 0.6 
India 2.9 0.6 

69 Bolivia 2.8 1.2 
_UI<_rame 2.8 1.6 

71 Latvla 2.7 1.9 
Pakistan 2.7 1.4 

73 Uganda 2.6 0.8 
74 Kenya 2.5 0.6 

Vietnam 2.5 0.5 
76 Russ1a 2.4 0.9 
77 Ecuador 2.3 1.5 

Venezuela 2.3 0.8 
79 _Colombia 2.2 0.8 
80 Indonesia 2.0 0.9 
81 Nigeria 1.9 0.5 

1anzan1a 1.9 1.1 
83 Honduras 1.7 0.5 
B4 Paraguay 1.5 0.5 
85 Cameroon 1.4 0.5 

• 
The methodology of the CPI 
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Tl has recently been reviewing the impact of the CPI and ways to improve the 
application of surveys to raise public understanding of corruption. The methodology 
was discussed extensively by the members of the CPI Steering Committee. 1 One result has 
been the inclusion of 85 countries this year, compared to 52 countries in 1997. 

Dr. Lambsdorff noted that the methods used to compile the CPI ensured that no 
individual subjective perspectives on individual countries entered the system ... The data 
in the 1998 CPI may disappoint some governments, especially in countries where distinct 
efforts to curb corruption have been initiated. In these cases, we have to admit that the 
CPI may well not fully capture important recent anti-corruption actions in countries 
and we encourage researchers to seek additional information, to complement the CPI 
ran kings, before drawing conclusions about corruption in individual countries. This 
especially applies to countries that are on the CPI for the first time and for which there 
is not a good base for historical comparisons. 

Dr. Lambsdorff noted that the 1998 CPI is the product of all data available from the key 
sources noted below. The data this year cannot be exactly compared with that used in 
previous years, but, .. the sources continue to show a high degree of correlation and, thus 
the impact of differing samples and methodologies on the outcome appears to be small. 
Moreover, a strength of the CPI is that it is based on the concept that a combination of 
sources into a single index increases the statistical robustness of each individual figure." 

CPI Sources 

The sources used in the 1998 .. poll of polls" to establish the new CPI include data from: 
• Economist Intelligence Unit (Country Risk Service and Country Forecasts), 
• Gallup International (50th Anniversary Survey), 
• Institute for Management Development (World Competitiveness Yearbook), 
• Political a Economic Risk Consultancy (Asian Intelligence Issue), 
• Political Risk Services (International Country Risk Guide), 
• World Bank (World Development Report a Private Sector Survey), and, 
• World Economic Forum a Harvard Institute for International Development (Global 

Competitiveness Survey) 

Dr. Lambsdorff added that. .. the reliability of the new data in the CPI is improved by 
including only countries that have been included into three polls at the minimum. A 
minimum of four surveys was used in 1997, but rechecking the data this year and using 
some historical comparisons convinced us that we had a high level of credibility by just 
using three surveys and by this means we could include more countries. The idea of 
combining data implies that a mal performance of one source can be smoothed by the 
inclusion of at least two other sources. This way the likelihood of misrepresenting a 
countryi is reduced." 

' A list of the members of the Steering Committee is included in the Framework Document. 

Copyright Transparency International and Gottingen University 1998. This Index may be reproduced provided an 
acknowledgement to Transparency International and Gottingen University is given. 
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For further information: 

If you have questions about the CPl. then please contact: 

Dr. Peter Eigen, Chairman of Transparency International or the Press Officer, Mr. Carel 
Mohn, at: 
tel. +49-30-343 82 0-0, fax +49-30-3470 3912, e-mail: ti@transparency.de 
Dr. Johann Graf Lambsdorff of Gottingen University who headed the research team at: 
tel. +49-551-397 326, fax +49-551-392 054 

... in the United Kingdom contact: 
Jeremy Pope, Executive Director of Tl, at: 
tel./fax +44-181-7 48 7 405, e-mail: jeremypope 1 @compuserve.com 
... in the United States contact: 
Frank Vogl, Vice Chairman ofTI, at: 
tel. + 1-202-331 8183, fax + 1-202-331 8187, e-mail: voglcom@aol.com 

For enquiries and interviews in French. German. Italian. Norwegian. Spanish. 
Swedish: 

Please also contact Tl in Berlin. 

Background information on the CPI: 

Tl also published today a report explaining in detail the methods used to compile the 
CPI and the sources that Tl draws upon for the annual rankings. lt is available at the Tl 
website along with a document on frequently asked questions at 
http://www.transparency.de//documents/index.html 

The CPI on the Tl website: 

The CPI is fully available on the TIK website at: http://www.transparency.de/ 
/documents/index.html, including a framework document explaining the methodology 
behind the index and background information on frequently asked questions. 

Tl National Chapters: 

A complete list of National Chapters (including addresses) can be obtained through the 
Tl website at: http://www. transparency.de/organisation/cha pters/index.html 

Transparency International (TI) is a coalition that works through a growing network of 
national chapters to mobilise civil society, business, academia and government, to 
increase government accountability and curb corruption both nationally and 
internationally. Tl, founded in 1993, now has more than 60 National Chapters around 
the globe, with an International Secretariat based in Berlin, Germany. Dr. Peter Eigen is 
Tl's Chairman. The Hon. Olusegun Obasanjo is Chairman ofTI's International Advisory 
Council. 

Copyright Transparency International and Gottingen University 1998. This Index may be reproduced provided an 
acknowledgement to Transparency International and Gottingen University is given. 
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Civil Society to take centre stage 
Our movement is taking a fresh look at harnessing the energies of civil society. To 
date, we have focused largely on the actors on the corruption stage, on building our 

coalitions, that is to say the public and private sectors. Most governments, internation
al organisations and many companies have now pledged their commitment to fight 
corruption. Those which have not, need to be convinced or pressured into doing so. 

More importantly, however, those that have committed themselves publicly need to be 
watched with a careful eye to see whether their actions match their words and more
over, that this is carried forward in a sustainable way. After all, they remain part of the 
problem until corruption is firmly under control. Monitoring is as much the job of civil 
society as is campaigning for change. Many organisations represent the victims of cor

ruption or carry the burden of having a large amount of trust placed in them. 
Associations of small businesses suffering from powercuts, drivers' associations com
plaining of poor roads, parents forced to pay over and above official school fees, 
labour-unions hit by capital outflow and religious communities finding the base of 

their work being tom apart, all these groups constitute key strands in the fabric of 
society. As positive examples have proven, mutual co-operation between TI and these 
groups can boost the effectiveness on all sides to pressure both the public and the pri

vate sector to deliver. TI National Chapters should not feel that it is the committed few 
who are left to carry the banner alone. Through joint action with other partners, TI can 
profit from the expertise and energy of other civil society organisations, both profes
sionally and organisationally. In return, through working with National Chapters, 
these orgariisations benefit from the international experience and tools which our 

movement offers. Such a mutually symbiotic relationship means that all parties have 
something to gain. 

Corporate News 
Former Thyssen managers 

arrested 
The investigations against German busi
nessman Karlheinz Schreiber in connection 

with bribes allegedly payed to politicians 
and managers, have led to the arrest of two 
former Thyssen managers. The arrests are 
related to a delivery of 36 tanks to Saudi 

Arabia by Schreiber in 1991 which alleged

ly also involved bribery payments worth 
millions of Deutsch Marks. According to a 

public prosecutor in Augsburg, a former 

Thyssen board member is accused of having 
received bribes worth millions of DM which 

he never reported to his company or to the 
internal revenue service. 

dpa (Germany), 1 May 1999 

Peter Eigen, Chairman, Board of Directors 

Drug giant Zeneca paid 
bribes to doctors 

One of the world's leading drug compa
nies, Zeneca, is facing a bribes scandal 

after claims by a whistleblower that it set 
up a £100,000 slush fund to make illegal 
payments to doctors. Tom Moore, a former 
Zeneca general manager, has accused the 

firm of paying tens of thousands of 
pounds to doctors to encourage them to 
prescribe its anti-cancer and heart drugs to 

patients. The bribery allegations will 

severely embarrass the British multina
tional, which had £5 billion drug sales last 

year. Moore was a senior manager at 
Zeneca's London headquarters and ran its 

offices in Ireland and Switzerland. In an 

affidavit, he says that the bribes ranging 
from £600 to £2000 were made between 

, Inside 

Corruption in arms trade 
procurement The Jrd page 

Shell says European 
! suppliers unethical 

Corporate News 

' South Korean industry to 
· adhere to OECD standards 

Recent Reforms I 

. Tl wins Freedom Award i 
I 

Tflnternal· 

. -

1991 and 1995 to doctors in France, 

Belgium, and Italy. The firm accepted that 
irregular payments did take place; howev
er, it claimed that these cash transactions 
were bonus payments for sales representa
tives and management, not doctors. 

Sunduy Times (United Kingdom}, 21 February 1999 

Leading industrial grouf 
adopts code of conduc 

India's leading industrial group, the House 
of Tata, has formally adopted a code of 
conduct for its companies and employees 
which includes the commitment not to 

pay or accept bribes. On December 8th, 
Tisco, Telco, Tata Tea, Tata Chemicals, 
Tata Electric Companies, Tata Inter
national, Tata Industries and the divisions 
of Tata sons signed the agreement. These 
companies and divisions represent 66 o;o of 

the group's turnover in 1997-98. Mr. Tata 
said: "Of all the various initiatives we 
have undertaken in recent years, the 

development of this Code is -perhaps the 
most significant." The two points of the 

code relating most to corruption are: to 
neither give nor take any illicit payment, 

remuneration, gift or comparable benefit 
to obtain business; and to not give any 

donation to any government agency to 

obtain any favourable performance of 
official duties. 

Bulletin of Lok Sevok Songh und n India, February 1999 

Tl Newsletter June 1999 
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European Union: 
Corruption high on · 

European Parliament agenda 
Conuption was highlighted as a key issue at 

an inter-parliamentary conference that took 

place at the initiative of the Committee on 

Civil Uberties and Internal AlfaU. of the 

European Parliament. The Brussels meeting on 

March 24 and 25, 1999 focused on elaborating 

an "Action Plan to establish an area of free

dom, security and justice in Europe". Anum

ber of topics ffi!.cial to the objective of com

plementing EMU were discussed, ranging from 

the free movement of persons to combating 

crime through judicial, police and administra

tive co-operation. Under the latter heading, the 

fight against conuption appeared several times 

Tl Chairman Peter Eigen speaking at Lufthansa, wich has recently become a Tl Corporate Member. in the action programme. Participating were 

Novartis fined for mis-
reporting income in Japan 

The Swiss pharmaceutical group Novartis is 

the latest in a number of cases w}lere drug 

companies have been charged by the 

Japanese tax authorities with misreporting 

income in Japan. By overstating the trans

fer prices for raw materials used to manu

facture goods delivered by parent compa

nies and thus increasing their expenditures, 

the local subsidiary can evade taxes in high 

tax countries. After fining Roche 

(Switzerland), Yamanouchi (Japan) and 

Monsanto {US), the present case will further 

alarm foreign drug companies, whose oper

ations in Japan are usually highly prof

itable, but which tend to report low earn-

ings. Financial Times, March 1999 

Shell says some European 
Suppliers "unethical" 

Royal Dutch Shell says it would like to cut 

its worldwide links with several large 

European-based suppliers because of uneth

ical behaviour, but is constrained from 

doing so for legal reasons. In several cases, 

employees of European suppliers had tried 

to secure contracts through bribe offerings 

to Shell's employees. "I would dearly love to 

strike them off the list, but we would proba

bly get in trouble with the European Union" 

said chairman Mom~y-Stuart as he deemed 

it difficult to impose a global blacklist of 

2 Tl Newsletter June 1999 

such companies. Shell has cancelled 69 con

tracts last year due to what it called failure 

to adhere to its ethical policies. Moody

Stuart said that unethical behaviour outside 

the relationship with Shell would not result 

in termination. If that were to be the case, 

"there are some big oil companies we 

couldn't be in partnership with". 

Financial Times, 21 Apri/1999 

SEC calls for improved 
quality of US corporate 

financial statements 
The boards of American companies should 

adopt more stringent safeguards to ensure 

the quality of their firlancial statements, 

said a high-level panel set up by the 

Securities and Exchange Commission. The 

committee, set up by the SEC last 

September, produced ten recommendations 

for how companies should set up and run 

their audit committees. These include a 

requirement that all members of the com

mittee should be totally independent from 

the company, and that members should be 

"financially literate". The new controls 

have already received strong support from 

the New Y ark Stock Exchange and the 

National Association of Security Dealers, 

making it likely that companies will even

tually be forced to follow them. 

Financial Times, 9 February 1999 

some 400 MEPs, parliamentarians from Ell

member states, international organisations and 

representatives of civil society. Five NGOs took 

the floor in the first plenary meeting for short 

statements. Among them, TI was represented 

by Mr. Dieter Frisch who stressed the key role 

of criminalisind transborder conuption and 

judicial co-operation in this area. He also 

made a strong appeal for a quick ratification 

of the May '97 Ell-Convention criminalising 

active and passive intra-European conuption 

and its transposition into national law. 

Tl Brussels, 26 March 1999 

European Union: 
Council of Ministers in court 

on Access to Information 
MEP Ms. Hautala (Greens, Finland) has sued 

the Council of Ministers for denying her 

access to documents on criteria for arms 

export. In 1996, Ms. Hautala ha_d made a 

written request for clarification of the eight 

criteria for arms export defined by the 

European Council in 1991 and 1992. The 

Council replied that a group of experts had 

drawn up a report on the implementation of 

the criteria, but repeatedly refused Ms. 

Hautala access to this report when she asked 

to see it. Ms. Hautala is now suing the 

Council, since she considers it the citizen's 

right to be able to scrutinise the activities of 

the Council, including on matters of 

Common Foreign and Security Policy. "If 

continu~d on page 4 



----------------------~T~he~Jrd~ge 
Corruption in the arms trade 

A subject which still suffers from a relative 
dearth of information, corruption in arms 
trade procurement is examined in the book 

highlighted below, the result of a project 
begun by the Stockholm International Peace 

Research Institute. 
Arms and corruption is an almost breath

taking combination, certainly one that is 
obscured by much rumour, marked by a near 
total absence of transparency. Ravinder Pal 
Singh's book comprises a series of case studies 
which strike the right balance between confi

dentiality and accountability in some of the 
most important deciSions that any government 
has to take. National security is the most 
important area of policy-making for govern

ments, and an area in which they tend to be 
least critical of the budget. Military spending is 

one of the largest items in the budget, and 
arms procurement accounts for 30-40 Ofo of it. 
In a truly democratic state, decisions deter

mining security, strategy and arms procure
ment would be openly taken and openly 

debated. But there are few countries of which 
this is true, even in the democratic West. Most 
exist on a continuum stretching down from 

sub-optimal to non-existent. 
Security is the province primarily of the 

military, in which a passion for secrecy is a 

professional deformity. lt is administered by 
civil services that are no less (but rather more 
sinisterly) deformed, by instinct preferring to 

operate out of sight of the public they serve. 
Decisions are taken by unadvised heads of 
state, isolated professionals, self-serving 
cliques and the elite the "iron triangles" - who 

may have other agendas to pursue and very 
often cannot be called to account for them. 
These are conditions in which decisions can all 

too easily be poor, wastr.ful and inefficient. 
They are also the conditions in which corrup
tion flourishes. The reviewer's conclusions, in a 
book to be published jointly with Tl, are that 
the arms trade is probably the most corrupt of 
all legal intern_ational trades. This adds to the 

pressures on the decision making system with 
the result that too much money is spent on 

the wrong sort of arms, increasing the supply 

in an already over-supplied world. 
The question of corruption arose almost as 

a sideshow to its main concern, which is to 

analyse arms procurement in six countries and 
to compare them. The intention is to identify 

the structures and processes that result in 
good decisions. The book is the first fruit of a 

project, begun in 1993 by the Stockholm 

International Peace Research Institute (SIPRI). 
Hitherto, defence analysis had tended to con

centrate on the USA and a few western 
European countries, and such studies which 

did exist on the non-western buyers of major 
weapons systems were written by Western 

experts. The SI PR! project was set up to exam
ine the demand side factors which influence 
arms procurement, using experts in the coun

tries concerned. The primary rationale for this 
study is the attempt to understand the barriers 

to the promotion of accountability, the 
assumption being that a more open debate 

would result both in better decisions and in 
restraint in arms procurement, and would con

tribute to a more stable world. 
Furthermore, it is assumed that an exami

nation of the tension between the public's 

'right to know' and the military's interpreta
tion of confidentiality based on an exclusive 
'need to know' will provide lessons for other 

areas of public policy making in which the rul
ing elite controls and manipulates public 

information. Successive Indian governments 
have denied information to the people under 
the assumption that, if this is shared, what is 

in consequence being shared is also power. 
Hardly less important is preserving the decision 
makers' grip on a major element of govern

ment spending, and masking what happens 
with the money behind a cloak of secrecy and 

obfuscation. Waste, fraud and abuse of power 
in the policy-making process reinforce secrecy 
and, one might add, vice versa. 

lt would b~ impossible to do justice to the 
results of the enquiry in a short review since its 

strength is the factual detail in the description 
of decision-making structures and process. The 
committees, lines of command and the steps by 
which they reach decisions are laid out and the 
importance of informal networks as a means of 

controlling events is repeatedly stressed. In 
South Korea, for example, the concentration of 
power in the hands of the President results in 

poor and arbitrary decisions. In Israel, the mili
tary elite have a grip on decision making that is 

conceded by the political system in the face of 

great need. In Japan, the bugbear is consensus; 
in Thailand it is deference to the military. China 

remains impenetrable. 

In the editor's study of decision-making in 
his native India, he comments on inefficiency, 

waste and corruption fairly openly. Secrecy 
appears to be sanctified by appeal to the 

by Ravinder Pal Singh 

national interest which helps the Government 
to withhold or release information according 

to its perception of its own interests, carrying 

perhaps shades of the Scott Report and the 
abuse of secrecy by the British civil service. But 
the analyses of decision making elsewhere, 

even in countries that have been riven by 
scandal, are notable for their reticence. 

The SIPRI focus is on the need for struc
tures and processes that lead to better pro
curement decisions. However, openness and 

accountability are central to that endeavour, 
both inimical to corruption. The process starts 

with the first of the headings under which the 
analyses are organised: rational and well

informed assessment of threats and the devel
opment of long-term strategieS. Only Israel 
comes out well in this section. Deng Xiaoping is 

quoted as telling the Chinese Communist Party, 
rather disarmingly, "War is not going to break 

out, so there is no need to fear it and no prob
lem of risk." (Good basis for a strategic review.) 
Secondly, defence budget planning is seen to 

be a matter of political horse-trading. Where 
the military is politically active (ranging from 
very strong to dominant) it tends to get what it 

wants. Thirdly, the need to remain abreast of 
technological development in the design and 
evaluation of new weapons systems tends to be 

thwarted by political agendas, particularly 
where protection of an indigenous arms indus
try is at stake. The cases of Israel, where a major 

project was cancelled, and India, hopelessly 
entangled in costly fantasies of self-sufficiency, 
are exemplary. Lastly, the efficiency of the 

process depends crucially on the openness of 
the discussion, legislative oversight, avai!ability 
of information and opportunities for criticism. 
In all cases, the decisions are taken behind 
closed doors by a political and military elite for 

whom secrecy is essential. 
The lack of much-needed transparency in 

the anns trade and in the decision-making 
processes involved all lead to conditions in 
which corruption is inevitable. Inefficiency 

and waste are inevitable by-products of this 

process, for a conupt society renders rational 
decision-making impossible. 

The above is an abstract of 
Anns ProCUI"ement Decision Making 
Vol I: China, India, Israel, Japan, South 

Korea and Thailand 
Edited by Ravinder Pal Singh 

SIPRI/OUP 1998. ISBN 0-19-829279-1 

Tl Newsletter June 1999 3 



mntinued from puge 2 

citizens are not informed of the principles of 
the Common Foreign and Security Policy," 
she says, "they will have no means of veri
fying whether governments and EU institu
tions abide by the common rules." 

The G~ens Press Release, 23 February 1999 

European Union: 
Journalist sacked for 

investigating EU corruption 
Jean Nicolas, a free-lance journalist based 
in Luxembourg and working for "La Meuse" 
(part of the leading francophone newspaper 
group in Belgium) has been sacked for the 
part he took in exposing the EU corruption 
scandal. Nicolas had been at the forefront of 
the investigation and had identified the cor
ruption link between the commission and 
Luxembourg fixer Claude Perry. Michel 
Fromont, the group director, has acknowl
edged in a letter to the editor of"La Meuse", 
that he was under pressure from allies of the 
former commissioner Edith Cresson and 
unable to protect Nicolas any longer. In 
Paris, Cresson denies being involved in any 
way in Jean Nicolas' dismissal. 

The Guardian (United Kingdom), 26 March 

Frankfurter Allgcm6ne leitung (Germany), 27 March 1999 

European Union: 
New fraud prevention 

office created 
The Commission has adopted a decision to 
create a new Fraud Prevention Office. The 
Office will replace the present Task Force 
for Coordination of Fraud Prevention 
(UCLAF). The decision to create a new 
Office will enter into force on 1 'June 1999. 
The director of the Office will be able to 
launch an investigation on his/her own ini
tiative, or on the demand of the institution, 
body, organism or member state concerned. 
The Office will have access instant to all 
information held by the institutions and 
bodies as well as access to their premises. 
All members, officials and servants have a 
duty to co-operate with and supply infor
mation to the agents. Information obtained 
by the Office shall be subject to profession
al secrecy and to the provisions of data pro
tection. The investigative work of the Office 
will be monitored by a five-person Super
visory Committee, appointed by common 
accord of the Parliament, the Commission 
and the Council. n Brussels, to May 1999 
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International Organisations 

United Nations: 
New attack on money 

laundering 
A new attack on money laundering to be 
launched in Vienna proposes a league of 
internationally approved offshore centres 
with acceptable standards of control over 
their use by the financial industry. Govern
ments responsible for centres which fail to 
reach the league standards within five 
years would, come under international 
pressure to close them. The le~gue would in 
effect, be a "white list". However, the 
United Nations Global Programme Against 
Money Laundering which is launching the 
scheme - the Offshore Initiative - is wary 
of using the term because of political sen
sitivities. The Isle of Man, Cayman Islands, 
Gibraltar and Malta, which have all 
brought in substantial anti-money launder
ing measures, have begun talks with the 
Global Programme about becoming autho-

the three British-registered corporations 
(Crown Sakura Ltd.; Chase Berkeley Caven
dish Ltd. and Amani BP Ltd.) is permanent 
and was ordered by World Bank President 
James Wolfensohn who acted on the recom
mendation of the Bank's Sanctions 
Committee. The move comes as part of the 
Bank's overall anti-corruption plan. Although 
the charges were disputed, the Sanctions 
Committee found that procurement guide
lines had been violated. The allegations con
cerned fraudulent activities which occurred 
in 1995 regarding procurements involving 
the supply of computer equipment to agen
cies of the Government ofTurkmenistan. 

World Newspaper Association: 
Corruption lethal for 

JOurnalists 
According to the World Newspaper Associa
tion (WNA), 28 journalists were killed in 
1998. Most of these journalists were not vic

The Economist, 28 February 1998 

tims of war but were 
killed during the course 
of their investigations 
of corruption cases, 
especially when high
lighting the existing 
links between authori
ties and organised 
crime. The media NGO 
Reporters Sans Fron
tieres mentions the case 
of Russian journalist 
Larissa Y oudina, assas
sinated while investi
gating a case implicat
ing the President of the 
Republic ofKalmoukie. 
The WNA reports the 
murder of Saiful Alam 
Mukul, a Bangladeshi 
journalist known for his 
corruption investiga
tions. In Africa, the 
assassination of Norbert 

rised centres. The UN believes that offering 
an opportunity for inclusion in a "white 
list" is thought more likely to attract 
worldwide polttical support than straight
forward exclusion, or blacklisting of sus-
pect centres. Financial Times, 5 March 1999 

World Bank: 
The World Bank has debarred an employee 
and three corporations from being awarded 
Bank-financed contracts. The debarment of 

Zongo, director of the 
Burkina Faso critical newspaper 
"l'Independant", has also been linked to his 
frequent denunciations of the country's cur
rent state of corruption. Other cases were 
recorded in Asia, the Middle East, Yugoslavia 
and Turkey but Latin America remains the 
region where attacks on the freedom of the 
press claim the most victims. Reporters Sans 
Frontieres also noted that the killers are 
rarely identified and even more rarely pun-
ished. Le Monde/Reuters, 2 Moy 1999 



Recent Reforms 

ReCent ReformS municipal administrations is not available yet, 
· although the Act is likely to have the greatest 

A global sample of initiatives to increase transparency and accountability impact at the local level. Dix lists some 

Austria: 
Public contracts scheme promotes fair competition 

. A working group comprising ministers, public prosecutors and other high-ranking officials 
from various Austrian federal ministries has come up with a rating scheme for awarding 

public contracts. According to this proposal, a company's compliance with the principle of 
free and fair competition is to be ascertained by information gathered from public institu-

remaining weaknesses of the Act. The bureau

cratic wording of the act, which specifies 

many exceptions to the rule of free access, 
setves as a deterrent. There is also no set time
limit for answering requests, and officials are 

allowed to charge members of the public for 
the documents provided. These factors could 

tions. These institutions are to be obliged to pass any information regarding violations on to be reviewed in an amendment, Dix suggests. 
a specially-created control commission. This body would, in turn, evaluate the reliability of 
a company and its subsequent classification into one of three categories. A firm could either 

be listed as unproblematic (A), or as questionable due to minor shortcomings (B), or even be 
barred from further public contracts (C). In all instances, certain conditions would have to 

be met in order to be re-instituted as a class "A" company- a process only to be sped up by 
so-called confidence-building measures. The firms would be entitled to challenge the deci
sion in a formal hearing. The findings and respective classifications would also be made 

Further information is available at: 

http://pns.brnndenburg.de/land/lfdbbg/ 
Der Tagesspiegel (Germany}, 4 March 1999 

Germany: 
Bribes no longer 
tax-deductible 

public via printed and electronic media. Transparency International German income tax laws have finally been 
changed to abolish the tax deductibility of 

Botswana: 
Corruption gets colourful write-up by media 

Growing public interest in, and concern about, the question of corruption and abuse of 
office in Botswana is leading to increasingly provocative exposures of corruption in the 

Botswanan media. A local weekly jumped the gun by announcing the formation of a 11 
chapter in Botswana, despite the fact that the contact group is still only in the preliminary 

phase of deliberations. The article described the government Directorate on Economic Crime 
and prevention as "wanting, as its functions are under the supetvision of politicians. It is 

the lack of total independence that leads many to believe that it cannot police its own mas
ters". The perception of Botswana as relatively corruption-free was criticised as misleading 
due to the weakness of monitoring mechanisms. Stressing the importance of coalition

building and co-operation with government bodies, the TI contact stated "my colleagues 
and I see a {future) local TI chapter and the Directorate as playing different and complemen

tary roles in fighting corruption and abuse ofpower".~TI Chairman Peter Eigen was once 
legal advisor to the government of Botswana and prominent Botswanans have setved or are 
serving on the TI Advisory Council. The Midweek Sun (Botswana}, 5 May 1999 

China: 
Soccer association admits corruption is rife 

The Chinese Football Association (CFA) has for the first time admitted it has a problem with 
dubs and referees accepting bribes to throw matches or make false calls. The league had 
come under heavy pressure from fans to mete out punishment in several instances but was 

hindered by a lack of finn evidence to prove wrongdoing. Those who come forward with 
clear evidence of bribe taking will be rewarded with cash, equal to the amount of the illicit 
payment uncovered, plus a 200fo to 500/o bonus out ofCFA coffers. The CFA has also estab
lished an investigation department to handle corruption cases and cooperate with law 

enforcement authorities. But it was considered that the reward policy was unlikely to have 
an impact. "Most people say no one can hope to obtain this money, as getting evidence is 
extremely difficult." Inside China Today, 4 March 1999 

Germany: 
Brandenburg Access to Information Act reviewed 

The Access to Information Act has now been in force in the German state ofBrandenburg for 

a year. According to the Commissioner for the Protection of Data Privacy and Access to 
Information, Alexander Dix, none of the negative repercussions which were feared have 

materialised. These alleged negative consequences included inc;reased administrative work

load and the reduced attractiveness ofBrandenburg for investors. Most requests concerned 
road building plans or environmental issues. Data revealing how many people approached 

bribes. The new law, which was passed in 
March 1999, states that "income may not be 

reduced by payments "which are illegal 
under the Criminal Code or another law 

which stipulates a fine". As a result of this 
new provision, courts, prosecutors and civil 

servants must now pass any suspicious 
details on to the tax authorities. The tax 
authorities, for their part, are obliged to 

inform the prosecutors of any suspicions 
they have regarding criminal acts or misde

meanours. The prosecutors in turn must 
inform the tax authorities regarding the out

come of their investigations. 
Transparency International 

India: 
Andhra Pradesh Politicians 

de cl a re assets 
In the Indian state of Andhra Pradesh, 214 of 
the 294 members of the Legislative Assembly 
have publicly declared their assets. Details of 
the members' moveable and immovable 

properties were handed to the Assembly 
Speaker Yanamala Ramakrishnudu, who ini
tiated the process. He assured the media that 
the declarations would be treated as public 
documents and that members of the media 

would have access to them. Any objections 
raised by the public based on the declarations 

could be brought before the House Ethics 
Committee. A code of conduct passed by the 

Assembly early in 1999 provides for sanc

tions, should a member refuse to declare their 
assets. · The Hindustan Times (India), 2 Apri/1999 
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Recent Reforms 

Japan: 
Company analysts convicted 

After years of inaction, the Japanese court system has begun to clamp 

down on members of the Sokaiya - company analysts who threaten 
to ask uncomfortable questions during Annual Meetings of stock 

companies unless bribed. Ryuichi Koike was sentenced to nine months 
in prison and a fine of 690 m yen for receiving direct payments from 
companies and unsecured loans from banks. The recent developments 

were initiated by Western investors who demanded liberalisation and 
transparency in the Japanese financial markets before undertaking 
any further engagements. Dii!ZI!it{GI!rmany}, 29April1999 

Lebanon: 
Lahoud cracks down on corruption 

\ 

Lebanese authorities are keeping their promises to crack down on cor
ruption. Following his swearing-in last November, President Emile 

Lahoud set out his agenda, promising to "fight cmruption and bribery, 
carry out administrative reform as well as build a state of law and 

institutions." Less than four months later, the former Minister of Oil, 
Shahe Barsoumian, was taken into custody on charges of embezzling 

public funds. It was the first time a Lebanese minister had been 
charged with corruption and it was the first major prosecution as part 
of the new government's anti-graft crackdown. Barsoumian is believed 

to have conspired with an oil company executive to resell imported oil 
products abroad at inflated prices, falsely claiming them to be of a 
higher quality. Other former officials of the ministry were also charged 
by the public prosecutor with financial fraud in connection with 

No, he doesn't work. But he is honest, incorruptible and loyal. 
The new policy is not to make appointments on merit alone! 

a case involving some US$800m of oil imports. AW, 2s March 1999 

Malaysia: 
Mahathir to enhance government 

accountability 
Upon allegations that members of the cabinet are maintaining numbered accounts in Swiss 

banks, Malaysia's Prime Minister Mahathir reacted by allowing the banks to reveal the 
account holders' names. While this move is rather symbolic, since Swiss banks are unlikely 
to comply with such a request, two recently-announced initiatives carry more weight. 
According to Tunku Abdul Aziz, chairman ofTl Malaysia, these initiatives will strengthen 

the government's moral legitimacy to govern by enhancing its transparency and account
ability. The first includes legislation requiring all ministers, political secretaries and private 

secretaries to ministers, as well as senior public officials both in state and federal govern

ment services to declare their assets to an independent all-party parliamentary committee 
or an independent anti-corruption commission. The second initative will create an inde

pendent anti-corruption commission along the lines of the Independent Commission 
against Corruption in Hong Kong. Tl Malaysia 

Namibia: 
Government geared up to fight corruption 

The Namibian cabinet has approved far-reaching guidelines to tackle corruption in Namibia. 
The statute, recommended by the national Consultative Conference on the Promotion of 

Ethics and Combating of Corruption, will cover the executive branch of Government as well 

as parastatals, and will include provisions for extra-territorial jurisdiction. The international 

definition of corruption has been broadened to include the private sector. Also approved 
was a recommendation for a mandatory uniform code of conduct to support specific profes

sional codes of conduct, including a leadership code. Procurement policy is being improved 

to enhance open competition and transparency. Government and public institutions will 
also be obliged to disclose maximum information to the general public and awareness-rais-
ing measures were decided upon. rhe Namibion (Namibia), 4 March 1999 
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The Times of India, 21 January 1999 

Nigeria: 
Millions returned 

Two former Ministers together with the 
family of former President Abacha, have 

voluntarily returned a total of US$ 58 m and 
US$30m respectively, as part of the money 
which was illegally acquired in the Ajaokuta 
steel scandal. 

Deutsche W!!lle Manitardienst (G~!rmany}, 24 March 1999 

Russia: 
Russia and Germany sign 

anti-crime agreement 
Russian Interior Minister Sergei Stepashin 

and his German counterpart, Otto Schily, 
signed an anti-crime agreement in Moscow 

on 3 May. The accord provides for closer 

co-operation between law enforcement 
bodies from the two countries, AFP report

ed. Stepashin said that over the next three 

months, Russian and German officials will 
jointly investigate "the methods used by 

criminals to channel money out of Russia 

to Germany and elsewhere, including ope~

ations through offshore zones." Schily is 
scheduled to meet with Prime Minister 

Yevgenii Primakov on 4 May to discuss 

other areas of Russian-German cooperation, 
a government spokeswoman told ITAR:-

TASS. Radio Free furope/Radio Liberty, 4 May 1999 



South Korea: 
Industry to adhere to 

· OECD standards 
In the wake of the OECD's ban on bribety, 

South Korea's big businesses are moving 

quickly to terminate their long-standing 

practices of offering commissions or rebates 

to obtain contracts, analysts say. The Federa

tion of Korean Industries has fully reflected 

the OECD's anti-bribery pact in its revised 

ethics code. A new clause was added to pro

hibit member firms from offering bribes to 

business partners and politicians at home and 

abroad. Karea c~ntr~ far Frt!e Enterprise newsletter, 6 April 1999 

Sweden: 
Championing transparency 

in the EU 
Anna Lindh, foreign minister of Sweden, is 

heading a campaign to bring more transpa

rency to the European Commission in the 

wake of the resignation ofall20 commissio

ners. Supported by Denmark and Finland, she 

intends to bring the Swedish initiative to the 

meeting of foreign ministers in Brussels on 

23-24 March. The proposal suggests that all 

Commission documents, departmental min

utes, invoices and official mail would be re

corded on a public register and would be avail

able for public scrutiny. In addition, officials 

who "leak" information not included in this 

register would no longer be threatened with 

suspension or dismissal. The proposal closely 

mirrors Swedish policies of openness, in which 

citizens have access to all official documents. 

The Swedish government has been pushing for 

more openness in the EU Commission since it 

joined in 1995. Financial Times, 20-21 March 1999 

Tanzania: 
Special cqurts to try 

corruption cases 
. The government plans to form a special court 

to try corruption cases and decentralise the 

Prevention of Corruption Bureau under a new 

strategy to intensifY the war against graft. 

In the 1980s, special courts to try racketeers 

and economic saboteurs had been widely 

criticised by human rights activists. The pro

posal comes in the wake of criticism by the 

Parliamentary Public Accounts Committee 

(PAC) of unexplained expenditure ofTsh 

2,922 m in the Prime Minister's Office, the 

Ministry of Works and the Ministry of Energy 

and Minerals. PAC chief John Cheyo called for 

a review of the Act which empowers the Mini

ster for Finance to write off government claims. 

Recent Reforms 

Uganda: 
The power of theatre 

The International Anti-Corruption Theatrical Movement- Uganda Chapter (known as IATM

Uganda) was fanned at a workshop at Nile Theatre in Kampala. The group is made up of repre

sentatives from 20 performing groups and individuals from eight district~ of Uganda. IATM

Uganda blames the high rate of corruption in the countty on general ignorance of the laws and 

constitution of Uganda. Politicians have avoided disseminating these laws for fear of being 

challenged when they misuse them. The artists see their role in publicising the constitution and 

laws in a way that can be understood by all citizens, making them aware of their rights and the 

responsibilities of the state and politicians, and leading to the development of a culture of 

accountability. IATM-Uganda calls for politicians to regularly meet their constituents and 

include them in discussions about development in a language they can understand. Outreach 

programmes targeting 1000 performing artists are planned in addition to workplace visits and 

public demonstrations on matters of national and regional concern. Kampala News (Uganda), 4 March 1999 

United Kingdom: . 
Caribbean Islands urged to combat money laundering 

Some of the UK's last colonial outposts will be required to take fresh action to combat 

money laundering. AUK government policy paper will make clear the UK retains the option 

of imposing legislation to improve human rights and the regulation of offshore financial 

seJVices. However, the government is hoping the territories will implement the measures 

voluntarily through their assemblies. The Caribbean Islands, led by the Cayman and the 

British Virgin Islands, have a significant financial services sector that in the past was blight

ed by money laundering, though first steps have been taken to remedy the problem. The 

Cayman Islands last year removed a fiscal exemption clause from its anti-money laundering 

legislation. "Investors are more likely to put their money in jurisdictions which are dean", a 

UK official said. "Many of the overseas territories have been pursuing this agenda already. 

But the financial services industry is not static." Financial Times, 5 March 1999 

United Kingdom: 
Clampdown on corporate party funding 

Company directors who give their firm's money to political parties without telling their 

shareholders will risk having to pay it back from their own pockets. This proposal by the UK 

Trade an_d Industry Secretary will hit the already depleted finances of the Conservative Party, 

which has always relied heavily on company donations. Any board of directors wishing to 

make political donations will have to obtain permission at least every four years at a share

holders' annual meeting. In the rare cases where directors have voluntarily consulted share

holders in the past, as many as 48 OJo have voted against. It will also be illegal to draw up its 

articles of association to bypass this obligation. The same rules will apply to sponsorship, 

low-interest loans and payments in kind. The Secretary sees the measure as an important 

part of the campaign against sleaze and secrecy. The Observer, 21 March 1999 

Venezuela: 
Chavez seeks sweeping powers to combat corruption 

The Venezuelan Congress has granted President Hugo Chilvez far-reaching powers to imple

ment emergency reform measures in an attempt to deal with the country's profound econom

ic problems. The government will now be able to reform legislation to help it tackle the 

country's corrupt and inefficient customs, where it says $5bn in taxes are evaded yearly. The 

customs reform would introduce stricter regulations as well as an automated inspection of 

goods. Mr. Chilvez also secured popular support plans to convene a constituent assembly to 

redraw the country's political map by drafting a new constitution. The President says that his 

new assembly would, among other things, depoliticise the judiciary, eliminate corruption, 

and strengthen democracy by promoting popular participation. The country's political parties 

are widely accused of corruption and mismanagement during their 40 years in power, lead

ing to increasing poverty and the collapse of basic public services. Mr. Chcivez had also 

launched an overhaul of the national security force just one week after assuming the presi

dency, in an early effort to fulfil his campaign pledge of ending corruption and wasteful 

East African Business News Headlines Serv/(:e, 22/27 April, 1999 spending in public institutions. Financial Times, 9 February/29 March/27 April1999 
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Recent Reforms I Corruption Reports 

Corruption Reports 
A sample of corruption cases from around the world 

~Africa 

Burkina Faso: 
Editor of critical 
weekly murdered 

The independent commission investigating 
the December murder of the popular jour
nalist Norbert Zongo, named members of 
the presidential guard as suspects in its re
port to the Prime Minister on 7 May 1999. 
The commission found that Zongo "was 
murdered for purely political reasons 

-, 
I 

.__ 

Antigua: 
UK banks warned 

over dealings 
with Antigua 

The British government has warned UK 
banks to be on their guard when dealing 
with Antiguan financial institutions. 
Despite recent efforts to improve their 
financial systems, Antigua remains, along 
with the Seychelles 

because he was committed to the practice of and Austria, one of 
investigative journalism and had committed 
himself and his newspaper to fighting for 
the respect of human rights and justice and 
against mismanagement of the public good 
and impunity". In the last months preceding 
his death, Norbert Zongo had denounced the 
country's current state of corruption, specif
ically implicating the President's entourage. 
Shortly before his death, Norbert Zongo had 
also demanded that legal action be taken 
against Fram;;ois Compaore, the President's 
brother, following the mysterious disappear
ance and death of his driver, David Oued
raogo. Since the creation of"L'indepen
dant", Norbert Zongo had received numer-

the few countries 
where UK and US 
authorities have 
issued a warning. 
UK banks are 
encouraged to report 
any suspicious 
transactions involv
ing Antiguan insti
tutions to the 
National Criminal 
Intelligence Service, 
especially large or 
unusual movements 
for which there is no 

ous death threats. Le Monde, 4 May !999, obvious economic 
UN Integrated R~gional News Network-West Africa, !O Moy 1999 purpose. The 

Caribbean island has 
Cameroon: announced an over-

Government dismantles haul of its banking supervision board and 
corrupt officials' network intends to improve its money laundering 

140 people, including prominent public legislation. Finoncio!Timn, !9April1999 

officials, have been convicted of fraud in a 
growing scandal of tax stamps falsifica
tion. Such stamps are used in Cameroon as 
proof of payment for certain administrative 
fees. The involvement of some civil ser-
vants was needed by the counterfeiters in 
order to sell the genuine stamps on the 
street. The Ministry of Finance together 
with the Defence Ministry have undertaken 
a co-ordinated effort to end the fraud 
which seems to have grown in financial 
and geographical proportions. 

L'onecdote, 18 March 1999 
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Honduras: 
"Corrupt" Attorney-Genera I 

elected 
The "Foro Ciudadano" which draws approxi
mately 30 organisations from Honduran civil 
society condemned the election of Ray 
Medina as the new Attorney General. The 
National Congress elected Mr. Medina last 
week although he was accused of fraud in the 
courts regarding his commitment to with
draw the proceedings against several public 
officials who are members of the National 
and the Liberal parties. The appointment of 
the new Atto~ey General is seen as worsen
ing the crisis of corruption and impunity in 

Honduras, remarked Foro Ciudadano in a 
public statement. They further said that "the 
political class of both majority parties is 
responsible for the loss of prestige of our 
country when we have been placed as the 
third most corrupt country in the world". Ray 
Medina replaces Edmundo Orellana Mercado, 
who admitted that he had not been able to 
achieve one of his objectives during his 
office, that of overcoming the impunity some 
former corrupt officials from previous gov
ernments still enjoy. Foro Ciudadano 
describes Medina's election as "embarrassing" 
considering that the public functions in the 
Attorney General's office are being distrib
uted according to a political deal between the 
two traditional political parties. 

Notimex {Mexico}, 8 March !999 

Corruption Matters, February 1999 

Panama: 
Public opinion divided by 

road link 
High level protests have taken place 
nationally and abroad over the speed with 
which the $222m Corrector Sur motmway 
which skirts the pacific shoreline, has been 
approved and built. The superhighway has 
gone ahead before all the impact studies 
are ready and will have critical conse
quences for the marine and urban environ
ments, say critics. It is a toll highway built 
by Mexican enterprise ICA through a 
build-operate-transfer scheme. The high
way is the cover for a large real estate 
business, says Felix Wing·Solis, of 
Panama's Foundation for the Development 
of Civil Liberties, Tl's national chapter. ICA 
has been granted 29,500 sq metres forming 

' 

J 



the Punta Pacifica project, which includes 
expensive condominiums, resorts, marinas 
and malls. At least US$184m of the 
US$222m cost is already guaranteed 
through property sales. Mr. Solis says the 
final figure could be much more, given a 
~inimum real market value of $700 per 
square metre. "If the government had sold 
this land they could have built the highway 
themselves," he declares. Another critic, 
Juan Manuel Handal of Panama City, 
questions the way the payment was made, 
which he said meant that the state was 
giving away no less than US$500m. 

Uoyd's List (United Kingdom), 3 Morch 1999 

Peru: 
Minister dismissed for 
denouncing corruption 

President Fujimori sacked Industry and 
Trade Minister Jorge Mufarech after he 
denounced a web of corruption and embez
zlement in the supposedly efficient customs 
service, Sunad, which involved at least one 
person close to the President's inner circle: 
Sunad Chief Carmen Higgaona. Mufarech, 
one of five ministers dismissed, was 
accused by Fujimori of failing to substanti
ate his charges. Despite this, the President 
was also obliged to accept the resignation 
of Higgaona, and to issue a pledge that 
Mufarech's accusations would not be 
hushed up. The fight against corruption has 
been one ofFujimori's principal pledges 
since he came to office in 1990, and crack
ing down on smuggling was supposed to be 
one of the government's main aims this 
year. Mufarech was appointed chairman of 
a government taskforce on the subject but 
his accusations caused such uproar in the 
cabinet and congress after he went public 
with them on 21 March that the adminis
tration was virtually paralysed for weeks on 
end. Lotin Americon Weekly Report, 21 Apri/1999 

United States: 
Holbrooke suspected of 

breach of business ethics 
The designation of Richard Holbrooke, US 
Special Envoy to the Balkans, has been 
delayed due to accusations regarding a 
breach of code of conduct. Holbrooke is sus
pected of having received large amounts of 
money from Siemens and Stanford 
University for speeches on the Balkan situa
tion, while serving as US Special Envoy for 
the region at the same time. 

Siiddeutsche Zeitung (Germany), 23 April 1999 

Corruption Reports 
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Cambodia: 
UNHCR report 

on corrupt legal system 

., 
' 

Cambodia'sjudicial system is in desperate 
need of overhaul, according to a report by 
the UN High Commissioner for Human 
Rights (UNHCHR). The report said 
Cambodia's legal system was run by .. cor
rupt, incompetent and inefficient judges, 
prosecutors and court clerks ... Low salaries 
helped foster corruption, said Thomas 
Hammarberg, the UN human rights envoy 
to Cambodia. Hammarberg said that "the 
long lasting effects of the Khmer Rouge 
period had been underestimated." Almost 
all lawyers in the country have been mur
dered and today the overwhelming majority 
of judges have had no legal training at all. 
He noted that the UN, Japan and Australia 
support a programme for training judicial 
officials. Hammarberg cited evidence of 
politically linked deaths or disappearances 
of more than 130 people over the past two 
years, but said he had "the distinct impres
sion that serious investigations ... have 
been blocked by powerful elements within 
the police and the military". 

UN Newswire, 26 April 1999 

China: 
Police detain 

teenager for critical article 
Police in eastern China have detained 19-
year- old Wang Yingzheng, who is sus
pected of attempting to "overthrow state 
power" after he wrote an article condemn
ing rampant official corruption. "Many 
Chinese are discontented with the govern
ment's inability to quash conuption. This 
is largely due to a lack of opposition par
ties in China and a lack of press freedom," 
Wang, a native of Xuzhou, Jiangsu 
province, reportedly wrote in his leaflet. He 
was detained in the central city of Wuhan 
last year after speaking with prominent 
dissident Qin Yongmin, who was given a 
heavy prison sentence in December. Wang, 
who had just graduated from high school, 

will probably be formally arrested within 
the next 48 hours. Inside Chino Todoy, 29 Morch 1999 

Iran: 
Corruption charges 
as political weapon 

On 29 April 1999, an Iranian court sentenced 
the former Mayor of Teheran, Gholamhossein 
Karbastchi, to a two-year prison term on 
charges of embezzling public funds. The 
court also fined him the equivalent of 
900,000 DM and barred him from holding 
any public office for 10 years. The conviction 
of the popular former mayor and close asso
ciate of reform-minded President Chatami is 
viewed as a new round in the power struggle 
between moderates and conservatives in Iran. 
Supporters of President Chatami consider the 
charges against Karbastchi unfounded and 
merely an opportunity for the outspoken 
conservative judiciary to flex its muscles. The 
court rejected an appeal by Karbastchi, leav
ing him with seven days to report to the judi
ciary in order to commence his prison term. 
Meanwhile, more than two-dozen city 
employees and district mayors of Teheran 
have· filed complaints that they were arrested 
and tortured by the security forces in connec
tion with the investigations against 
Karbastchi. The chief of the security police, 
Gholamresa Naghdi, is now facing trial in 
Teheran. Siiddeutscheleitung (Germany), 7 Moy 1999 

Israel: 
Forgotten nuclear 

w1listleblower 
At the Hague Peace Conference, an appeal 
was made for people to write to Mordechai 
Vanunu (c/o- Shikma Prison, Ashkelon, 
Israel}, the whistleblower who served peace 
by drawing attention to Israel's nuclear pro
gramme. He has been in solitary confine
ment for 11 years after being kidnapped 
from Italy. 

T ronspo~ncy lnternutianul 

Pakistan: 
Prominent newspaper 

editor arrested 
The Lahore authorities have arrested a 
prominent newspaper editor in a midnight 
raid on his house. Najam Sethi, the owner
editor of the weekly newspaper Friday 
Times, has been a prominent critic of the 
government, mainly on the issue of corrup
tion. Mr. Sethi's wife said the plain-clothes 
policemen broke into their house in the mid
dle of the night and asked the editor to 
accompany them. When Mr. Sethi demanded 
an arrest warrant they first beat him up and 
then led him away at gunpoint. Officials 
now say he is being held by the Pakistani 

Tl Newsletter June 1999 9 



intelligence agency, the ISI, and will be 
charged with anti-state activities for a recent 
speech he gave in India. Mr. Sethi's support
ers believe he was detained because of a 
recent series of articles - and a BBC inter
view he gave - exposing government conup
tion. The Lahore High Court has disinissed a 
demand by Mr. Sethi's lawyers that he be 
produced in court, saying he was under mili
tary intelligence and so outside the court's 
jurisdiction. TI Chairman Peter Eigen has 
written to Prime Minister Nawaz Sharif on 
Mr. Sethi's behalf. BBC World Service, 12 May 1999 

Philippines: 
Graft court asked 

to pay out Marcos millions 
The widow of dictator Ferdinand Marcos has 
asked the Philippines anti-graft court to 
release US$150m from the US$590m held in 
his Swiss bank accounts to compensate vic
tims of human rights abuses which occurred 
under her husband's strongman rule, "in the 
interest of peace, reconciliation and unity". 
However, the court has ruled that the 
government and the Marcos family must 
first show the basis for waiving their claims 
to the money before it can be transferred to 
the 9,359 Filipinos who won a class action 
lawsuit in Hawaii brought against the 
Marcos estate. Irish Independent (Ireland), 7 May 1999 

Philippines: 
Corruption takes toll 

on students 
Filipino students are suffering from 
decades of corruption in the Philippines' 
educational system, which has produced 
thousands of bad textbooks, a congress
man has said. Rep. Ernesto Herrera (Bohol} 
said billions of pesos intended for the pur
chase of quality textbooks have disap
peared into the pockets of influence ped
dlers, lobbyists and other government 
officials in the form of commissions. "The 
40 O/o commission that was reported to be 
the standard amount given to these lobby
ists and government officials could have 
gone a long way in providing better quali
ty and more plentiful reading and learning 
materials for our students," he said. He said 
this situation has "greatly contributed to 
the shameful textbook per student ratio of 
the country." The ideal ratio is one text
book per student. "But what we have now 
is a ridiculous 1:15 ratio due to widespread 
corruption in the education bureaucracy". 

Asian News, 25 March 1999 
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South Korea: 
Siemens manager charged 

with corruption 
The Korean public prosecutor Mr. Lim An 
Sik has confirmed reports that the prosecut
ing attorney's office in Seoul is investigat
ing the vice president of the South Korean 
Siemens General Medical on corruption 
charges. The suspect who is currently in 
hiding has allegedly bribed a number of 
hospitals in r~turn for major contracts to 
supply medical equipment worth millions of 
Deutsch Marks. According to Mr. Lim, the 
prosecuting attorney's office has evidence 
that bribes were paid to professors and staff 
of university hospitals. The exact scope and 
number of people involved, however, could 
only be determined once the manager is 
taken into custody and questioned. Mean
while, a spokesman for Siemens in Germany 
acknowledged the ongoing investigations, 
but denied claims that the management had 
any information on the whereabouts of their 
fugitive vice-president. Siemens, referring to 
its own code of conduct, stressed that if 
found guilty, the manager would also face 
internal disciplinary action which could 
even entail a subsequent dismissal. 

Berliner Zeitung (Germany), 2 March 1999 

~Europe 

Croatia: 
Bank failure linked 

to Tudjman cronyism 
The recent bankruptcy of the Komercijalna 
Banka is the result of Director Josip Soic's 
giving or lending the bank's money to indi
viduals, charities, and other institutions 
linked to President Franjo Tudjman, his 
family, and the governing Croatian 
Democratic Community, AP reported on 
6 May.lnjust one case, nearly US$250,000 
went to a charity run by Ankica Tudjman, 
the president's wife. Unnamed persons pro
vided the independent weeklies "Globus" 
and .. Nacional" with copies of incriminating 
bank files. Thousands of depositors have 
been unable to withdraw their money since 
the bank declared bankruptcy. It is unclear 
whether the state will reimburse them for 
any losses. A Zagreb court has launched a 
criminal investigation against Soic's son, 
who was a bank executive. Director Soic is 
currently in a mental hospital, but it is 

unclear whether he is genuinely ill or not. 
Meanwhile, a Zagreb court has also indicted 
Ankica Lepej and three former colleagues at 
Zagrebacka Banka for leaking confidential 
bank documents to the independent daily 
"Jutarnji list" in 1998. The court also indict
ed the journalist who wrote the resulting 
article about details of Ankica Tudjman's 
undisclosed bank accounts. 

Radio Free Europe/Radia Liberty, 6 May 1999 

Germany: 
Corruption In ranks of GTZ 

The German development organisation 
Deutsche Gesellschaft fiir Technische 
Zusammenarbeit (GTZ) has rejected criti
cism that insufficient internal controls 
have fostered corruption within its own 
ranks. The controversy was sparked by the 
recent conviction of a former GTZ employ
ee who was sentenced to six years in 
prison for bribe-taking. In his verdict, the 
judge blamed the GTZ for failing to imple
ment an effective control scheme that 
would discourage employees from illegal 
activities. In this particular case, the judge 
continued, the management also failed to 
notice the luxurious lifestyle of their 
employee. The GTZ management in turn 
objected to the judge's viewpoint, claiming 
that this corruption case occurred not due 
to, but despite the organisation's checks 
which were in place. The management, 
however, conceded that everyone at GTZ 
had not paid enough attention to the prob
lem of corruption. Corruption was for a 
long time generally seen as an external 
rather than an internal problem. As a con
sequence, the manager of GTZ, Mr. Dieke, 
announced that internal controls would be 
intensified and additional auditors hired to 
check on projects and related transactions 
more frequently. 

Frankfurter Allgemein~ leitung (Germany), 27 March 1999 

Germany: 
Unheard-of practices 

with hearing aids 
German health insurance companies have 
criticised dubious business practices in the 
field of hearing aids. Despite growing pres
sure on the health sector to cut or at least 
limit costs, one branch - the supply of hear
ing aids - has managed to flourish almost 
unimpeded. The association of health insur
ance companies attributes this fact to ques
tionable sales practices. Hearing aid special
ists allegedly pay up to 250 DM to doctors 



.. 

in order to have their patients referred to 

them. Even the introduction in 1990 of 
fixed reimbursement schemes for hearing 

aids as well as competition from direct mail 
have not hindered the community of estab
lished specialists. Patients who have to 

cover any costs exceeding the fixed reim

bursement schemes are simply charged 
more. Direct mail offers have posed a new 

threat to the business since they allow the 
patient to bypass the specialist by going 

directly to the doctor who does the fitting 
for up to 250 DM. Specialists in Hamburg 

have now come up with a dubious quality 
control system, intended to provide doctors 
with the same financial benefit for less 
work. In order to cash the same amount of 
money, they only have to fill out two forms 
and can leave the fitting job up to the hear

ing aid specialists. 
Siiddeutsche Zeitung (Germany), 27 Apri/1999 

Ireland: 
Politician "endangered 

investigative journalist" 
A journalist who broke a story has claimed 

that his life was endangered by allegations 
linking him to republican paramilitaries. The 

journalist's investigations sparked an inquiry 
into claims of corruption in planning (with 

developers paying bribes to politicians). It 
was alleged during the inquiry that govern

ment minister Dermot Ahem had allegedly 

Corruption Reports 

called the journalist, Frank Connolly, a "dan
gerous b ......... and suggested that he was a 

member of either the Irish National 
Liberation Army or its political wing, the 
Irish Republican Socialist Party, both of 

which the journalist denies. Ahern denies 
making the statement. Irish News (Ireland), 7 May 1999 

Latvia: 
Parliament votes against 

revealing income 
On 4 March, the parliament voted against a 
proposal by the opposition People's Party 

.... -... 
The Baltic Times, I October 1998 

that would have guaranteed public access to 
information on all types of income of state 
and local government officials, "Diena" 
reported. The vote was 2 to 35 with 49 
abstentions. Under current legislation, 

deputies are required to submit declarations 
on their assets once a year; these declara

tions are then made available to the public. 
Radio Fm~ Europe/Radjo Liberty, 5 March 1999 

Russia: 
Customs chief sacked 

Prime Minister Primakov signed a decree on 

13 March relieving State Customs Chief 
Valerii Dragonov of his post, official news 

agency ITAR-TASS reported. Dragonov told 
Russian Public Television that he saw "no 

clear reasons" for his dismissal. But Russian 

newspapers offered plenty of explanations. 
According to "Segodnya," Dragonov was 

dismissed as a distraction from corruption 

accusations lodged against other cabinet 
officials, while "Kommersant-Daily" sug

gested that Primakov dismissed Dragonov to 
indicate that he recognises that the problem 
of corruption exists in his government and 

that he is doing something about it. 

Radio Free Euro~/Radio Liberty, 15 March 1999 

United Kingdom: 
GEC payments in arms deal 

revealed 
UK Senior MPs have called for an official 
investigation into the Aitken-Ayas arms 

deals affair. It emerged that US arms giant 
GEC, which made secret arrangements to 
pay commissions into a Swiss bank, con

firmed that it had agreed to sign a further 

deal relating to Poland only last year. It was 
to pay 10 Ofo of the value of possible howitzer 
sales to an account controlled by John 
Aitken's solicitor. Menzies Campbell, the 

Liberal Democrats' defence spokesperson, 
said: "As these details have emerged, they 

show just how murky the business of arms 
sales really is. A government with a commit

ment to a foreign policy with an ethical 
dimension should surely be concerned to 

ensure that there is no repetition of this kind 
of thing." GEC refused to disclose who was 

intended to benefit from the most recent 

Polish deal. They confirmed that any money 
was to be paid into an account belonging to 
the solicitors' client who acted for Aitken 

under the name of two anonymous offshore 
companies. Aitken's lawyers made no 
attempt to deny the disclosures. 

The Guardian (United Kingdom}, 6 March 1999 

United Kingdom: 
Minister orders GM 
watchdog clearout 

Ten members of the UK 13-strong advisory 
committee which grants licences for geneti
cally modified (GM) crops are to be replaced 
with "independent" members not linked 

with the biotech industry. The move by the 
Environment Minister comes after criticism 
from Friends of the Earth and local govern

ment associations which say that ID mem

bers of the Committee are either directly 
employed by, or receive funding for research 

or other work from the companies which 
want to market GM crops. Consequently, the 

public did not have full confidence in the 
existing committee, which has granted all 

60 applications that have been brought 

before it. The Guardian (United Kingdom), 12 April 1999 
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The Benin government has informed TI of its plans to introduce a "Code d'ethique et de 
moralisation des marches publics", which would provide the framework for introduction of 
the integrity pact in Benin government procurement. 

Transparency Colombia is embarking on an ambitious programme introducing the TI
lntegrity Pact into major projects in Colombia. Thanks to the Presidential Programme 
against Corruption which had officially included the application ofTI-IPs into its strategy, 
political commitment at the highest levels is very strong. Professional organisations, univer
sities, TI Colombia and other NGOs are exploring ways of co-operating. At a working meet
ing, the Ministry of Transportation and the Instituto Nacional de Vias agreed with TI 
Colombia to introduce the TI-IP concept in the bidding process for the concession of a 
major road work. This project, which will connect Bogota with the Pacific port 
Buenaventura, is calculated to cost US$1.0bn and will be of crucial importance for 
Colombia's economy and relations with Venezuela. This project is a particularly good 
opportunity for the TI-IP to be applied as it starts from scratch, so that the entire process 
from the design of the bidd~ng documents, pre-qualifications, adjudication, implementation 
and maintenance will be subject to the monitoring process. 

TI Fiji has become the newest member of the TI-family. The chapter was launched on 
9 March in a meeting addressed by the Hon. Berenado Vunibobo, Minister for Foreign 
Affairs and External Trade. The first Annual General Meeting was held on March 30, 
electing Mr. Ikbal Jannif to become chairman. The new chapter plans to hold an Integrity 
Symposium soon. 

TRANSPARENCY 
INTERNATIONAL 
FIJI 
LIMITED 

i 

.I 

Fiji Foreign Minister Mr. Berenado Vunibobo (left} and Tl Fiji Chairman Mr. lkbal Jannif 

Peter Eigen and Sara Morante visited Athens from 19 to 21 April on the invitation of Mrs. 
Virginia Tsouderos, Chairperson ofTI Greece. Mrs. Tsouderos and Board members ofTI 
Greece organised an intensive programme for the visit, which included several me~tings 
with government officials, private sector representatives and the press. The occasion of the 
dinner offered by Mr. Agrapides, Mayor ofPiraeus, provided Peter Eigen with an opportuni
ty to meet several representatives of the private sector and discuss their priorities in tackling 
corruption. At the same time, Mr. Agrapides manifested his firm interest in undertaking a 
possible integrity programme within the Administration of Piraeus with TI support. 
Peter Eigen was received by the President of the Hellenic Republic, Mr. Konstandinos 
Stephanopoulos, and met with the Parliament Speaker, and members of the Special 
Parliamentary Transparency Commission. The national and regional press broadly, covered 
the visit. The talk show in which Mrs. Tsouderos and Peter Eigen took part was so successful 
that it was repeated due to numerous audience requests. 
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' "The search is finally over, in the Indian 

state of Punjab, for the most honest local 
government officer. After 18 months, 
state officials announced that the winner 
is ... no one. In a related kleptocratic item, 
Albania's new tax statistics reveal that the 
35th largest contributor to the national 
coffers was a pizza parlor." 

Thr Independent (Unitf:d Kingdom), 4 May 1999 · 

Daniel Ritchie, TI Senior Advisor and Karen 
Hussmann visited Tegucigalpa, Honduras, 
from April 25-28 to meet Archbishop Oscar 
Rodriguez, presiding over Transparencia 
Honduras and to also meet civil society 
groups, the private sector and governmen
tal. A number of umbrella organisations 
showed interest in co-operating with TI, as 
well as the Ombudsman's office and several 
groups of business people. One, "Oficina de 
Transparencia Municipal" ofTegucigalpa is 
acting as an independent committee which 
oversees public sector performance, a con
cept which it wants to introduce to other 
municipalities in the country. In a meeting 
with the cabinet of reconstruction after 
Mitch, the need for transparency and 
accountability regarding future credits and 
investments was stressed. 

The Indonesia Anti-Corruption Forum 
organised a one-day seminar in eo-opera-

. tion with 11 and the Australia Indonesia 
Institute. Peter Rooke and Michael Wiehen 
participated as international resource per
sons at the seminar. The seminar was suc
cessful in promoting interactive discussions 
among representatives of the various sectors 
to identify the problems and challenges in 
combating corruption. It achieved its pur
pose in encouraging the business communi
ty to support effective :anti-corruption mea
sures alongside civil society (represented by 
the Forum) and government in the post
election period. The seminar attracted some 
good press coverage in both the Indonesian 
and English Language press. 

Miguel Schloss of the TI Secretariat, visited 
Madagascar in March, to support the forma
tion process of a Chapter in Antananarivo. 
Numerous meetings were held with high 
ranking public officials, including the Prime 
Minister and the President of the National 
Assembly, representatives from the civil 
society and major donors, in order to assess 



how prepared of the country is to embark on 

a major anti-corruption programme. The 
Chapter in Formation consists at the moment 

of a core group of four people, headed by 
Mrs. Rakotondramboa, formerly working with 

one of the largest civil society organisations. 

A capacity-building workshop forTI 
National Chapters, chapters in formation 
and contacts from Eastern and Southern 

Africa was held in Lilongwe, Malawi from 
the 26 - 28 April. Delegates exchanged 
experiences on problems and successes 
encountered in establishing and running a 

11 National Chapter. The workshop was ably 
facilitated by Richard Holloway of PACT- a 
Washington-based organisation specialising 
in NGO training. He has produced a Hand

book with guidelines on establishing and 
maintaining a competent and effective 11 
chapter, which is intended for distribution 

after adaptation to tailor its contents more 

specifically to the evolving needs ofTI 
Chapters. This was an important step in 
efforts by TI to strengthen national chapters 

to enable them to t.ake advantage of the pre
sent favourable international climate for 
anti-corruption initiatives. The organisatio

nal training is funded by the MacArthur 
Foundation. A second capacity-building work
shop for chapters in North and West Africa 

with representatives from the Caribbean, 
will take place in Accra, Ghana, on 14-16 

June. The Centre for Democracy and 
Development will be hosting the meeting. 

Tunku Abdul Aziz, who heads TI Malaysia, 
held a well-received speech on corporate 
governance at the Fourth Chief Financial 
Officers Asia-Pacific Roundtable. The meet

ing that took place in Bangkok in March 
focused on managing risks for Asia's post
crisis environment. While the issue of cor
ruption in Asia has attracted much atten
tion, the leading rhetoric on this has come 

mostly from European and U.S. "experts" 
and policy-makers. Mr. Aziz' speech, stress

ing. transparency and accountability as key 
factors in the region's economic recovery, 
was an opportunity for a broad internation

al audience to hear the Asian viewpoint. It is 

available from the TI Secretariat in Berlin. 

11 Nepal has signed an agreement with 

Bhaktapur Municipality to establish a local 
"Island of Integrity". This is the first city in 

Asia which has agreed to work toward a 
holistic system of integrity in close co-oper-

Tl Country Activities 

Tl Benin: In memory of Monseigneur de Souza 
Monseigneur Jsidore de Souza, archbishop of Cotonou, President ofTI-Benin, died of a 
heart attack on 13 March. Mgr de Souza played a leading role in the beginning of the 
1990s in the democratisation process of the country. During the transition period, he 
headed the National Conference, the High Council of the Republic, the Parliament of 
transition, and then, up to 1993, he presided over the provisional Constitutional Court. 

In Benin, he is often referred to as the "father of regained freedom". He was highly 
respected, very influential and unanimously acknowledged as a person of great integri

ty. He was indefatigable in defending the values and principles he believed in. TI was 
proud and honoured to count him amongst the leading figures of the anti-corruption 

movement. This is a great loss for both Benin and TI. 

ation with a 11 Chapter. Bhaktapur is an ideal setting for such a precedence case, since it is 
an old medieval city of immeasurable cultural and artistic value (protected by UNESCO]. TI 

Nepal has also seen some changes among its office holders, and we wish to welcome those 
new to the chapter: Mr. Shreebhadra Sharma for President; Mr. Ramesh Nath Dhungel for 

Vice-President and Mr. Aditya Man Shrestha for Secretary-General. 

Tl Nigeria is working to promote the refining and strengthening of the capacity of the 
Federal and State Auditor-General's Offices, the Public Complaints Commission and the Code 
of Conduct Bureau. In the lead-up to the transition to democratic civilian government, 11 

Nigeria members have participated in a range of discussions at home and abroad on the 
prospects for a successful transition. On 24 March 1999 H~a Bilikisu Yusuf, member of the 

National Executive Council ofTI Nigeria, was a guest speaker at a discussion forum in Berlin 
organised by the Friedrich Ebert Stiftung on the subject of the transition to democracy. 
During her visit, she took the opportunity to meet with Tl Chairman Peter Eigen at the 11 

Secretariat, accompanied by other Nigerian civil society leaders including Ayo Obe, President 
of the Civil Liberties Organisation. On a visit to the UK in April 1999, 11 Chairman lshola 
Williams met with TI Executive Director Jeremy Pope and Tl Senior Adviser Neville Linton. 

Transparency Paraguay has expressed its hope that it can play a more active role in address

ing corruption, following the country's recent constitutional crisis. Civil society groups had 
played a key role in ensuring that the end of the crisis also meant a fresh start for democracy 

in the country. For the first time in 53 years, the opposition is included in a new coalition 
government. Tl Paraguay iS initiating contacts with all groups represented in the new 
government and also hopes to meet the new President, Luis Gonzalez Macchi, soon. 

TI South Africa was instrumental in convening a National Anti-Corruption Summit in South 
Africa on April 14 - 15, 1999 with the aim of launching a comprehensive anti-corruption 
strategy. Participants adopted a resolutiOn committing themselves to developing a culture of 

zero tolerance of corruption and to visibly supporting and subscribing to the national integrity 
strategy. Instead of a simple, centralised management structure to take the summit further, it 
was agreed to respect South Africa's specific history and culture of involving "multi-sectoral 
participation and consultation". A national anti-corruption strategy should not only address 

the public sector; a holistic, cross-sectoral approach was chosen. 11 South Africa is well placed 
to act as a post-summit facility for civil society in dealing with corruption. 

TI South Africa held its AGM on 29 April 1999. Present were, among others, government 

anti-corruption ~gencies and private sector representatives. A new Board was elected with 

Vusi Mavuso, Commissioner for Gauteng Province of the National Public Service 
Commission, continuing as Chairperson. 11 South Africa looked back on a year in which 

corruption was firmly established on the national agenda and in public discourse with the 

establishment of a National Anti-Corruption Initiative by government. TI South Africa has 

also set itself the task of enhancing interaction between key actors who are conducting in
depth research and compiling information on a number of corruption-related indices in an 

expert forum, the Research and Monitoring Group. The group collates the Annual 
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Corruption and Good Governance Profile for South Africa and considers that although 

praiseworthy, government initiatives to control corruption should be informed by in-depth 

research on best practices and be independently closely monitored and evaluated. 

In south Asia, parliamentarians and civil society groups have called for independent anti

corruption agencies and greater transparency of government procedures. Participants in the 

seminar, which took place in Dhakar, Bangladesh, in March, came from Bangladesh, India, 

Pakistan, Nepal and Sri Lanka. The focus of the seminar was on how to strengthen parlia

ment and civil society in the political process. A code of conduct for members of parliament 

was also drafted. The seminar was jointly organised by Transparency International 

Bangladesh, the Parliamentary Centre of Canada and the World Bank Institute. 

The Trinidad Et: Tobago Transparency Institute- has a new leadership. The new chairman of 

the chapter now is Mary King, with Diana Clyne serving as the secretary and Dianne Piper

Joseph acting as the treasurer. These changes in the leadership team also mean that the 

Trinidadian Chapter is the first 11 chapter with an all-female executive! 

TI Board member Peter Rooke has visited Vanuatu at the invitation of the Friedrich Ebert 

Stiftung (FES) with a view to briefing people there about 11. After briefings by Hans Esderts 

(FES}, the British High Commissioner Malcolm Hilson, AusAID head Steve Hogg and the 

Ombudsman, Peter Rooke met the Prime Minister who showed interest in 11. The Prime 

Minister said that he would welcome a National Chapter in Vanuatu. Vanuatu has recently 

established a new leadership code, administered by the Ombudsman who hopes to acquire 

delegated power to prosecute breaches. The Comprehensive Reform Programme (CRP) cur

rently being implemented by the Vanuatu government included institutional strengthening 

in the prosecution and judicial sectors as well as an auditor-general. 

Tl Internal 

Olusegun Obasanjo has formally resigned his Chairmanship of the Advisory Council of 

Transparency International, following his election as Nigeria's new civilian President. In a 

farewell address to 11, General Obasanjo called his involvement with TI .. a great and wonderful 

opportunity to assist in fashioning an enduring framework for tackling the scourge of conup

tion". He also expressed his confidence that TI Secretariat, 11 Nigeria and the Federal Govern

ment of Nigeria could work together in fashioning a sustainable mechanism for promoting 

integrity in government activities and a culture of openness, transparency and accountability. 

Obasanjo's successor as President of the Advisory Board will be Kamal Hossain who recently 

resigned from the 11 Board of Directors. Hossain is a former member of parliament in 

Bangladesh and Chairman of the Bangladesh Legal Aid Et Services Trust. 11 Board Member 

Tunku Abdul Aziz was elected TI Vice Chairman to follow Kamal Hossain in this position. 

The Max-Schmidheiny Foundation based at the University of St Gall en in Switzerland has 

awarded TI its prestigious Freedom Award, a prize to the value of SF200,000. The prize was 

shared between 11 and the Economist magazine. By awarding 11 the prize, the Max

Schmidheiny Foundation recognises the efforts of Transparency International to successful

ly place the fight against conuption on the agendas of governments, international organisa

tions and private enterprises throughout the world. 11 Chairman Peter Eigen received the 

prize on behalf of11 at a ceremony in St Gall en on 31 May. 

The TI Board of Directors, at its meeting held in Berlin on March 21-22, endorsed two impor

tant proposals. The first is that special emphasis be placed on building the capacity of nation

al chapters. The second is that senior management resources be re-distributed in such a way 

as to achieve maximum utilization of the available knowledge, experience, and expertise. 

Accordingly, the London office ofTI will be expanded to enable it to focus more comprehen-
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uwhat ridiculous accusations! 
Completely false! My son has never used 

any connections to obtain an import 
licence. I gave it to him." 

Entwicklung und Zusommenarbeit (Germany), March 1993 

sively on developing new tools and instru

ments to strengthen national and interna

tional integrity systems. Nihal Jayawickrama 
will move from Berlin to London, and Margit 

van Ham, who has been with TI almost from 

its inception, will take over responsibility for 

Asia at the level of senior management. 

A new Corporate Design Manual for 

National Chapters is now available from the 

TI Secretariat in Berlin. The main purpose of 

the new Corporate Design Manual is to pro

vide a framework for a coherent public 

image that is so important in tOday's world 

of mass communication, while at the same 

time leaving ample room for the diversity 

and multi-faceted character of our move

ment. Accordingly, its key function is one of 

assisting and guiding National Chapters in 

the application of our corporate design and 

in the production of print publications. 

What is definitely not intended with the 

manual is to introduce any mandatory 

requirements on how National Chapter's 

publications should look. The new manual is 

available in English, French and Spanish 

from the 11 Secretariat in Berlin. 

Our Algerian contact, Mr. Djillali Hadjadj, 

visited 11 Secretariat for the second time on 

16 March 1999 and held consultations with 

Miguel Schloss and Arwa Hassan. The key 

objectives of the visit were to learn more 

about the TI movement in generai and the 

work of the Secretariat in particular, and to 

establish a base for further cooperation. Mr 
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Hadjadj is gathering a group of about 12 
people together, made up of magistrates, 

journalists, lawyers, businessmen and trade 

union officials. The whole group is very 

much pro-democracy and are working on 
becoming registered in Algeria as an 
Algerian society. 

Daniel Ritchie and Karen Hussmann visited 

Costa Rica on 2:9 and 30 April in order to 

meet with the chapter in formation, 

Advisory Council Member Oscar Arias, a 

number of NGOs and CONAMAJ (Comisi6n 
Nacional para el Mejoramiento de la Justicia). 

Transparencia Costa Rica is presently co

operating with the Observatorio de Desarrollo 

in order to develop indicators which allow 

for the monitoring of corruption tendencies 

and for the development of strategies to 

prevent corruption on the basis of these 

findings. CONAMAJ is working on the 

development of anti-corruption workshops. 

The consensus resulting from the meetings 

was that it is crucial to foster more coopera

tion among the different actors and to 

develop an action oriented work programme. 

National Anti-Corruption Week- 7-12 
March - in the Dominican Republic, organ

ised by NGO Acci6n Contra la Corrupci6n in 

conjunction with 11 and USAID was consid

ered to be a great success. The 11 team partic

ipating included Roberto de Michele, Poder · 

Ciudadano, Lina Vega, 11-Panama, Karen 

Hussmann, 11 Secretariat. During the week, 

international experts helped raise awareness 

through numerous speeches at universities, 

Tllnternal 

giving interviews, participation in 1V talk

shows and radio programmes, amongst other 

things. The event was actively and logistical

ly supported by a number of other key NGOs 
in the Dominican Republic who work togeth

er in a coalition of NGOs with Acci6n taking 

the lead. Acci6n is a broad-based group of 

well-reputed personalities formed as a result 

of the invitation of the Corruption Prevention 

Office to carry out independent monitoring 

of its "Promoting Transparency in Public 

Administration" programme and has now 

become completely independent. 

The Spanish edition of the Tl-Source Book is 

now available on the 11 website. A new 

website has also been established for the 

regional TI-LAC network, with links to the 

main 11 website. lbis was co-ordinated by 

the National Chapter in Ecuador, who will 

regularly be updating the pages to reflect 

the outcome of the recent TI-LAC meeting 

in Bogota and other events. The web loca

tion is: http://www.transparency-lac.org 

Two new staff members have recently joined 

the Berlin team: Marie Chene, Programme 

Officer for francophone Africa, studied 

Political and Social Communication and 

Public Health in France. Before joining 11, 
Marie worked for UNICEF Zimbabwe, and 

prior to that for the french foreign ministry. 

Gladwell Otieno, Programme Officer for 

capacity building, studied political science 

and French in the USA and Germany. She has 

worked with several development NGOs in 

Germany, mostly concerning Southern Africa. 

Gender Imbalance in Tl movement 

Within the Tl movement there are considerably more men in leading positions than women. A 
substantive discussion about what this imbalance means for the anti-corruption movement is 

needed. A first informal poll carried out at TI~Secretariat shows that women are under-repre

sented in all areas except in supporting and administrative roles. The results of the poll are: 

International Bodies: 
Board of Directors: 
Advisory Council: 
Active Members: 

Council on Governance Research: 

International Secretariat: 
Management: 
Programme Officers/Archive: 
Support Staff: 

National Chapters: 
Chairpersons: 
Chief Executives/Executive Directors/etc.: 

15.4% women 
12,60/o women 
22,2% women 

8,3% women 

14,30f{} women 
64,3•A> women 
BO,O•Io women 

16,30/o women 
27,9%women 

Letters to the Editor 
Very laudable work you do! But I notice that 

some of your corporate sponsors have a rep

utation for accountability and transparency 

that they should be quite modest about. Also, 

why do you only focus on corruption in the 

government and public sector? Large corpo

rations are not exactly the most transparent 

or most accountable of all organisations, 

especially to stakeholders other than their 

largest shareholders. Surely the MAl and the 
Monsanto affairs have taught us something 

about transparency!? Gautam Sen, Turkey 

Part of the difficulty in encouraging organi

sations to be transparent is that people 

resort to defensive reasoning when they feel 

vulnerable to threat or embarrassment. Until 

they learn how to reason productively it will 

be difficult to develop organisations to real

istically participate in islands of integrity. 

Brian M. Gamble, TCI Technology, Canada 

When it is easier to bribe than to abide by 

the law, it becomes very difficult to abolish 

corruption. The public has to have the cor

rect incentives, educational and economical, 

to stop bribing officials or civil servants. 

Valeria Moy, London School of Economics, 

United Kingdom 

New Books 

Corruption et nemocratie en Algerie, pub

lished by DjillaH Hadjadj,journalist and con

tact for 11 in Algeria, is a book on corruption 

and democracy in the counny. 

Demonstrating an in-depth knowledge of the 

factors at work, Hadjadj provides a detailed 

picture of the current corruption scene in his 

home country. Whether politicians, business

men or religious fundamentalists, he exam

ines the mafia-like structures plaguing the 

entire land. 305 pp., La Dispute (Paris} 

Fighting Bribery: A Corporate Practices 
Manual is a practical manual for company 

managers, proposing strategies when faced 

with demands for extortion or bribes. Con

taining case studies, it explains how compa

nies can apply ICC Rules in such situations 

as well as how to implement the provisions 

of the new OECD convention. 

Available from the International Chamber of 

Commerce, Paris. E-mail: icc@iccwbo.org 
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"Griiezi! Bei welch em Verbrechen diirfen 
wir behilflich sein?" (in German) by Wemer 
Riigemer reflects on the darker sides of 
Switzerland's image as an idyllic, democratic 
and prosperous country. Riigemer analyses 
how Switzerland has served as a logistical 
base for illegal activities in international 
business since World War II. 120 pp., DM20, 
Distel Verlag, ISBN 3-929348-27-6 

Conferences 

Conferences/ New Books 

The Self-Restraining State: Power and 
Accountability in New Democracies by 
Andreas Schedler, Larry Diamond, and Marc 
F. Plattner, describes how the new democra
cies are finding themselves haunted by the 
old demons of dientelism, corruption, arbi
trariness, and the abuse of power. The 
authors argue that democratic governments 
must not only be accountable to the elec
torate, but also subject to inspection and 
monitoring by other public agencies. Issues 

9th INTERNATIONAL ANTI-CORRUPTION CONFERENCE (IACC) 
10-15 October, 1999 
International Conference Centre, Durban, South Africa 
The South African Justice Minister will be host to the 9th !ACC, the first IACC to take 
place in Africa. The Conference organisers expect to bring together over a thousand par
ticipants to network, exchange ideas and take stock of progress made since the Lima 
Declaration made at the 8th IACC in 1997. 

The conference is supported by President Mandela, Deputy President Mbeki and such 
international figures as UN Secretary-General Annan; World Bank President Wolfensohn; 
new UNDP head Malloch-Brown, fanner Tanzanian President Nyerere and new 
Ecuadorian President Mahuad. 

In interactive plenaries and working groups, delegates will discuss developing an 
anti-corruption agenda for 2000 and beyond and sub-themes such as: corr:uption; transi
tion and globalisation; ethics; accountability and good governance and national and 
international best practice with respect to the development of effective integrity systems 
and strategies. 

The programme will allow an international exchange of experiences and ideas 
between public officials, political leaders, the private sector, NGOs, the professions, mem
bers of the judiciary, the media and academics. Anti-corruption agendas at the national, 
regional, continental and international levels will be reviewed with a view to improving 
the effectiveness of strategies. The conclusions of the conference will be captured in a 
comprehensive action plan. For more information please see the Conference website at 
http:/[www.transparency.de/iacc/index.html or contact the Conference Co-ordinator 
{Event Dynamics) at: email:<melanie@eventdynamics.co.za> or fax: 27-11-442 5927 or 
tel. 27-11-442 6111. 

5 - 8 August !999, Chicago, USA 
Society for Business Ethics Annual 
Meeting. For further information contact: 
George Brenkert, e-mail: 
brenkg@gunet.georgetown.edu 

25-29 August 1999, Padua, Italy 
Annual Conference of the SOCIETAS Elli
ICA, "Ethics a Emotions", Contact: http://
www.unizh.ch/sozialethik/societas_ethica 

I - 3 September 1999, Breukelen, The 
Netherlands 
12th Annual EBEN Conference on 
"Business Challenging Business Ethics" to 
be held at Nijenrode University. Contact: 
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Harry Hummels, fax: +31-(0)-346-265-
453, e-mail: hummels@nijenrode.nl 

4- 5 November 1999, Navara, Spain 
9th Colloquium on Business and 
Economic Ethics, to be held at the 
University of Navara, will focus on 
"Ethics in Business Leadership: Facing 
the changes of the 21st Century". The 
colloquium will be international in con
tent, with international academics and 
business persons invited and with work
shops in Spanish and English. 
Information and call for papers by Fax: 
+34-93-253-4343 ore-mail: 
mele@iese.edu. 

such as how governments can establish 
effective agencies of restraint, and what 
those agencies can to do achieve credibility 
are also considered. 398 pp., $24.95, Lynne 
Rienner Publishers, ISBN: I -55587-774-5 

The Swiss SDC {Swiss Agency for Develop
ment and Cooperation) has issued a pam
phlet with guidelines on fighting corruption 
in the field of bilateral and multilateral 
development cooperation. The pamphlet is 
available in English, French, German, Italian 
and Spanish, and can be ordered from SDC, 
Eigerstrasse 73, 3003 Bern, Switzerland. 
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USAID BUREAU FOR EUROPE AND NEW INDEPENDENT STATES 
ANTI-CORRUPTION STRATEGY AND GUIDANCE 

Background. In recognition. of the growing awareness of the problems of governance 
and corruption in new, post-communist transition states, USAID recently established an Anti
Corruption Working Group in its Bureau for Europe and the New Independent States. This 
paper briefly outlines eight priority programs of technical assistance which seek to address 
fundamental economic and political issues, either directly or indirectly, relating to the problems 
of corruption and absence of government transparency and public accountability. The strategy 
defines corruption as the "misuse of state resources for private gain" and focuses on a 
comprehensive eight point program geared towards removing obstacles to economic 
investment and enhancing democratic practices and procedures by strengthening the role of 
civil society. 

It is important to note that some of these programs are already being undertaken by 
some transition countries, USAID missions, and/or other multilateral donors,.such as the World 
Bank, the European Community, the Council of Europe, the United Nations Development 
Programme, the Open Society Institute, and other NGOs. This strategy cbrnplementstheWorld. 
Bank and International Monetary Fund's commitments to 'good governance'•as.critical prec 
requisites for meaningful economic growth and sustainable development. .•••.. , · :• 

An Emphasis on Small Business Development and Municipal Reform. USAID's strategy 
acknowledges that removing the incentives for systemic corruption, like combatting organized 
crime, is a complex and long-term undertaking that must have strong support from a well
organized host-country civil society and equally strong political will from the leadership. 
Connecting technical assistance programs to reform efforts, particularly at municipal levels, in 
additional to (or in lieu of) national-level reforms, and connecting those efforts to small 
business development and entrepreneurship lie at the heart of this strategy. A multi-country, 
regional approach to many of these problems is also important, given the transnational nature 
of many issues associated with corruption in the economic sphere. 

EIGHT INillAL TARGET AREAS OF INTERVENTION 

(1) Assessments of extent and nature of corruption-related problems with strong emphasis 
on the role of public and business education to promote awareness of the economic and 
political costs to development. Work with coalitions of entrepreneurs, private 
businesses, advocacy groups, community and human rights organizations to formulate 
actions plans to dramatize the importance of this effort; 

(2) Organizational support (including small grants) for more focused development of non
governmental organizations which emphasize the following: 

(a) public and business community education, including investigative journalism to 
help illustrate the real and growing costs to society of continued corruption in 
business licensing, customs and taxation areas; 

(b) obtaining and disseminating information related to state activities, particularly 
budgetary ones, with emphasis on increasing non-governmental participation 
and commentary on key legislative and/or budgetary issues both before/after 



parliamentary enactment; 

(c) organizational support of consumers' groups, industry and public interest 
"advocacy" oversight organizations, or other bodies, particularly at the local 

•. level, which form partnerships with local state bodies to monitor government 
behavior and compliance with new legislation; 

(3) Sup pert for enactment and enforcement of voluntary and involuntary codes of conduct, 
both in market and state sectors, together with mechanisms of administrative 
enforcement, including procedures for income disclosure of high-level executive, 
legislative and judicial officials. · 

(4) Suppcrt for improvements in the business regulatory atmosphere, through elimination 
or simplification of licensing procedures, the encouragement of more coherent and 
simpler tax codes, or the promotion of stronger regulation of key industries. 

(5) Suppcrt for transparent public procurement processes with accounting and auditing 
procedures based on international standards of financial management and disclosure .. · . , 

(6) Suppcrt for organization and development of supreme audit and investigative . 
institutions attached to parliamentary or other oversight bodies in order to monitor: 
government expenditures. 

·.-,_,_, .. , ..... 

(7) Suppcrt for legislation to permit citizens' access to government information, including 
the right of appeal and review of official decisions. This would include measures to 
create and/or strengthen the office of ombudsman, or other monitoring bodies that hear 
civil complaints of government behavior, including that of law enforcement bodies. 

(8) Suppcrt for strengthening judicial enforcement mechanisms to increase the capacity, 
prestige and independence of the judicial branch of government. 

2 
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Balkans Forum for Accountability and Transparency 
An activity of the Anti-Corruption Network for Transition Economies 

What is the Balkans Forum for Accountability and Transparency? 

(;\:)) 
f!LUS.~. 

As part of the Anti-Corruption Network. for Transition Economies, the Balkans Forum for 
Accountability and Transparency is a forum where all parties interested in reducing public sector 
corruption can exchange information about anti-corruption programmes as well as collaborate on 
regional, national, and sub-national initatives. The co-ordinating body for the Network is a 
Steering Group composed of key government, business and NGO contact points within the 
Balkan Network countries. Ideas and information will be exchanged across the Network so as to 
allow all constituencies to participate in the design, implementation, and monitoring of anti
corruption activities. 

Why a Balkans Forum for Accountability and Transparency? 

As large amounts of donor assistance are expected to arrive in the region and as public 
sector institutions need to manage the difficulties caused by the recent poitical crisis and the 
larger term economic difficulties, a forum shall be necessary. Positive experiences in 
establishing programmes such as those of Coalition 2000 and others clearly can have 
dissemination effects in the region. 

Who participates in the Network? 

The Network is focused primarily at the Balkans region countries. Stakeholder groups which 
could be represented in these countries include the executive. legislature, judiciary, media, private 
sector, labour unions, sub-national government, international business, international non-profit 
organisations, and donor agencies. 

What does the Network do? 

The action of the network would include: 

• organising yearly and special Network meetings which would: (a) evaluate the mechanisms 
for ensuring accountability and transparency in assistance funds; (b) review progress achieved 
in national and sub-national anti-corruption programmes, (c) provide support for the 
implementation of relevant international instruments in particular the Convention and 
Recommendations of the OECD and the Council of Europe, (d) encourage synergy and co
operation among national and international institutions providing assistance for anti
corruption programmes, and (e) make proposals for follow-up actions; 

• exchanging information through its electronic network (www.nobribes.org), electronic 
discussion groups. journals, and other fora aimed at bringing issues to the attention of the 
public. Such information would include activities at various levels (public, private, sectoral, 
regional, and extra-regional). It would also include topic specific activities such as 



government procurement, public auditing, judicial strengthening, civil service reform, public 
sector financial systems reform, awareness raising activities and international instruments; 

• promulgating proposals to Governments about the development, implementation, and review 
of anti-corruption programmes; 

Start-Up Activities 

1. Following up on the Bulgarian conference on Coalition Building and Monitoring in Anti
Corruption, an electronic discussion group will be established to consider key issues, questions, 
and agenda. Regional documents and contacts will be assembled. 

2. The first Forum Working Group meeting will occur in December 1999. The Working 
Meeting will review institutions in the region for corruption vulnerability, consider current anti
corruption activities, and consider future proposals. 

3. The results of the Working Group meeting will be widely disseminated at other 
international events s onsored b the Network. 

Balkans Forum for Accountability and Transparency 

(Steering Group)* 

infonnation and lists of 
activities 

coordination 

OECD 
(Secretariat) proposals 

* composed of government, business, and NGO contact points 

technical advice 
and political will 

(includes govt, business, 
labour, and civil society) 

~icipants 
and ideas 
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INTERNATIONAL 
ANTI-CORRUPTION CONFERENCE 
COUNCIL 

g'h INTERNATIONAL 
ANTI-CORRUPTION CONFERENCE 

10-15 October, 1999 
International Conference Centre, Durban, South Africa 

Global Integrity: 2000 and Beyond-

17 June, 1999 

Developing Effective Anti-Corruption Strategies in a Changing World 

The South African Justice Minister will be host to the 9th lACC, the first IACC to take 
place in Africa. The Conference organisers expect to bring together over one thousand 
participants from government, the private sector and civil society to network, exchange 
ideas and take stock of progress made since the Lima Declaration made at the B'h lACC 
in 1997. 

The conference is keenly supported by Nelson Mandela and President Thabo Mbeki and 
also has the strong backing of such international figures as UN Secretary General Kofi 
Annan; World Bank President James Wolfensohn, newly appointed UNDP Administrator 
Mark Malloch-Brown, the newly-elected President of Nigeria Olusegun Obasanjo and 
the new President of Ecuador Jamil Mahuad, to name but a few. 

In interactive plenaries and working groups, delegates will discuss developing an anti
corruption agenda for 2000 and beyond and such subthemes as: corruption, transition 
and globalisation; ethics, accountability and good governance; and national and 
international best practice with respect to the development of effective integrity systems 
and strategies. 

The programme will allow an international exchange of experiences and ideas between 
public officials, political leaders, the private sector, NGOs, the professions, members of 
the judiciary, the media and academics on such topics as: 

• whistleblowing 
• moneylaundering 
• police integrity 
• financial accountability and COi 1trol 
• education 
• public awareness 
• public procurement 
• corruption in the judiciary 
• building networks 

The OECD Convention, just entered into force will also be a focus of discussion. Anti
corruption agendas at the national, regional, continental and international levels will be 
reviewed with a view to improving the effectiveness of strategies and the conclusions of 
the conference will be captured in a comprehensive action plan. For more information: 
please see the Conference website at http://www.transparency.de/iacc/index.html or 
contact the Conference Coordinator (EventDynamics) at 
emait.melanie@eventdynamics.co.za or tax: 27-11-442 5927 or tel. 27-11-442 6111 

e clo TRANSPARENCY INTERNATIONAL {TI) 

- IACC Council Secretariat -
Otto-Suhr-AIIee 97-99, D-1 0585 Berlin, Germany 

Tel: 49-30-343 820-0, Fax: 49-30-347 039 12 I 343 820 44 
email: ti@transparency.de website: http://www.transparency.de/iacc 



DRAFT PROGRAMME AS OF 31 MARCH 1999 

9rn INTERNATIONAL ANTI-CORRUPTION CONFERENCE 10-15 OCTOBER 1999 
DURBAN, SOUTH AFRICA 

GLOBAL INTEGRITY: 2000 AND BEYOND 
DEVELOPING EFFECTIVE ANTI-CORRUPTION STRATEGIES FOR A CHANGING 

WORLD 

SUNDAY 10 OCTOBER 1999 

All Day Registration of Delegates 

18h00-22h00 : 

18h00-18h10 

18h10-18h25 

18h25-18h40 

18h40-19h00 

19h00 

08h00-09h00 

Chair 

09h00-10h00 

10h00-10h30 

10h30-llh30 

Opening Ceremony and Reception 

Master of Ceremonies: speech 

Welcome 

South African Host: 

"Challenges and expectations" 

"Setting the scene: From Lima to Durban" 

Reception 

DAY 1: MONDAY 11 OCTOBER 1999: 

Plenary Theme: 

Developing the Anti-Corruption Agenda for 2000 and Beyond 

Registration (continued) and Coffee 

Session 1: Opening Plenary 

Keynote Address: 

"Integrity as an integral part of the New African Order" 

Tea 

Panel Response 
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10h30-10h50 

10h50-llh10 

llh10-llh30 

llh30-12h30 

12h30-14h00 

14h00-15h30 

5h30-16h00 

16h00-17h30 

17h30-18h30 

18h30-19h00 

19h00 

"Global integrity in a changing world" 

"Corruption and North South dilemma" 

"Global challenges to civil society" 

Discussion 

Lunch/Press Conference 

Regional Workshops 

Regional Workshops 

1. Africa 

2. Eastern and Central Europe 

3. Latin America 

4. Asia-Pacific 

5. OECD Countries 

Themes for discussion in the Regional Workshops 

1. Regional Anti-corruption treaties 

2. Sharing information by building global bibliographies 

to fight corruption 

3. Developing effective regional cooperation to combat 

corruption 

4. Networking 

Tea 

Session 2: Workshop (continued) 

Report Back from Workshops 

Discussion 

End of day 1 
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08h30 

09h00-llh15 

Chair 

Keynote Speakers: 

10h30-llh15 

llh15 

llh30-13h00 

13h00-14h30 

14h30-16h00 

DAY 2: TUESDAY 12 OCTOBER 1999 

Plenary Theme: 

Corruption, Transition and Globalisation 

Coffee 

Session 1: Plenary: 

1. "Restoring a nations integrity in the context of 
globalisation" 

2. "Implanting the rule of law in a country in transition" 

Panel Discussion 

Tea 

Session 2: Workshops 

Workshops 

1. Role of donors and international financial institutions, 
(multilateral, bilateral, civil society as watch dog) 

2. Mechanisms for identifying reform areas and tracking 
effectiveness of reforms. 

3. International public procurement (increasing 
transparency in public procurement, blacklisting firms 
who bribe, remedies for governments) 

4. Specific challenges in the transition process (e.g. the 
use and scope of amnesties, restoring the rule of law, 
the role of the legal system) 

5. Countering political corruption: can money politics be 
contained? 

Lunch/Press Conference 

Workshop (continued) 
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16h00 

16h30-18h00 

19h00 

08h30 

09h00-llh15 

Chair 

Keynote Speakers 

Panel Discussion 

10h30-llh15 : 

llh15 

llh30-13h00 

Tea 

Report Back from Workshops 

Evening free 

DAY 3: WEDNESDAY 13 OCTOBER 1999 
Plenary Theme: 

Ethics, Accountability and Good Governance 

Coffee 

Session 1: Plenary 

"Recognising the fundamental right to transparency and 
accountability" 

Discussions/Ones tions 

Tea 

Session 2: Workshops 

Workshop Themes 

1. Ethics management in the public sector (conflict of 
interest, monitoring disclosure of assets, 
institutionalising integrity, integrity testing, protecting 
whistleblowers) 

2. Ethics management in the private sector and civil 
society (keeping business clean, containing corruption 
in NGO's, corporate governance, independent private 
sector inspector general, protecting whistleblowers) 

3. Strategic interventions to contain corruption, (single 
agency, ombudsman, public protector, special 
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commission, corruption tribunals) 

4. Creating an ethical police force (South Africa, 
Australia, Netherlands) 

5. Providing ethical local government 

13h00-14h30 Lunch/Press Conference 

14h30-16h00 Session 3: Workshops 

16h00 Tea 

16h30-18h00 Report Back from Workshops 

19h00 Evening Entertainment 

DAY4:THURSDAY140CTOBER 
Plenary Theme: 

Developing Effective Integrity Systems and Strategies: National and International: Best 
Practice 

08h30 

09h00-10h30 

Chair 

Keynote Speakers 

Panel Discussion 

10h30-llh15 

llh15 

llh30-13h00 

Coffee 

Session 1: Plenary 

1. "A holistic approach to combating corruption" 

2. "Combating corruption/transnational organised crime 
through international co-operation" 

Discussion/Questions 

Tea 

Session 2: Workshop 
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13h00-14h30 

14h30-16h00 

16h00-16h30: Tea 

16h30-18h00 

19h00 

Workshop Themes 

1. Community invqlvement and public education (schools, 
mobilising youth, taking information to the people, the 
role ofthe arts) 

2. International co-operation (money laundering, assets 
tracing and recovery, judicial co-operation) 

3. Civil processes to combat corruption (unexplained 
wealth, tax approach) 

4. Sectoral initiatives: 1: health (WHO), customs and civil 
society, media 

5. Sectoral initiatives: 2: mining, environment 

Lunch/Press Conference 

Session 3: Workshops 

Session 4: Plenary Report Back from Workshops 

Evening Entertainment 
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08h30 

lOhOO-llhOO 

Chair 

llh00-12h00 

Coffee 

DAY5:nuDAY150CTOBER 

Closing Plenary 

Session 1: Closing Plenary 

Reading of the Durban Declaration/Statement 

Announcement and hand-over of the 10th IACC 

Vote of thanks to Executive and Organising Committee 

Closing Speech 

"Keeping the faith" 
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REPLY FORM 

9th INTERNATIONAL ANTI-CORRUPTION CONFERENCE 

INTERNATIONAL CONVENTION CENTRE, DURBAN, SOUTH AFRICA 
10- 15 OCTOBER 1999 

By returning this form you are indicating your interest in the conference without any obligation. 
You will receive the next announcement in due course. 

SURNAME: 

FIRST NAMES: 

TITLE: 

ORGANISA T!ON: 

POSTAL ADDRESS: 

_______________________ POSTAL CODE ________ _ 

TELEPHONE #: (CODE: ____________________ FAX#:---------

E-MAIL ADDRESS: 

Please indicate your interest with an X 

Delegate Poster Presentation Exhibitor 

Presentation Opportunity to Sponsor 

Submission of papers should be in English or French. They should be no longer than 15 pages single
spaced, and be saved in Word for Windows format (any version up to and including office 97), or Word for 
Macintosh 5.0, 5.1 or 6.0. Deadline for proposing sessions and/or papers is 15 June 1999. Please visit our 
website for further information: hnp://www.transparency.de/iacc/index.html 

ENQUIRIES/INFORMATION 
Event Dynamics 
PO Box 411177, 
CRAIGHALL, 2024 
Republic of South Africa 

Contact: 
Telephone: 
Facsmile: 
E-Mail Address: 

Melanie Campbell or Tasha Houston-McMillan 
+27 11 442-6111 
+27 11 442-5927 
melanie@eventdynamics.co.za or tasha@eventdynamics.co.za 
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LAW no.2111999 
on preventing and sanctioning money laundering 

CHAPTER I 

General Provisions 

Art. 1 

Art. 2 

This law sets out the regulations on the prevention and sanctioning of money 
laundering activities. 

For the purpose of this law: 

(a) "Money Laundering" shall mean the acts provided in art. 23, if they 
occur through the agency of any of the individuals or legal entities provided 
in art. 8; 

(b) "Goods" shall mean any kind of assets, tangible or intangible (including 
money), movables or immovables and including legal documents certifying 
the ownership of goods. 

CHAPTER 11 

Client identification and data processing procedures regarding money laundering 

Art. 3 

(I) As soon as an employee of any legal entity, or any individual, stipulat~d in art. 
8 has suspicions that a transaction about to take place has money laundering as a 
purpose, he shall notify the person or the persons designated according to art. 
16 who, based on well grounded reasons, shall inform the National Office for 
Fighting and Prevention of Money Laundering hereinafter referred to as tb.e 
Office. The Office shall immediately confirm receipt of such information. 

(2) If the Office deems it necessary, it may, for well-grounded reasons, suspend the 
performance of that transaction. Such decision shall be immediately notified, in 
writing, to the individual or legal entity that has been requested to perform the 
transaction. 

(3) For transactions involving cash deposits or withdrawals in lei or in foreign 
currency, the personnel of the legal entities provided in art. 8 shall report to the 
Office, no later then 24 hours after the date a transaction has been effected, 
amounts exceeding the equivalent in lei of 10,000 euro. For the transfer of such 
amounts from bank accounts, the provisions of paragraph (l) and (2) shall 
apply. 



Art. 4 

Art. 5 

Art. 6 

Art. 7 

Art. 8 

--------------------------

(4) If the Office considers that the period of 24 hours stipulated in paragraph (3) is 
insufficient, it may formulate, during this period, a motivated request to the 
General Prosecutors Office of the Supreme Court of Justice, for an extension of 
the necessary period by a maximum of 3 working days. The General 
Prosecutor's Office may authorise the req_uested extension once only, on well
grounded reasons, or may order that the suspension of the transaction be 
discontinued. 

(5) If the request for an extension of such period by a maximum of 3 working days 
proves to be unfounded, the Office shall have a civil liability for the financial 
loss caused to the legal entity or individual in question. 

(6) If the decision to suspend the performance of the transaction is not notified to 
the legal entities provided in art. 8 within the period of time mentioned in 
paragraphs (2) and (3), such legal entities shall be allowed to effect the 
transaction. 

If a person of those provided in art. 8 has knowledge that a transaction, which he/she 
has received instructions to perform, is intended for money laundering, but it is 
impossible for that person not to execute it or, by not executing it, the efforts to follow 
the beneficiaries of such alleged money laundering operation may be hampered, the 
institution or person in question shall inform the Office immediately after effecting the 
transaction. In such cases, the reasons for which information on the transaction has not 
been notified before the transaction occurred shall be stated. 

If the Office receives any information under art. 3 or 4, it may request any competent 
institution to provide information in order to check the information received. 

The Office shall proceed to examine the information received under art. 3 - 5. If such 
examination results in data or well grounded reasons indicating money laundering, such 
information shall be notified to the General Prosecutors Office of the Supreme Court of 
Justice. 

Information provided in good faith according to art. 3 - 5 by legal entities stipulated in 
art. 8 or by their employees or representatives mentioned in art. 16 will not result in 
disciplinary, civil or criminal liability. 

The provisions of this law shall be applied to: 

(a) banks, branches of foreign banks and credit institutions; 
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Art. 9 

(b) financial institutions such as: 

investment funds, investment companies, investment administration 
companies, deposit companies, custody companies, secuntles 
companies, pension funds and other similar funds that perform the 

' following activities: 

crediting including, inter alia, consumption credit, mortgage 
credit, factoring, financing of trading activities and including 
forfeiting, financial leasing, payment operations, issuing and 
administration of means of payment, credit cards, travellers 
cheques and the like, granting and undertaking of guarantees and 
underwriting, transactions on own account or on the account of 
clients using the instruments of the money market, cheques, 
payment orders, certificates of deposit and others, foreign 
currency exchange, derivatives, financial instruments relating to 
foreign currency exchange or interest rates, secunties, 
participation to issuance of shares and services for such issue, 
advice on capital structure for enterprises, industrial strategy, 
advice and services in the field of mergers and acquisitions of 
enterprises, inter-bank market brokerage, portfolio 
administration and advice on portfolio administration, custody 
and administration of securities; 

(c) insurance and reinsurance companies; 

(d) companies conducting gambling and pawning activities; 

(e) individuals and legal entities that provide legal counselling, notaries, accounting, 
financial and banking advice; 

(f) any other individual or legal entity, through acts and deeds committed outside 
the financial and banking system. 

11) Legal entities provided in art. 8 are obliged to establish the identity of 
their clients for any transaction whose minimum limit, in lei or in foreign 
currency, represent the equivalent of 10,000 euro whether or not such 
transaction is effected through one or more connected operations. 

(2) When the amount is not known at the moment the transaction has been 
accepted, the individual or legal entity (that has the obligation to establish 
the identity of its clients) shall immediately proceed to identification upon 
receiving information regarding the value of the transaction and when it 
is determined that the minimum limit has been reached. 

(3) As soon as any information is received that a transaction constitutes 
money laundering, the identification of the clients shall be made even if 
the value of the transaction is lower than the minimum limit established 
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Art. I 0 

Art. 11 

Art. 12 

by the Office. 

(1) Identification data regarding clients shall include: 

a) for individuals: legal sta1us information mentioned m the 
identification documents legally required; 

b) for legal entities: the data legally required in company 
incorporation documentation , together with the proof that the 
individual in charge of the transaction is a duly authorised 
representative of the legal entity. 

(2) When opening bank accounts, foreign legal entities shall be required to 
submit documents indicating the identity of the company, the address, the 
type of company, the place of registration, the special mandate for the 
person representing the company in the transaction as well as a notarised 
translation of those documents into Romanian. 

If there is any information regarding those clients stipulated in art. 9 and 10 that 
the transaction is not executed on their own names, the legal entities stipulated in 
art. 8 shall take steps to obtain information regarding the true identity of the 
person in whose name or interest such clients act, including information from 
the Office. 

(1) The identification requirements shall not apply to insurance and 
reinsurance companies stipulated in art. 8 in relation to life insurance 
policies if the insurance premium or the annual rates are lower than or 
equal to the equivalent in lei of the amount of 1,000 euro or if the sole 
insurance premium that has been paid does not exceed the equivalent in 
lei of 2,500 euro. If periodical premium rates or the amounts to be paid 
on an annual basis are increased or expected to be increased so that they 
exceed the limit of the I ,000 euro, or 2,500 euro, equivalent in lei 
respectively, the identification of the clients shall be required. 

(2) The identification requirements shall not be obligatory for the 
subscription of insurance policies issued by pension funds by virtue of a 
labour agreement or due to the profession of the insured person provided 
that such policy may not be redeemed before maturity and may not be 
used as a guarantee or collateral in order to obtain a loan. 

(3) Identification requirements shall not apply if it has been decided that the 
payment is to be made by debiting an account opened in the name of the 
client with a bank or a savings institution. 
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Art. 13 

Art. 14 

Art. 15 

Art. 16 

Art. 17 

(1) In each case where identification is required according to the provisions 
of this law, the legal entities or individuals stipulated in art. 8 that have 
the obligation to identify their clients shall keep copies of identification 
documents as identity proofs or id'entity references, for a period of 5 
years, starting on the date on which their relationship with each client 
begins. 

(2) The legal entities and individuals stipulated in art. 8 subject to the 
provisions of this law shall keep secondary and operative entries and all 
the records relating to any financial transactions that form the subject of 
this law, in a form that may be utilised as evidence in a court of law, for 
a period of 5 years after the execution of each transaction and after this 
period submit them to the Office to be archived. 

(1) Legal entities and individuals stipulated in art. 8 shall prepare a written 
report on each transaction that by virtue of its nature or by its unusual 
character, as compared to the usual activities of the client, may be related 
to money laundering. 

(2) The report, whose format is to be established by the Office, shall be 
submitted to the Office. 

The Office shall ensure, at its own expense, special trammg programs for 
representatives of the persons stipulated in art. 8. The legal entities stipulated in 
art. 8 shall establish internal control procedures and methods to prevent and 
deter money laundering and shall provide training for their employees on how to 
recognise transactions that may be related to money laundering and on 
immediate steps to be taken in such cases. 

(1) The legal entities stipulated in art. 8 shall designate one or more persons 
to be responsible for the enforcement of this law, whose names shall be 
notified to the Office together with the nature and limits of such 
responsibilities. 

(2) Each person designated according to paragraph (I), by the legal entities 
stipulated in art. 8, shall be responsible for the performance of the tasks 
assigned to them for the enforcement of this law. 

Authorities that have financial control powers, according to the law, and 
prudential supervision authorities of legal entities stipulated in art. 8 that become 
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Art. 18 

aware of data that indicate money laundering activities, shall inform the Office 
of such data. 

(1) Employees of the Office shall not disclose any of the information 
received while holding a position with the Office or afterwards, for a 
period of 5 years, unless as a result of a legal process. 

(2) Neither while holding a position with the Office nor afterwards shall 
Office employees be allowed to use any of the information received for 
personal purposes. 

(3) The provisions of paragraphs (1) and (2) shall not apply to 
communications within mutual co-operation based on international 
treaties to which Romania is a party or based on reciprocity or to 
communications made to similar foreign institutions that have the 
obligation to keep secrecy under conditions similar to the ones imposed 
to the Office, if such communications are made with the purpose to carry 
out the responsibilities resulting from the object of activity. 

CHAPTER lli 

National Office for Fighting and Prevention of Money Laundering 

Art. 19 

(1) The National Office for Fighting and Prevention of Money Laundering is 
established as a specialised body and legal entity, based in Bucharest, 
subordinated to the Government of Romania. 

(2) The object of the Office is to prevent and fight money laundering for 
which purpose it shall collect, analyse and process information and notify 
the competent authorities appointed by law. 

(3) In order to exercise its powers and duties, the Office shall establish its 
own personnel at central or provincial level, as appropriate. 

(4) At county level and at the level of the City of Bucharest, operative 
divisions may be established, hereinafter referred to as divisions, that 
shall be managed by a director. 

(5) Job specifications and conditions regarding the level of education and 
seniority requirements for Office personnel employment and promotion, 
shall be proposed by the Office and approved by Governmental 
Decision, taking into consideration the level of salaries of personnel 
working for legal authority bodies. 

(6) The Office includes one representative of each of the Ministry of 
Finance, Ministry of Justice, Ministry of Internal Affairs, the 
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Prosecutor's Office of the Supreme Court of Justice, the National Bank 
of Romania, the Romanian Association of Banks and Court of Accounts, 
appointed for a period of 5 years, by a Governmental Decision. 

(7) The Office shall be managed by a president, ranking as secretary of 
state, appointed by the Government from among the members of the 
Office, who shall also have the capaCity of main credit co-ordinator. 

(8) At the date of their appointment, the employees of the Office shall have 
to meet the following conditions: 

to hold a university degree and have at least 10 years of experience in 
a legal or economic position; 

to be domiciled in Romania; 

to have only Romanian citizenship; 

to be able to exercise civil and political rights; 

to have an intact professional and moral reputation; 

(9) If a position in the Office is vacated, the manager of the competent 
authority shall propose another person to the Government within 30 days 
from the date the position becomes vacant. 

(10) The members of the Office shall have the obligation immediately to 
notify the President of the Office, in writing, should any incompatibility 
with the terms in paragraph (8) occurs. 

(11) The position of member of the Office shall be incompatible with any 
other public or private position, except for that of teacher in a higher 
education institution. 

(12) During the term of their mandate, employees of the Office shall be 
seconded and their labour contracts suspended. At the end of their 
mandate, they shall return to their initial position. 

(13) The mandate of a member of the Office shall be terminated under the 
following conditions: 

a) by expiration of the period for which he has been appointed; 

b) by resignation; 

c) by death; 

d) by any impossibility to exercise such mandate for a period of 
more than 6 months; 

e) upon occurrence of an incompatibility; 
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Art. 20 

f) by being revoked by the authority that appointed him. 

(14) The personnel of the Office or its divisions, may not hold any positions 
or fulfil any other function in any of the institutions specified in art. 8, 
while employed by the Office or any of its divisions . 

• 

(1) In order for the Office and its structures to operate, the Government and, 
as appropriate, local government authorities shall transfer to their 
administration the necessary real estate (lands and buildings) belonging 
to the public or private domain, within 60 days from the registration date 
of the application. 

(2) The Office shall prepare its own draft budget that shall be submitted to 
the Government. 

(3) The Office shall submit activity reports on an annual basis, or whenever 
decided by the Government. 

(4) In exercising its powers and duties the Office shall adopt decisions with a 
majority of votes. 

CHAPTER IV 

Responsibilities and penalties 

Art. 21 

Art. 22 

Failure to observe the provisions of this law shall, as appropriate, be considered 
a civil offence, a breach of discipline, a contravention or a criminal offence. 

(I) Failure to observe the provisions of art. 3 paragraph (l), art. 4, 6, 9 and 
11 - 16 shall be considered a contravention and shall be penalised with a 
fine ranging from 5,000,000 lei to 20,000,000 lei unless it occurs under 
such conditions as to be considered an offence under the criminal law. 

(2) The penalties stipulated in paragraph (I) shall also be applicable to legal 
entities. 

(3) Contravention shall be determined and fines shall be applied by the 
persons within the Office designated for this purpose. 

(4) The provisions of Law no. 32/1968 on the establishment and penalisation 
of contravention (except for art. 25 and 26) will apply, as appropriate, in 
addition to the provisions of this law . 
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Art. 23 

Art. 24 

Art. 25 

(1) The following shall be considered as offence of money laundering and 
shall be punished with 3 to 12 years of jail imprisonment: 

a) conversion or transfer of values in order to conceal or dissimulate 
their illicit origin as well as fo conceal or favour persons involved 
in such activities or presumed to be avoiding legal consequences 
for their deeds, having the knowledge that such values proceed 
from traffic with drugs; from failure to observe the regulations 
on fire arms and ammunition in aggravating circumstances, from 
failure to observe the regulations on nuclear materials or other 
radioactive materials; from failure to observe the regulations on 
explosive materials; from counterfeiting of a coin or of other 
values; from procurement; from smuggling; from blackmail; 
from illegal privation of freedom; from banking, financial or 
insurance fraud; from fraudulent bankruptcy; from theft and 
concealing of motor vehicles; from failure to observe the 
regulations on protection of certain goods; from traffic of animals 
that are protected in their country of origin; from trading in 
human tissues and organs; from offences committed usmg 
computers; from offences committed using credit cards; from 
offences committed by persons that are members of associations 
of offenders; from failure to observe the legal provisions on 
waste and residue imports; from failure to observe the legal 
provisions on gambling; 

b) concealing or dissimulating the real nature of the ongm, 
belonging, disposition or movement of ownership or rights over 
goods, knowing that they result from committing one of the 
offences mentioned in letter a); 

c) acquirement, possession or use of goods knowing that they result 
from committing one of the offences mentioned in letter a). 

(2) Participation, initiation, consent or support in any way, for the purpose 
of committing the offence of money laundering shall be punished with 5 
to 15 years of imprisonment. 

(3) Any attempt shall be punished. 

Failure to observe the provisions of art. 18 shall be considered an offence and 
shall be punished with 2 to 7 years of imprisonment. 

For the offences provided in art. 23 and 24, the confiscation of the goods that 
make the object of the offence shall be ordered, according to the provisions of 
art. 118 of the Criminal Code, and if such goods are not found, the offender 
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shall be obliged to pay their money equivalent. 

CHAPTER V 

Final Provisions 

Art. 26 

Art. 27 

Art_ 28 

Art_ 29 

Identification of clients, according to art. 9, shall be made starting with the date 
this law enters into force. 

The minimum limit for transactions, provided in art. 9 paragraph (I) and the 
maximum limits for the amounts, provided in art. 12 paragraph (I) may be 
changed by the Government at the proposal of the Office_ 

This law shall enter into force after 90 days from its publication in the Official 
Gazette of Romania, except for the provisions of art. 19 that shall enter into 
force on the date of publication. 

30 days before the date this law enters into force the Office shall submit its 
operating and organisation regulations as well as the operating and organisation 
regulations of its structures for approval by the Government. 

This law has been passed by the Chamber and Deputies and the Senate in the joint session of 17 
December 1998, observing the provisions of an. 74 paragraph (l) and art. 76 paragraph (2) of 
the Constitution of Romania_ 

PRESIDENT OF THE CHAMBER OF DEPUTIES 

VASILE LUPU 

Bucharest, 18 January 1999, 
No_ 21 
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PRESIDENT OF THE SENATE 

CRISTIAN DUMITRESCU 
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Clean 
Future 
Washington Conference on 
Corruption 
Coalition 2000 was pointed out as a model 
initiative in the fight against corruption in 
Central and Eastern Europe at a Global 
Conference on Corruption held in 
Washington on February 22-23, 1999 . 

..................................................... page 2 

SELDI Coalition Gathers 
Momentum 
The Southeast European Legal Development 
Initiative (SELDI), an effort of leading NGOs, 
representatives of government institutions 
and experts from the countries of Southeast 
Europe aimed at private-public coalition 
building for legal development, is now 
working on its first practical initiatives in the 
region. 

. . .......... page 6 

Interview 
Pasquale Ferraro, Deputy Director of the 
International Development law Institute, 
comments on the important role that civil 
society organizations play in the fight against 
corruption. 

.................................................... .page 3 

Small Grant Anti-corruption 
Projects 
A list of 14 small grant project proposals 
submitted by NGOs from around the 
country was approved by the Coalition 2000 
Steering Committee as part of the Phase 
Two of the Coalition work program. 

................................... .. ........ page 1 

Round Table on Corruption 
at Bulgarian Universities 
Measures to counter corruption at Bulgaria's 
universities were discussed at a round table 
convened by the students' association "Anti
corruption Society" in partnership with 
Coalition 2000. 

@ .~LUS.19~ 

discussion about the need to introduce the institution to Bulgaria. Antonio Rovira, 
First Deputy to the People's Advocate of Spain Qeft), Mr. Evgenii Oainov, Director of the Centre for Social Practices (right), 
and Mr. Pasquale Ferraro, Deputy Director of the International Development Law Institute, Rome (far right) 

discussion with international 
participation about the need to 
ntroduce the ombudsman institution to 

Bulgaria took place at the Center for the 
Study of Democracy on April20, 1999 as part 
of the Coalition 2000 Anti-corruption Action 
Plan and the 11Citizen Participation, Public 
Hearings and the Development of Improved 
Public Policy for Bulgaria in the Legislative 
Process11 project of the Center for the Study of 
Democracy and the Santander Group from 
Spain. Special guests from abroad included 
Mr. Antonio Rovira, First Deputy to the 
People's Advocate of Spain, and Mr. Pasquale 
Ferraro, Deputy Director of the International 
Development Law Institute, Rome. 

T
he discussion was opened by Mr. 
Evgenii Dainov, Director of the Centre 
for Social Practices and a Member of the 

Steering Committee of Coalition 2000, who 
presented the Bulgarian experience in the 
defining the authorities and the functions of 
the ombudsman institution. Due to the 
inherited fragmentation of society, 
intermediary functions have a particular 
significance for encouraging democratic 
institutions and procedures, Mr. Dainov 
pointed out. He referred to specific 
intermediary practices in Bulgarian 
municipalities which were similar to the 
activities performed by the ombudsman 

institution. Possible difficulties before the 
establishment of the ombudsman institution 
in Bulgaria included disregard for the 
institution on behalf of local authorities and 
its overloading with citizens' claims. 

I
n his presentation Mr. Rovira outlined the 
functions of the People's Advocate 
institution in Spain and compared it with 

similar institutions in other European states. 
In tenns of anti-corruption fight, the main 
functions of the People's Advocate included 
shedding light over corrupt practices and 
assisting state institutions in curbing those 
practices, Mr. Rovira said. To function 
successfully the institution of the People's 
Advocate should be guaranteed political and 
economic independence. In Spain the 
People's Advocate is elected by the Parliament 
and his activities are funded by public 
finances which makes him independent of the 
executive power. Due to the lack of 
bureaucratic apparatus, the institution of the 
People's Advocate can act with speed and 
flexibility not typical for other public 
institutions. In addition, citizens who see the 
People's Advocate in his personal qualities 
tend to trust him more than state institutions 
whose activities contain a significant amount 
of formality. 

Continued on page 3 



corruntion 
The Public Awareness 
Campaign to Dominate 
the Second Phase of 
Coalition 2000 Activities 
The Second Phase of the Coalition 2000 
process· an initiative by a group of 
Bulgarian non-governmental 
organizations to fight corruption in 
Bulgaria- was launched in January 
1999. The major objective ofthe Second 
Phase (1999 • 2000) is implementing an 
anti-corruption public awareness 
campaign for Bulgaria. The campaign 
will aifl\ to produce changes in 
perceptions and attitudes about 
corruption by improving general 
understanding of the causes of 
corruption, by. increasing public 
awareness about its costs, and by raising 
a concern about corruption within 

national institutions. 
The campaign objectives will be 

achieved by specific activities, including 
infonnation days, townhall meetings, 
community round tables, anti
corruption poster and cartoon 
competition, educational radio 
programs, public service 

readers, etc. 
An overall of ten information days will 

be lteld in major Bulgarian cities. Their 
purpose will be to present to the local 
public the messages and ideas 
incorporated in the Anti-Corruption 
Action Plan adopted by the first Policy 
Forum of Coalition 2000. Townhall 
meetings which will bring together 
representatives of the local elite and the 
general public are intended to foster 
debate on the problems of corruption 
and to search for solutions at 
conununity level. 

Educational radio programs and a 
seris of anti-corruption clips will be 
published to raise public awareness of 
the economic cost of corruption and 
the factors that contribute to the growth 
of corrupt practices. A poster will be 
designed to help get across the anti
corruption message of Coalition 2000 
and an anti-corruption cartoon 
competition will be announced. 

As part of its anti-corruption campaign 
Coalition 2000 will also publish eight 
anti-corruption readers reflecting key 
aspects of corruption with an emphasis 
on best anti-corruption practices and 
citizen participation in the fight against 
corruption. Training seminars will be 
developed and organized "ith the 
assistance of the International 
Development Law Institute (IDLI) to 

educate civil servants about the cost of 

come with their job and the role that 
they could play in increasing the 
efficiency of government. 

Coalition 2000 intends to make a 
specific contribution to legislation 
treating corrupt practices by drafting an 
Ombudsman Act. Work on the Draft Act 

will be performed in cooperation with 
all concerned institutions - Parliament, 
relevant government ministries, 
Prosecutor's Office, non-governmental 
organizations, etc. Public hearings with 
Members of Parliament will be 
organized to secure inputs from a larger 
cross section of the Bulgarian polity. 
The Draft Act will also be presented and 
discussed with experts from the Council 
of Europe. 

In order to benefit from foreign ex
pertise and experience Coalition 2000 
will interface regularly with 
imemational institutions participating in 
anti-corruption initiatives in Bulgaria -
the Council of Europe, the World Bank, 
the United Nations Development 
Program, the United States Agency for 
International Development, the 
Organization for Economic Cooperation 
and Development, the European Union, 
etc. 

The Coalition 2000 public-awareness 
campaign will be helped by the 
feedback prm':ided by the Corruption 
Monitoring System developed as parr of 
the Coalition 2000 process. The 
essential functions of the Corruption 
Monitoring System are: to provide 
quarterly information about corruption 
perceptions and levels of intensity of 
corrupt practices in different sectors of 
public life; to focus public attention on 
corruption-related problems by broad 
dissemination of survey results; and to 

exercise pressure on the relevant 
institutions to implement changes. 
Corruption Indexes released on a 
quarterly basis will serve as indicators 
abom the effectiveness of the Coalition 
2000 anti-corruption awareness 
campaign. 

Communications with local and 
international parmers and other 
interested organizations concerning the 
results from the public awareness 
campaign and other anti-corruption 
efforts of Coalition 2000 will be 
maintained through the Coalition 2000 
electronic nev.rsleuer, published 
monthly in the Coalition web-site 
(www.online.bg/coalition20()(}), as well 
as through the Clean Future quarterly. 

Washington Conference on 
Corrupt1on Points at Coalition 2000 
as a Model in the Fight Against 
Corruption in Eastern Europe 

Coalition 2000 was pointed out as a model initiative in the fight against corruption 
in Eastern Europe at a global conference on corruption held in Washington on 
February 22-23, 1999. The conference entitled ,Fighting Corruption in Developing 
Countries and Emerging Economies: The Role of the Private Sector" brought 
together anti-corruption experts from around the world to compare experiences, 
foster debate, and generate a private sector action plan geared towards the 21st 
Century. 

The private-public partnership model of interaction between non-governmental 
organizations, high-level state officials and representatives of private business 
organizations built by Coalition 2000 in the first phase of its work was presented 
to the participants in the conference by the President of the Center for the Study of 
Democracy and a Member of the Coalition 2000 Steering Committee, Dr. Ognian 
Shentov. Increasing public awareness of corruption, creating intolerance towards 
corrupt practices and developing specific proposals for reforms in the 
administrative and legal environment aimed at reducing the incidence of 
corruption have been some of the main priorities of Coalition 2000. 

The Washington Conference placed the focus of future anti-corruption efforts on 
the combined effect of preventive and repressive measures, both of which have 
found their place in the Anti-Corruption Action Plan developed by Coalition 2000. 

"No 
~orruption 
() 

ts more . . 
destructive 
than 
corruption 
among 
government 
officials. .. " 

Letter Box 

The conference stressed the need for a political will to 
make anti-corruption efforts more effective. This could 
be achieved through a public-private partnership 
leading to the establishment of anti-corruption 
coalitions. 

The Washington Conference recommended active 
cooperation on the issues of corruption within the 
framework of international organizations as well as at 
regional level. During the debates Coalition 2000 
proposed to organize in June this year an international 
conference on the practical dimensions of the fight 
against corruption in the countries of Central and 
Eastern Europe. 

Following the Coalition 2000 participation in the Washington Conference on Corruption 
(February 22-23, 1999), organized by the Center for Economic Private Enterprise (CIPE} in 
cooperation with the United States Agency for International Development and the Organization 
for Economic Cooperation and Development, a letter from Mr. John Sullivan, Executive 
Director of CIPE, was received by Dr. Ognian Shentov, President of the Center for the Study of 
Democracy and a Member of the Coalition 2000 Steering Committee, excerpts of which we 
publish below: 

1be Center for International Private Enterprise would like to take this opportunity to extend 
~ our thanks to you for bringing your experience in fighting corruption to the Washington 

Conference. Much of the conference's success hinged upon the ideas and program strategies 
that you and your organizations have been striving to achieve. 

The organization for Economic Cooperation and Development (OECD) and CIPE both 
agree that this conference seroed as a solid platfonn to launch the new OECD convention on 
foreign bribery. The launch of the convention and the Washington conference added force to 
the momentum that is landing the fight against corruption on the priority list of many 
national governments. 

It was a sincere pleasure for me to hear some of the thoughts and ideas expressed by 
your organizations during the plenary sessions and particularly during the regional break
out discussions. The conference was a tremendous success and again, thank you for your 

~ time and valuable insights. 

John D. Sullivan 
Executive Director 
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T
he very professional and exhaustive 
presentation of Mr. Rovira generated a 

1 
number of commentaries. According to 

Emilia Drumeva, Head of the Legal ' 
Department at the Bulgarian National 
Assembly, the Bulgarian Parliament has 
established a Special Comntittee to deal with 
citizens' complaints and petitions, whose 
activities to some extent overlap with those 
of the ombudsman institution. Borislav 
Belazelkov, Judge at the Supreme Court of r 

Cassation, expressed the view that the · 
ombudsman institution which lacked many 
of the fortnalities associated with 
parliamentary committees could remove the 
fear of citizens from public authorities and 
help solve a number of societal problems. 
Thus, it could become a useful tool for 
defending citizens' rights, Mr. Belazelkov 
stressed. 

The activities of the International 
Development Law Institute (IDLI) 
intended at limiting corruption in 

international transactions and the 
experience of Italy in dealing with the mafia 
and its corrupt practices were summarized in 
the presentation of Mr. Pasquale Ferraro, 
Deputy Director of IDLI. Crucial for the 
success of any anti-corruption campaign is 
not only the international assistance at both 
expert and financial level but also the 
involvement of ctttzens and their 
associations, Mr. Ferraro pointed out. The 
anti-corruption campaign of Coalition 2000 
has employed an innovative approach of 
building a public-private partnership 
involving representatives of state 
institutions, private associations and non
governmental organizations. In this context, 
the ombudsman institution could shorten 
the distance between public administration 
and individual citizens. 

I
n conclusion, the participants in the 
discussion emphasized the need for a 
further and more detailed study of 

Spanish legislative decisions and practices in 
the field of the protection of human and 
citizens' rights, including those stemming 
from the activities of the People's Advocate 
institution. 

T:e discussion was organized within the 
ramework of the ''Citizen Partici

pation, Public Hearings and the 
Development of Improved Public Policy for 
Bulgaria in the Legislative Process" project of 
the Center for the Study of Democracy and 
the Santander Group from Spain, and as part 
of the Coalition 2000 Anti-cortUption Action 
Plan for Bulgaria. 

Interview with Pasquale Ferraro, Deputy Director 
of the International Development Law Institute, 
Rome 

Pasquale Ferraro is an Italian national who holds a Bachelor of 

Business Administration from John Cabot University and a Master of 

Sdence of Management from Boston University. He joined /DU in 1983 

and beads the Operations Department. He is one of the three Deputy 

Directors. He regularly presents "accountingfor lawyers" segments in 

/DU courses, seminars and workshops and conducts "institutional 

twinning" consultancies for NGOs in IDll user countries. 

Mr. Ferraro, how does the International Development Law Institute (!DU) intend to help 
the fight against corruption in Bulgaria? 
The International Development Law Institute is an organization which provides advice to 
various governments, mainly in the field of building legal professionals. IDLI develops legal 
strategies and provides legal assistance through the training of lawyers, judges and 
magistrates. We emphasize on the economic development of the states. So far IDLI has been 
active mainly in Third World countries in Mrica, Asia and Latin America, mostly in countries 
in economic transition, such as Bulgaria. Fighting corruption in the field of international 
economic relations as defined in the United Nations' documents is one of the two priorities 
in our activity. Combating corrupt practices at a national level would be impossible without 
taking into account that there is significant corruption in international relations. The recent 
scandal that shattered the EU Commission is just one example of that. The second aspect of 
our activity concerns undertaking anti-corruption measures in the judiciary. Italy has an 
extensive experience in this area which we can make available to your country. IDLI has 
developed training programs for judges whose main duty is to investigate cases of 
corruption. 
What is the level of corruption in Bulgaria according to the data available to you? 
From the data which has been made available to me I understand that according to survey 
respondents, although corruption has pervaded many aspects of social life in Bulgaria, it can 
be reduced to an acceptable level. Those surveys indicate public intolerance to corruption. 
The very existence of an initiative, such as Coalition 2000, which unites non-governmental 
organizations with the purpose to fight corruption is indicative about the active role which 
the civil society in Bulgaria plays in this field. Our experience from Italy and from other 
countries suggests that fighting corruption is impossible without the support of the public. 
What are the most important factors for corruption in Bulgaria according to the surveys? 
Do you share the view that the conflict in Yugoslavia will lead to criminalization of the 
economies in the region which, in turn, will give a boost to corruption? 
The two main factors for corruption which I can detect from the survey data are the 
economic transition and the judicial system currently in a process of restructuring. I would 
like to point out that when compared to other East European countries corruption in 
Bulgaria is not that bad. However, until refonns in the economy and in the judiciary are not 
completed, the opportunities for corruption will continue to be significant. In this respect, 
corruption surveys in Bulgaria provide a typical picture of the situation. I do not think that 
the Kosovo crisis, which we all hope will end as soon as possible, will turn into a new 
corruption source that will bring a dramatic change to the current situation. 
In such a case, what would he your advice? Which is the best way to fight corruption in 
Bulgaria? 
I am very much satisfied that during my current visit I was able to share my experience with 
Bulgarian non-governmental organizations. In my view the fight against corruption should 
be transferred into the hands of those organizations. I believe that this is the way to develop 
and reinforce anti-corruption attitudes. My experience shows that the establishment of new 
government structures to fight corruption only increases the distance between state
controlled institutions and individual members of society. I think that the creation of new 
state institutions can affect negatively the anti-corruption attitudes of the public. That is why 
my advice is that Bulgarians take control of these processes through their non-governmental 
organizations. 
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The index shows 
citizens' assessments 
of the degree to which 
corruption has evolved 
into a practically 
efficient social tool for 
solving personal 
problems. 

In Aprill999 the index figure was 6. 7. These results confinn mass attitudes 
that corrupt behavior is socially successful. 

In comparison with June 1998 this index underwent positi~·e evolution 
(values show a slight decrease). 
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The index measures 
the frequency of 
occurrence of attempts 
to corrupt public 
officials. 

The value of me 
corruption pressure 
index in April 1999 was 1.5. 

This implies comparatively low corruptive coercion. Compared with 
June 1998 and February 1999 the corruption pressure index registers a trend 
of slight improvement. 
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The Practical Effectiveness 
of Corruption 
has Dimmished 

The Coalition 2000 Corruption Indexes for the second quarter of 199' . 
indicate that corruption is at the forefront of the public agenda. At present 
it is considered the forth most important problem of Bulgarian society after 

unemployment, low incomes and crime (Table 1). The higher the education and 
the social status of respondents, the stronger is the support for the opinion that 
corruption is among the major problems of society. 

A
ccording to the Coalition 2000 Corruption Indexes, the index for the spread 
of corruption has increased from 5.9 in June 1998 to 6.3 in April1999. This 
s explained not so much with a real increase in corrupt practices but with 

the greater exposure of the problems of corruption in the media over the period 
surveyed. At the same time, the index for the practical effectiveness of corruption 
has dropped from 7.4 injune 1998 to 6.7 in April1999. The index for corruption 
pressure has also decreased from 2.1 to 1.5. A positive trend has been observed 
with regard to the index of susceptibility to corruption: it has decreased from 4.9 
in June 1998 to 3.2 in April1999. 

The index of the personal involvement in corrupt practices has remained 
stable at the level of about LO. The surveys have also registered a slight 
increase in the acceptability in principle of corrupt practices like receiving 

money, gifts or services as payments for favors done in violation of the law. 

C 
onceming corruption expectations, survey data point to an increase of 
pessimism among Bulgarians regarding the likelihood of curbing 
corruption. The index of corruption expectations has increased from 5.0 in 

June 1998 to 5.4 in April1999. 

The Corruption Indexes of Coalition 2000 are part of its Corruption 
Monitoring System (CMS). The main objective of the CMS is to regularly 
present infonnation about the scope of corruption in the country as well as 

about related public attitudes, assessments and expectations. 

RESEARCH METHODOLOGY 
Sample 

National sample representative of the population aged 18 and over. 

Sample size: February '99- 1143 respondents; April '99- 1122 respondents. 

Survey method 

Face-to-face interview 

Field work 

The field work was conducted in the period February 6 -20, 1999 and March 27- Aprill6, 1999. 

CORRUPTION INDEXES 
Corruption indexes are among the important outputs of the Corruption Monitoring System 
(CMS) of Coalition 2000. Their values will be updated quarterly based on survey data. 
Corruption assessment index numbers assume values from 0-10. 
The closer lhe value of the indexes is to 10, the more negative are lhe assessments of lhe 
evaluated aspect of corruption in Bulgaria. Index numbers closer to 0 indicate approximation 
to lhe ideal of a "corruption-free" society. 
Corruption indexes have been grouped into several categories: 
-Attitudes towards corruption; 
- Corrupt practices; 
-Assessment of the spread of corruption; 
- Corruption-related expectations. 
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the inclination to 
concede principles 
and values and use 
corrupt practices and 
mechanisms under rhe 
pressure of circumstances. 

In April1999 the value of the susceptibility to corruption index was 3.2 
and marked a steady decrease compared to the value obtained in June 1998 
and February 1999. 
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The index displays 
the self-admitted 

frequency of personal 
involvement in corrupt 
behavior. 

In April1999 the index of personal involvement in corrupt practices was 0.9. 
This value reveals that a relatively smaU part of the population has been 
involved in corruption. 

The comparison between June 1998 and February 1999, and April1999 
shows a stable value of this index. 
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This index 
represents an 
assessment of the 
potential of Bulgarian 
society to curb 

TABLE 1. MAJOR PROBLEMS BULGARIA IS FACING 

Feb'99 Apr'99 
Unemployment 58,40% 64,10% 
Low incomes 51,30% 49,10% 
Crime 45,40% 39,10% 
Corruption 38,50 % 34,20 % 
Poverty 31,60% 32,90% 
High prices 22,90 % 20,50 % 
Political instability 17,70% 20,20% 
Health care 11,50 % 9,20 % 
Pollution 3,60% 5,20% 
Education 2,70% 2,90% 
Ethnic problems 2,10% 2,40% 

TABLE 2. MAJOR FACTORS AFFECTING THE PROLIFERATION 
OF CORRUPTION IN BULGARIA 

Feb'99 Apr'99 
Quick money sought at by those in power 53,50 % 52,90 % 
Low salaries 51,90% 51,50% 
Imperfect legislation 41,10% 38,80% 
Lack of strict administrative control 35,20% 36,40% 
Inefficient judicial system 26,40% 25,80% 
Office duties intermingled with personal interests 25,10% 19,60% 
Crisis of morals in the transition period 19,40% 19,40% 
Problems inherited from the communist past 10,90 % 6,90 % 
Peculiarities of Bulgarian national culture 5,70% 6,80% 

TABLE 3. INDEX OF SPREAD OF CORRUPTION AMONG SOME 
GROUPS OF PUBLIC SECTOR OFFICIALS. 

Customs officers 6,7 
Doctors 5,3 
Lawyers 5,0 
Police officers 4,8 
judges 4,5 
Businessmen 4,5 
Tax officers 4,5 
Prosecutors 4,4 
Municipal officials 4,3 
Investigation officers 4,1 
Judiciary administration officers 3,9 
Officers at Ministries 3,9 
Political party and coalition leaders 3,8 
Members of Parliament 3,8 
Ministers 3,7 
Local political leaders 3,3 
Municipal counselors 3,2 
University professors and administration 2,9 
Teachers 1,9 
journalists 1,8 
Representatives of non-government organizations 1,8 

Vitosha Research is the social and marketing research unit affiliated with the Center for the Study 
of Democracy. Since conducting the first independent pre-election and post-election surveys in 
1990, Vitosha Research has built up a reputation of providing accurate, in-time, high quality ad 
hoc research services in line with international standards. 

VR has built a track-record of achievements, covering a wide range of research fields: economic 
behavior and privatization, political attitudes, value orientations, market research, media and 
audience research, advenising research and others. VR has a long-standing history of working 
with firms and instirutions from the U.S., EU and japan. 

'il 971 3000, Fruc 971 2233 S'J VR@ONUNE.BG, WWW.ON!lNE.BG;VR 



International 
Bulgaria signs the 
Criminal Law Convention 
on Corruption of the 
Council of Europe ... 

Cauncil of Eurupe * • 
Comeil de I'Europ< • .- " 

Bulgaria was among the first group of countries to sign 
the Criminal Law Convention on Corruption of the 
Council of Europe at a ceremony in Strasbourg at the 
end of January 1999. Adopted by the Comminee of 
Ministers of the Council of Europe on November 4, 
1998, the Criminal Law Convention on Corruption was 

opened for signing on January 27, 1999 to coincide i 
with the start of the winter session of lhe Parliamentary 
Assembly of the Council of Europe. 

The Criminal law Convention on Corruption has been 
drafted as part of the Program of Action against 
Corruption adopted by the Committee of Ministers in 

November 1996. The Convention sets the task to 
criminalize a number of corrupt practices as well as 10 

improve the international cooperation in the 

prosecution of those practices. Thus, the Convention 
obliges the signatory countries to declare criminal 
offenses under their domestic law "the promising, 
offering or giving by any person, directly or indirectly, 
of any undue advantage to any of their public officials, 
for himself or herself or for anyone else, for him or her 
to act or to refrain from acting in the exercise of his or 
her functions." 

More specifically, the Criminal Law Convention on 
Corruption urges the signatory states to take measures 
against active and passive bribery of domestic public 
officials, bribery of members of domestic public 
assemblies, bribery of foreign public officials and of 
members of foreign public assemblies, bribery in the 
private sector, bribery of officials of international 
organizations, bribery of members of international 
parliamentary assemblies, bribery of judges and officials 
of international courts and also against trading in 
influence, money laundering of proceeds from 
corruption offenses, account offenses and participatory 
acts. 

Article 18 of the Criminal Law Convention on 
Corruption insists that signatory states adopt such 
legislative and other measures as may be necessary to 

ensure that legal persons can be held liable for the 
criminal offenses of active bribery, trading in influence 
and money laundering. 

In compliance with Article 24, the implementation of 
the Criminal Law Convention on Corruption will be 
monitored by the Group of States against Corruption 
(GRECO) established in May 1998 by the Committee of 
Ministers of the Council of Europe. Recently the 
Bulgarian government announced its decision to join 
GRECO. 

Bulgaria's accession to GRECO will require an overhaul 
of the country's Penal Code. It will have to be changed 
in order to establish as criminal offenses acts of 
corruption, such as active and passive bribery of foreign 
public officials, bribery of members of foreign 
parliamentary assemblies, bribery of officials of 
international organizations, bribery of members of 
foreign parliamentary assemblies, bribery of judges and 
officials of international courts, etc. 

r . . 
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The Southeast European Legal Development Initiative 
The Southeast European Legal Development Initiative (SEIDI), an effort of leading not-for-profit organizations, 

representatives of government institutions and expens from the countries of Southeast Europe aimed at public-private 
coalition building for legal development in the countries of Southeast Europe, is now working on its first practical 
initiatives in the region. 

SE IDI was conceived by the Center for the Study of Democracy (CSD), a Bulgarian NGO and the International 
Development Law Institute (IDLI), an inter-governmental organization based in Rome, to build upon the success of the 
Coalition 2000 process, the judicial Refonn Initiative QRI) for Bulgaria (www.csd.bg/jrt), and other previous efforts in 
Bulgaria by these two organizations aimed to promote the rule of law and a legal environment beneficial to the 
transition process and development The Coalition 2000 process and JRI have established a model in encouraging 
cooperation among public and private institutions in the transition context as the most effective way to mobilize all 
societal resources for the success of dle reforms. The CSD, which has been the initiator and the leading institution in 
both these efforts, will also be driving force behind SELDI. 

As a consequence, SELDI is the first NGO-Ied effort to promote legal cooperation as an instrument for regional 
development 

SELDI is thus intended to multiply the effect of public-private coalition building for development throughout the 
region. It. provides a forum for cooperation among the most active civil society institutions, public figures and 
government and international agencies in Albania, Bosnia & Herzegovina, Bulgaria, Croatia, Greece, Macedonia, 
Romania, Slovenia, Turkey and, when possible, Yugoslavia. SELDI will be actively seeking the cooperation of other 
international initiatives for the region - the future Stability Pact announced by the EU, South Eastern European Co
operation Initiative (SECI), Central European Initiative (CEI), the Royaumont Process, the "Graz process". As an 
initiative, SEIDI is intended to serve as a pennanent framework under which the founding organizations and other 
organizations and individuals seek to promote programs and projects in the legal field. 

SEIDI's objectives are to: 
• Contribute to the social and economic integration, the transition to democracy and a market economy and to 

contribute to the development of public-private pannerships within the SELDI Countries; 
• Work for nonnalization of economic relations in the SELDI Countries; 
• Strengthen civil society in the SEIDI Countries; 
• Contribute to the building of the rule of law and democratic institutions in the SELDI Countries; 
• Promote economic relations, trade, and investment between the SELDI Countries and wilh other countries; 
• Contribute to the process of European reintegration; and 
• Promote regional programs and initiatives which promote the peaceful settlement of disputes. 

SEWI is distinguished from the other region-wide initiatives in that it seeks to facilitate practical efforts aimed at 
addressing specific needs and at the leading role of civil society and private sector institutions in its implementation. 

SELDI will pursue its objectives through: 
I. Training; 
2. Technical assistance; 
3. Conferences, colloquies and other such meeting fora; 
4. Exchange programs within the Region and with partners outside the Region; and 
5. Research and Publications 
Representatives of the CSD and IDLI will serve on the SELDI Executive Committee along with a representative of 

a third organization which will be identified at a later stage. The Steering Board, consisting of prominent public figures 
and NGO and business leaders from the SELDI countries will be responsible for establishing SEIDI's strategy and 
activities. 

Those interested in associating themselves with the Initiative, either as individuals or organizations are invited to 
contact the CSD through: 

Dr. Ognian Shentov 
Center for the Study of Democracy, 1, Lazar Stanev Stree~ 1113 Sofia, Bulgaria 
Tel.:(+ +359 2) 9713000, Fax: (++359 2) 9712233, E-mail: ognian@online.bg 

International Conference 
Coalition Building and Monitoring to Counter Corruption: 
Strategies and Impact in Central and Eastern Europe 

On June 19-20, 1999 Coalition 2000 will hold an International Conference "Coalition Building 
and Monitoring to Counter Corruption: Strategies and Impact in Central and Eastern Europe" in 
Varna, Bulgaria. The purpose of the conference is to: (a) review anti-corruption strategies in the 
transition countries of Central and Eastern Europe, with an emphasis on those involving co
operation between the public and the private sector, as well as monitoring mechanisms; (b) assess 
the results and impact of the implementation of these programs and summarise lessons learned, 
and make an inventory of best practices; (c) encourage further co-operation among governmental 
and non-governmental organizations, especially in Southeast Europe - within existing bilateral and 
multilateral instruments against corruption. 

The conference will bring together non-governmental organisations, including business 
associations and other interest groups, and government officials from Albania, Bulgaria, the Czech 
Republic, Hungary, FYROM, Poland, Slovakia, Slovenia, Romania, Turkey, Ukraine and Yugoslavia as 
well as representatives of bilateral aid agencies and international organisations · USAID, OECD, the 
World Bank, the European Union, the Council of Europe and UNDP. 

'ii<( + + 359 2) 971 3000 (ext. 312) l'i'lcoalition2000@online.bg 
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A round table organized by 
11Anti-Corruption Society 11 and 
Coalition 2000 discusses 
corruption on campus 

1be ~ d>aimtan ojlbe mulents' assodolion ''Anltromiplion Soddy'' 1/ko Yonianov 
(left) oullines riU!QSUI'f!S for curlJing anrup<ion at~ towns 

A round table organized by the student association "Anti-cormption Society" in 
partnership with Coalition 2000 was held at the Center for the Study of Democracy on 
April27, 1999. The round table placed its focus on two essential groups of corrupt 
practices • at obtaining university accommodation and cheating at exams. Petar 
Yakirnov, chairman of the Student Council at Sofia University briefed the participants 
about the structure and the organization of the accommodation and social services at 
Sofia University. A report entitled "Nonnative documents regulating the conditions for 
using university accommodations at Sofia University" was presented by llko Yordanov, 
deputy chairman of "Anti-corruption Society." Bogomil Nikolov, Chairman of the 
National Student Association of Political Sciences, examined the main causes for 
corruption at the university towns. 

Several important problems were outlined during the discussion that followed: 
• Normative documents regulating the conditions for accommodating students at 

university places are not well known to students, which is a precondition for 
discretionary decisions on behalf of the administration; 

• The process of placing srudents to university accommodations lacks transparency, 
which creates a breeding ground for corrupt practices; 

• Committees responsible for placing students to university accommodations operate 
under constant threats and receive frequent bribe offers; 

• A working mechanism to expel students illegally occupying university 
accommodations is presently non existent; 

• The system under which exams are organized is susceptible to corruption. 
The following proposals to solve existing problems were made: 

• Making early announcements about the number of places available at university 
accommodations and regular update of that information; 

• Abiding to the principles of competition in all accommodation procedures including 
those taking place outside the periods of mass accommodation campaigns at the 
beginning and at dle end of the academic year; 

• Improving coordination among various committees responsible for placing students 
to university accommodations; 

• Drafting and disseminating brochures containing information about students' rights; 
• Setting up a hot telephone line to collect information about cases of corruption at 

university places and to provide consultations on legal issues arising in the process 
of placement of students to university accommodations; 

• Introducing payment for members of the committees responsible for placing 
students to university accommodations as well as a fee for applying to such 
accommodations; 

• Introducing a system for written examinations under which exam papers of students 
from one university will be evaluated by lecturers from another university. 
In conclusion, the participants in the round table authorized the governing body of 

"Anti-corruption Society" to summarize the proposals made during the discussion in a 
report, which should be sent to all institutions engaged with the problems of the 
students' community in the country. 

The Coalition 2000 Steering 
Committee Approves a List of 
Small Grant Projects 

At a meeting held at the Center for the Study of Democracy on March 30, 
1999 the Coalition 2000 Steering Committee considered the results from the 
small grants competition announced in February 1999 as part of Phase Two 
Work Program of Coalition 2000 (Component 4 - Complementary Actions -
Small Grants). Mr. Emil Tsenkov, Coordinator of Coalition 2000, reported 
that a total of 28 small grant project proposals had been received by the 
Coalition 2000 Secretariat. At the pre-selection stage two of the projects had 
been disqualified as not eligible under the competition guidelines. Another 
five projects, developed by the Open Society Clubs will be recommended for 
financing to the Open Society Foundation - Sofia. 

Thus, the Steering Committee approved 13 projects: 

• Bulgarian Association for Fair Elections and Civil Rights - Sofia 
Title of the project: 
Public Anti-Corruption Forums 

• Foundation for Entrepreneurship Development • Sofia 
Title of the project: Organizing discussions among entrepreneurs, 
representatives of the state administration, the judiciary and the local 
media on the problems of the fight against corruption. 

• Association of Young Lawyers 
Title of the project: Civil initiative "Transparency and Anti-corruption'' in 
the municipalities of Pleven and Lyaskovets. 

• Anti-corruption Society Association - Sofia 
Title of the project: Pilot Program "lbe University Town- a No Corruption 
Zone". 

• Civil Coalition "Civil Council" - Razgrad 
Title of the project: Project to Fight Corruption 

• Bulgaria's Youth League "Stephan Stambolov''- Smolian 
Title of the project: Civil Society against Corruption 

• Center for the Study of Political Processes • Shoumen 
Title of the project: Promoting the Anti-Corruption Action Plan of 
Coalition 2000 on the territory of Shoumen region 

• Non-for-profit Association "NSO Lecturers" - Plovdiv 
Title of the project: Citizens against corruption in Plovdiv, Stamboliiski, 
Stara Zagora, Chirpan and Smolian 

• Regional Association "For the Revival of Civil Society" - Pleven 
Title of the project: Citizens -Corruption -Municipal Administration 

• InfoEcoClub - Vratza 
Title of the project: "Seeking justice" 

• Transparency International - Bulgaria 
Title of the project: Criminogenous analysis of draft laws deposited in 
Parliamentary Commissions 

• Black Sea Legal Community - Bourgas 
Title of the project: Fighting Corruption 

• Youth Center for Open Education "Seksaginta" - Rousse 
Title of the project: United against Violence 

In addition, a project by the Movement for Christian Revival, submitted to the 
Coalition 2000 Secretariat in December 1998 was approved. The reason to 
add this project entitled "Corruption as a Sin" to the 13 projects already 
approved was its focus on educational activities in an area not covered by any 
other applicant. 

It was decided that the 14 projects will be supported for a three-month 
period (April-June 1999) to allow initial project results to be presented to an 
international conference "Coalition Building and Monitoring in Anti
Corruption: Strategies and Impact in Central and Eastern Europe" to be 
organized by Coalition 2000 in June this year in Vama, Bulgaria. The 
conference will bring together academics involved in the study and the 
monitoring of corruption processes, representatives of international 
organizations playing a key role in the fight against corruption and members 
of non-governmental organizations engaged in the development and 
implementation of anti-corruption strategies. The conference will discuss best 
practices in coalition-building and corruption monitoring. 



A poster design competition was announced by 
Coalition 2000 on February 2, 1999 as part of its 
anti-corruption public awareness campaign. Posters 
are intended to increase the visibility of 
Coalition 2000 anti-corruption efforts and to 

reinforce its campaign messages. 

Some of the best posters can be seen below: 

"·"ll''·"''"'; 

Time-table of the Activities on 
Small Grant Projects 

Or anization A ril 
Bulgarian Association for Fair • Preparing for public forums 
Elections and Ci\'il Rights. Sofia • Press-conference for the 

Foundation for Entrepreneurship 
Development ·Sofia 

national media 
• Drafting a questionnaire for the 
paitici ants in ublic forums 
• Drafting and distributing 
questionnaires on corruption in 
1\)cal administration 
• Press-conference 

Mo 
• Conducting 7 public forums 

• Conducting an anti-corruption 
round table in Haskovo 

June 
• Summarizing and disseminaung 
the results from public forums 

• Conducting a public ami
corruption forum in Vratza 

Association of Young Lawyers- • Workshops with representatives • Groups of mediators in action • Groups of mediators in action 
Sofia of local authorities 

• Press-conferences in Pleven and 
Lyaskovets 
• Inauguration of reception 
offices to accommodate groups of 
mediators 
• Drafting and publishing anti
corruotion handbooks 

• Conducting two anti-corruption 
conferences 
• Distributing anti-corruption 
handbooks 

''Anti-corruption society"- Sofia • Round table and a concert to • Drafting and publishing • Press-conference to announce 
the results from the project promote the "The University brochures explaining to students 

Town· a No Corroption Zone" their right~; 

Civil coalition "Civil Council' 
Razgrad 

Bulgaria's Youth League 
"Stephan Stambolov" • Smolian 

initiative 
• Organizing workshop to di>ews 
the activities envisaged in the 
project 
• Cond~cting discussion "Civil 
Society against Corruption" 
• Presenting the project he fore 
representatives of local and 
recion:d authorities and the media 
• Pres<-conference 
• Establishing a Regional Anti
corruption Public Council 

Ccnter for the Study of Political • Anti-corruption round table 
Processes- Shournen • Information day 

• Conducting 3 anti-corruption 
seminars in the region of 
Shoumen 

Non-for-profit A-.ociation "NSO • Organizing an infonnation 
Lecturers"- Plovd>v week 

Regional Associaiion "Forthe 
Revival of Civil Sooety" 
PI even 

InfoEcoCiub- Vrntza 

Transparency lntenmtional
Bul 'arian Chapter 
Black Sea Legal Community
Bour as 

• Organizing a public meeting 
"Transparency of Local 
Authorities and Public Trust" 

• Creming an anti-conuption 
Information Center 
• Organizing an anti-corruption 
round table 

Youth Center for Open Education • Announcing an anti-comJption 
"Sehaginta"- Rous se poster competition and designing 

a logo 

Movement for Christian Revival 
-Sofia 

How to Reach Us: 
Coalition 2000 
I, Lazar Stanev Str. 
Sofia 1113, Bulgaria 
Tel.: (++359 2) 9713000 (ext. 311) 
Fax: (++359 2) 9712233 
e-mail: coalition2000@online.bg 
URL: www.online.bgicoalition2000 

• Anti-conuption infonnation day 
• Anti-corroption round table 

• Joint session of the Regional 
Anti-conuption Public Council 
and representatives oflocal 
authorities, the media and 
independent ex pens 
• Conducting a public action 
"Civil and Administrative 
Services" 

• Conducting 3 anti-corruption 
seminars in the region of 
Shoumen 
• Organizing a public anti
corroption action 

• Organu:ing discussion enutled 
"Public Sen-ices and Public 
Trust" with the partie~pauon of 
representatives of the municipal 
administratton. of youth clubs. 

'" • Organizing discussion 
"Citizens and Public Sen-iccs" 
• Organizing a ci vi! action 
"Citizens IUld Public Services" 

• Conducting civil 
Action "Citizens and Public 
Services" 
• Publishing anti-corruption 
leaflet< 
• Conducting a seminar entitled 
"Ecology and Weal Authorities" 

• Organizing an ami-corruption 
round table 
• Conducting anti-corruption 
debates with the participation of 
students from local schools 
• Organizing a round table 
"United against Corruption" 
• Conducting debates with the 
participation of •tudents from the 
Univel'llitvof Ro\L<Se 
• Conducting an anti-corruption 
workshop in the municipallly of 
Triadit7:a 
• Conducting an anti-corruption 
workshop in the municipality of 
Krasno Selo 

• Public forum 
• Organizing a public anti
corruption event 
• Publishing information bulletin 

• Organizing a meeting between 
the Regional Anti-corruption 
Public Council and 
representatives of local and 
regional authorities to disco" 
enhancing transparency in public 
administration 
• Organizing a training seminar 
for c1tizens 
• Establishing an Anti-conuption 
Public Council to include 
representatives of local 
authorities. journalists, expens, 

"' • Conducting 3 anti-corruption 
scDllnars in the region of 
Shoumen 
• Orgamzing a discussion with 
the par1icipation of 
representatives of Coa/iti<m 2000 
and of local anti-corruption 
actl\llSIS 
• Establishing a Local Anlt
Cormption Council 

• Establishing an Anti-conuption 
Public Council to include 
representatives of local 
authorities, the local media, 
inde mien! ex rts, etc 
• Open ses.ion with 
representatives of local 
authorities and the Civil Ami
corruntion Council 

• Organizing 3 workshops 
entitled '1mportant Measures to 
Counter Corruption" 

Important anti-corruption web-sites: 

<:enter for International Private Enterprise (CIPE) 
URL: http://www.dpe.arg 
Council of Europe 
URL: bttp://www.coe.fr/eng/legaltxt 
Independent CommisS!On Against Corruption, Hong Kong!China 
URL:bttp://www.icac.arg.bk 
Organization for Economic Coopern~ion and Development (OECD) 
URL: bttp://www.oocd.org/news _and_ events 
Tnruparency International 
URL: bttp://www.transparmcy.de 
United Slllte:; Infonnation Agency 
URL: http://www.usia.govHntegrlty 
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The idea that privatization must accompany any transition to 
democratic governance has become largely accepted as fact. But 

what has it actually donefor countries that have traveled the farthest 
down that path? Policymakers have tended to preach the merits 
rather practice the art of privatization (see our last issue on privati
zation on CIPE's Web site at www.cipe.org). In the past ten years, 
though, as Peter Young points out in his article, substantial progress 
has been made toward loosening government control of national 
economies all around the world. 

So what are the lessons to be learned from privatization? As the 
articles in this issue demonstrate, the most important one is that 
privatization works. Research clearly shows that companies become more effici<:n\aridJ~ 
ter able to produce new products and explore new markets once they are privali;:.edi Ail 
while governments should not expect to balance their budgets with revenues gairi.,·d lfrq 
privatizing, it is clear that they too become more efficient and reduce their •c 'C>Y' :.u• 
Consumers also benefit greatly from the reduced cost of basic infrastructure servwes) 
increased choice in products they can buy. And over the long run, they also are 
to find employment within a strong private sector than with state-owned enterpniS,e:5 tt 
rely on government subsidies. 

As the articles by Megginson and Valdez point out, there are many choices ao•mir now 
privatize. Depending on a country's level of development, voucher pnvatJZ:itHJilm<l) 
option, a share offering may be another, and capitalization may be a third. ""a''·., •• ,,~·'''' 
tant, as Roman Frydman underscores in our interview with him, is that poliC)(nia.J<i'f 
should make privatization happen. It truly is a major contributor to pr•OS[Jerity .. a!id,····~ 
essential part ofsustaining democracy. 

We would like to thank all of our authors for their contributions to this 
EconomicReform Today, with a special acknowledgment to the Adam Smith In:ititute a.rit<J\ 
Steve Masty for his superb cartoons. We hope you will find this issue to be ofpaiticU!a((' 
value and would like to receive your comments. 
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The Lessons of 
Privatization 
by Peter Young 

rivatization of state-owned 
enterprises (SOEs) in devel
oping and post-communist 

countries has long been promoted in 
the belief that it fosters greater eco
nomic efficiency and stimulates eco
nomic growth. This belief is the direct 
result of the consensus that SOEs are 
typically inefficient and require sub
stantial subsidies to operate, acting as 
a drain on the government treasury 
and the economy as a whole. 

For many years privatization was 
discussed more than actually imple
mented. However, in the past ten 
years the number of transactions has 
grown substantially. For example, in 
1992 completed privatizations in 
developing countries numbered in 
the thousands (raising $23.1 billion) 
and since then that figure has reached 
tens of billions. The trend has been 
most conspicuous in post -communist 
countries where entire economic sec
tors have been transferred to private 
ownership. In Latin America privati
zation has extended to major utility 
sectors, such as telecommunications, 
power, water, and railways, that still 
remain state-owned in many West 
European countries. 

How useful is privatization? 
With the substantial increase m 

privatizations in recent years, it 
became possible to assess the true 
value of privatizing to a country's 

economy. The Adam Smith Institute 
concluded last year a major study to 
see if the real-world results of priva
tization have lived up to its promise. 
The objective of the study, "The 
Impact of Privatization in Postcom
munist and Developing Countries," 
was to review the impact of privati
zation in these countries by pulling 
together a synthesis of existing re
search. From this synthesis a number 
of conclusions were drawn about the 
overall impact of privatization, the 
success of different approaches to pri
vatization, the importance of the poli
cy environment, and other matters. 

Some of the most important ques
tions this study set out to answer 
were as follows: 
e Do privatized enterprises im

prove performance in terms of prof
itability, efficiency and investment? 
e Does privatization improve gov

ernment finances? 
e What is the social impact for 

consumers and employees? 
e What are the overall effects on 

the economy? 
e How do different approaches to 

privatization affect end results, and 
what lessons can be learned? 

Peter Young is the international director of 
the Adam Smith Institute, the London¥based 
private economic policy institute. 
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This article will provide an 
overview of what kinds of answers our 
study found to these key questions. 

Improving enterprise performance 
The performance of companies 

improved after privatization in 
almost all cases studied. A major 
World Bank study by Gala! et al. 
found that performance improved in 
eight out of nine developing-coun
try cases studied. A larger sample of 
60 companies examined by Meg
ginson et al. noted substantially 
improved performance in 75% of 
the case studies and to some extent 

in almost all cases. Other cases show 
a similar picture. 

Looking at the individual perfor
mance measures examined in a large 
number of studies, profitability of 
firms increased in the vast majority 
of cases. Privatization also removed 
constraints on new investment and 
access to capital. This release of the 
resource constraint partly explains 
why even efficient state-run compa
nies operating in competitive or reg
ulated markets under the same con
ditions as private companies (for 
example, the Chilean state enterpris
es) turned in a better performance 
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after privatization. It also explains 
why the Malaysian airline MAS 
showed improvement after partial 
privatization, even though its man
agement did not change. 

Productivity and efficiency im
proved in most cases where they 
were specifically studied, often by 
output growing faster than labor 
and other inputs. In the Chilean 
electricity generation case cited 
above, there was much more effi
cient use of the main input, coal. In 
the case of MAS, however, produc
tivity did not increase per se because 
privatization yielded no changes 

apart from improved access to capi
tal investment. In Bangladesh, textile 
mills improved operating or static 
efficiency, but not longer term or 
dynamic efficiency. This was because 
debt and other issues were not 
resolved during the privatization 
process. The overall poor business 
environment in Bangladesh was a 
major factor as well. 

Efficiency and performance did 
not improve in other cases, such as 
those in Mali and Zaire, because the 
privatization process itself was poorly 
handled. Buyers were chosen without 
regard to ability to run tbe enterpris-
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es, or even to meet the purchase price, 
which was payable in installments. 
Chile's first round of privatizations 
failed for similar reasons, though 
there is no evidence that performance 
did not improve after privatization. 
Firms were sold on credit to investors 
who were unable to meet payments 
after Chile entered a recession. 

There are a number of cases, 
largely from the poorer developing 
countries, where performance can 
be said to have improved dramati
cally after privatization because the 
enterprises actually closed 
down before they were 
privatized. Those enter
prises whose production 
could more easily be 
adapted by the new pri
vate owners to meet a real 
demand had a better 
future than those which 
could not. Privatized 
enterprises in Togo are an 
example of this. Most 
could adapt their produc
tion, except a detergent 
factory that could really 
only produce detergent. 

Another reason for 
post-privatization difficul
ties is continued govern
ment interference with the 
enterprise. For example, 
the Jamaican edible oils 
company, Seprod, initially 
did well after privatization 
until the government imposed price 
controls on its products. In the case of 
Mexicana de Aviaci6n, the company 
faced difficulties because the new 
owners misjudged the market and 
made untimely investments. 

Evidence from post -communist 
countries on performance after priva
tization is less detailed and obscured 
by other factors. The collapse of the 
Soviet bloc, the rapid introduction of 
market reforms and the resulting eco
nomic disruptions severely affected 
most enterprises across the board. 
Nevertheless, evidence suggests priva-
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tized companies have weathered the 
storm better than state-owned com
panies. There are to be sure significant 
differences among post-communist 
countries due to specific economic 
circumstances and the privatization 
methods chosen. 

Polish privatized enterprises im
proved profitability in most cases, or 
at least reduced losses, and have made 
extensive product improvements and 
marketing initiatives. However, they 
have generally not increased invest
ment because of inertia or lack of 

capital. Enterprises privatized by 
management/employee buyout tend 
to have the most difficulties in this 
regard, followed by those sold by 
public offer. Those firms sold by 
competitive tender, particularly to 
western firms, have had the best 
access to investment. 

We see a similar picture in the 
Czech and Slovak Republics. Those 
enterprises with a strategic western 
investor have shown the best results. 
In these countries, as in Poland, access 
to securities markets has helped 
enterprises raise new capital. Enter-

prises privatized mainly through the 
voucher method have not improved 
enterprise efficiency. However, the 
Czech Republic's mass privatization 
program has enabled it to create a full 
free-market economy more quickly 
than other countries. 

There is evidence in most post
communist countries that privatized 
companies have begun restructuring 
to varying degrees. Russian enter
prises have not undergone significant 
restructuring, although there are in
stances of improved product quality 

and marketing efforts in 
most cases. Pressure to 
improve performance in 
Russian enterprises stems 
more from a desire to 
survive than from share
holder initiatives. Most 
enterprises are majority
owned by management 
and employees who seek to 
protect their own posi
tions, in contrast to East 
European post -communist 
countries. 

Reducing government 
debt 

Some governments have 
raised large sums from pri
vatization transactions, up 
to 15% of total annual rev
enue 1n some Latin 
American countries. These 
revenue streams have 

allowed Mexico to continue macro
economic stabilization efforts and 
repay large portions of state debts. 
Argentina and Honduras have used 
their windfall to pay down state
owned debt as well. 

Privatization has reduced many 
governments' need to continue large 
subsidies to SOEs, significantly 
improving overall fiscal health. In 
Jamaica, the government not only 
received large amounts of cash from 
the sale of unprofitable hotels, but 
also increased revenues by canceling 
income tax concessions to that sector. 
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In two Malaysian cases, the gov
ernment realized significant gains 
from the privatization process by 
attaching profit sharing mechanisms 
to the terms of the sale-benefiting 
long-term from the greatly improved 
post-privatization performance of 
the enterprises. 

In two of the three detailed Chilean 
cases examined by the World Bank, 
the government was likely to experi
ence a modest fiscal loss from privati
zation because the firms in question 
were already efficient and profitable. 
Continued public ownership would 
have yielded dividend payments. 
However, the modest fiscal losses in 
these two cases are outweighed by the 
overall positive macroeconomic bene
fits of the privatizations. 

In cases where SOEs had ceased 
operating prior to privatization, or 
were performing very poorly, govern
ments obviously did much better fis
cally by removing the unprofitable 
entities from the books. Although in 
some cases proceeds were insufficient 
to cover liabilities the government 
had assumed at the time of privatiza
tion, the sale ended these liabilities 
and prevented future losses from 
growing larger. 

Consumers benefit 
Consumers benefit from privatiza

tion in the majority of cases. Efficiency 
improvements in regulated industries 
have been passed on to the consumer 
in the form of lower prices. For exam
ple, the Chilean electric utility, Enersis, 
reduced prices sharply by limiting the 
amount of stolen or unbilled electrici
ty. Consumers benefited from gains in 
efficiency (lower prices) in unregulat
ed industries as well. 

Consumers also enjoyed greater 
access to goods and services that pre
viously had been unavailable to 
them. No longer hindered by invest
ment constraints, privatized enter
prises were able to make their prod
ucts more available to the public. 

The impact of privatization on 

ECONOMIC REFORM TODAY NUMBER ONE 1998 

consumers in post -communist coun
tries is complicated. Prices have 
increased greatly since liberalization 
of those economies, but many more 
products are also available for the 
first time. Such price increases are 
more attributable to the introduc
tion of market economics as a whole 
rather than to privatization in partic
ular. There is evidence that privatized 
enterprises seek more aggressively to 
improve quality and introduce new 
products to meet consumer demand. 

However, given the monopolistic 
power that is in whole or in part 

Employing workers 
The evidence shows that employ

ees benefited from privatization 
although not, of course, in every 
case. Employees tended to benefit in 
three different ways: ( l) employ
ment levels tended to increase after 
privatization; (2) remuneration 
packages tended to improve after 
privatization, often including per
formance bonuses; and (3) many 
employees bought shares in the pri
vatized enterprises, further benefit
ing when the value of those shares 
increased. 

Privatization Proceeds in 
Developing Market Economies 

Value of Transactions 

US$ millions 

25,000 

Source: World Bank, Privatization Database (corrected). 

retained by many post -communist 
enterprises, particularly in former 
Soviet countries, the incentive for 
enterprises to meet consumer demand 
is often minimal. Privatization would 
have created greater sensitivity to mar
ket forces if competition had also been 
encouraged. 

In some cases, such as Aeromfxi
co, employment levels dropped after 
privatization. However, laid-off employ
ees generally received generous sever
ance packages. In many cases 
employment levels had fallen prior 
to privatization, so one may attribute 
this effect not just to privatization 
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but to the need for greater enterprise 
efficiency. 

Employees also benefited directly 
when shut-down enterprises were 
privatized and restarted by private 
investors. In Jamaica, the success of 
the privatized hotels and subsequent 
boost to tourism had a major benefi
cial effect on indirect employment. 

In post-communist countries, 
employment levels in privatized 
enterprises have generally fallen, 
though wage levels have tended to 
increase after privatization. It 
should be noted that employment 
levels in SOEs have fallen even 
faster, which suggests that privatiza
tion has helped preserve employ
ment, at least in relative terms. 

Strengthening capital markets 
Privatization has done much to 

strengthen capital markets and 
widen the ownership of capital, 
although such effects are closely 
related to the methods of privatiza
tion pursued by individual countries. 
Countries that have concentrated on 
tender sales to foreign investors have 
been unable to capture such benefits. 
Other countries, such as Jamaica, 
Chile, Mexico, Nigeria, Poland, and 
the Czech and Slovak Republics, have 
strengthened their capital markets 
considerably and created a large 
group of shareholders. However, 
where ownership of an SOE has 
passed to a large number of small 
shareholders, the new owners have 
had little influence on management. 

The sale of shares to employees is 
another means of "democratizing" 
the ownership of capital that has 
been successfully pursued in devel
oping and post-communist coun
tries. Of course, the mass privatiza
tion schemes of the Czech and 
Slovak Republics and of Russia have 
created more shareholders than any 
other approach. However, the ability 
of shareholders to exercise fully their 
ownership rights in Russia is in some 
doubt. An effective legal framework 
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and infrastructure is necessary to 
safeguard property rights and to 
facilitate the trading of securities. 

More competition 
Privatization has encouraged com

petition in most cases, although lib
eralization measures were often 
introduced concurrently and theoret
ically could have been introduced 
alone. In practice the two trends go 
hand in hand. Even where liberaliza
tion has been delayed to give the pri
vatized company a period of protec-

tion, compelltwn has been intro
duced eventually. Without privatiza
tion, there would likely have been less 
impetus to follow through with mar
ket reforms. This is the case with the 
two Latin American telecommunica
tions companies, Telmex and CTC. 

In post-communist countries, pri
vatization has created greater compe
tition as the previous monopolistic 
structure of the economy has been 
dismantled and smaller privatized 

units emerged from large agglomera
tions. However, in many cases there 
was no coherent strategy for intro
ducing more competition, and little 
cooperation existed between bodies 
responsible for competition and 
those responsible for privatization. 
Greater gains from competition 
could have been realized if the vari
ous decision-making entities had 
coordinated their efforts. 

Increasing investment 
Privatization has become an 

important means for countries to 
attract foreign investment. In post
communist countries privatization 
accounts for a large proportion of 
total foreign investment; for example, 
86% in Hungary and 64% in Poland. 
In countries such as Peru, Venezuela, 
Argentina, and Jamaica, privatization 
accounts for 30% to 40% of total for
eign investment. 

Some countries, such as Nigeria 
and Brazil, have attracted little for
eign investment into privatization 
because of restrictions placed on such 
investment. Other countries have 
merely placed less emphasis on sales 
to foreigners. 

Privatization also signals a govern
ment's commitment to freer markets, 
and encourages greater greenfield 
investment and other forms of invest
men! not directly related to privatiza
tion. Such a "signaling effect" can 
help reverse capital)light. 

A World Bank· study by Frank 
Sader states that privatizations have a 
particularly strong influence over 
decisions to invest and calculates that 
each dollar of privatization revenue 
generates an extra 38 cents in new 
investment. It also finds that finan
cial and infrastructure privatizations 
have the most positive effect on 
other foreign direct investment. 

What lessons can be drawn? 
The main conclusion of our 

research is that privatization, in the 
vast majority of cases, is a very sue-
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cessful and beneficial reform for 
developing and post-communist 
countries. The beneficial results of 
privatization in these countries are 
reflected in many areas: (I) 
improved enterprise performance, 
(2) increased state revenue, {3) 
greater choices and prosperity for 
consumers and employees, and (4) 
wider access to private investment 
and capital. 

The findings support privatization 
efforts in recent years, and suggest 
that an even greater emphasis should 
be placed on privatization in the 
years ahead. 

Different Outcomes 
However, important differences 

can be discerned in the results of 
individual privatizations surveyed. In 
a handful of cases, privatization did 
not bring beneficial results. In other 
instances, the effect on most individ
ual indicators was positive, but the 
quality of the privatization and the 
outcomes overall could have been 
substantially improved. There is, 
therefore, much to be gained from 
encouraging best practice in privati
zation and sharing past experiences 
with all countries. 

The primary lessons and critical 
success factors are as follows: 

> Establish a proper balance among 
objectives. The short-term need to 
raise revenue often conflicts with the 
longer-term goals of increased effi
ciency, greater competition and con
sumer choice. Bowing to fiscal con
cerns, too many governments pre
serve some of an enterprise's 
monopoly power after privatization 
in order to extract a higher sale price. 
Proper attention to competition 
issues would bring better long-term 
results. 

> Thorough planning and educa
tion are vital. As an example, contrast 
the Czech and Russian mass privati
zation programs. The Russian expe
rience was less satisfactory because 
fundamental issues such as property 
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rights and corporate governance 
were initially unresolved. The clear 
lesson is that it is very important to 
improve the design of mass privati
zation schemes to deliver more effec
tive corporate enterprise governance. 

> Decisionmakers must be better 
educated so they can fully understand 
the need for privatization, and the 
necessity of creating a solid institu
tional framework that will allow 
privatization to flourish. Effective 
financial sector reform is an impor
tant precondition for success and 
will include introduction and 
enforcement of modern corporate 
law, shareholder rights, clear free
market policies, public utilities' regu
latory frameworks, capital markets 
laws, and liberalization of trade 
policy.~ 
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TRENDS IN PRIVATIZATION 
by Mary M. Shirley 

® 
he collapse of communism in 
planned economies and a 
rethinking of the role of govern

ment ownership in market economies 
have made privatization a defining feature 
of the last two decades. As the number of 
privatizations has increased in recent 
years, it is useful for policymakers to 
know some of the important changes that 
have occurred in how the process is 
conducted. This article examines 
privatization trends in developing 
and transition economies since 1988 
using World Bank data on transac
tions above $50,000. It also considers 
how new private entrants into sec
tors previously dominated by state
owned enterprises (SOEs) have been 
changing the structure of ownership 
in developing countries. 

500 

of developing and transitional countries 
has shrunk sharply, and privatization will 
now dwindle. However, when we compare 
in Figure 2 the value of sales to the GDP 
of the divesting countries the story is less 
dramatic. Total proceeds from sales 
between 1988 to 1995 were only about 
0.5% of the GDP of privatizing countries 
during that period, and that percentage 

Privatization Transactions in 
Developing Countries 

(Number of countries) 

How much is being privatized? Source: World Bank. Privatization Database (corTeeted). 
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The chart on page 5 in Peter 
Young's article shows the sharp 
upward trend in the number of transac
tions in developing countries since 1988, 
albeit with some decline in more recent 
years. The chart also shows a dramatic 
rise in the number of privatizing coun
tries, from 12 in 1988 to 43 in 1995, 
which suggests that the number of trans
actions grew in large part because the 
number of countries selling assets 
increased. The value of transactions fol
lows a similar upward trend, as we see in 
Figure 1. This might suggest that the 
share of state ownership in the economy 

Figure I 

hardly rises in the second half of the peri
od. Since state ownership represents 
about !Oo/o of GDP in developing coun
tries on average, these numbers suggest 
that there are still a lot of assets in state 
hands (see Shirley in ERT's issue 
Privatization: The Road Ahead, 4/95). 

Who is privatizing? 
Sellers are concentrated m three 

regions. The World Bank data covers 88 
countries that sold $135 billion worth of 
assets in 3,801 transactions. Latin 
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America and the Caribbean was the lead
ing privatizing region, with total sales of 
almost $54 billion or 46% of the total 
amount of proceeds from privatization 
during 1988 to 1995 (see Figure 3). East 
Asia was next with sales of $28 billion or 
25%, followed by Europe and Central 
Asia (which includes the formerly 
planned economies of Central and 
Eastern Europe and the former Soviet 
Union) with almost $20 billion or 17%. 
The rest of the developing world corn
bined was responsible for only about 12% 
of the value of sales. 

The rankings of the top three privatiz
ing regions were heavily influenced by the 
average value of the assets that they sold. 
For example, the number of transactions 
in both Latin America and the Caribbean 
and East Asia (783 and 258, respectively) 
were far less than in Europe and Central 
Asia (I, 748), but the average value of an 
individual transaction was much greater. 
An average transaction raised $68 million 
in Latin America and the Caribbean and 
$110 million in East Asia, compared to 
only $11 million in Europe and Central 
Asia. By way of comparison, the average 
value of a transaction for the entire group 
of 88 countries was $35 million. 

Average Value of Privatization Proceeds 
asa%ofGDP 

Proceeds/GDP (%) 
1.0 

OB 

0.6 

0.4 

0.2 

0 
1988-91 1992-95 

Source: World Bank. Privatization Database {corrected). 

Figure 2 

The reasons why the average proceeds 
from a transaction were less in Europe and 
Central Asia needs further study, but is 
likely the result of a combination of factors 
including more share giveaways to workers 
and the public, smaller and less developed 
capital markets, the uncertain or poor 
prospects for many assets whose prior 
commercial history was under economic 
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planning, and possibly, greater restrictions 
on buyers. It could also be that the assets in 
Europe and Central Asia had been relative
ly less well maintained and were more bur
dened by debt than in Latin America and 
the Caribbean or East Asia. 

Broadly speaking, 
among the 88 coun
tries that privatized 
in 1988-95, only a 
handful of countries 

Privatization Proceeds by Region 
1988-95 

sold a large number 
of enterprises for 
large values. If we 
consider "large" to be 
anything over I 00 
transactions and $1 
billion in proceeds, 
then only six coun
tries had both large 
numbers and values 
of sales. The prime 
examples were Mexico 
($27 billion in pro
ceeds from 211 trans-

(Percentage Share of Total Value Privatized) 

East Asia 
25% 

Latin America & Caribbean 
46% 

actions), Argentina Figure 3 

($18 billion raised through i29 transac
tions), and Hungary (203 transactions 
raised almost $8 billion). 

More countries sold relatively small 
volumes for large values; fifteen countries 
had fewer than I 00 transactions yet raised 
over $1 billion. For example, Brazil and 
Malaysia earned over $9 billion each in 
sales, but had only 54 and 38 transactions, 
respectively, while Korea raised $4 billion 
in sales from only 14 transactions. Some 
transition economies sold large numbers 
of state enterprises for much less than the 
average value of a transaction; for exam
ple, Macedonia's 388 transactions raised 
$554 million; Estonia had 279 transac
tions for $251 million; and Bulgaria had 
269 transactions for $296 million. 

Changes in regional shares were also 
evident during this period. The proceeds 
from sales in Latin America and the 
Caribbean peaked in the early 1990s, and 
have since fallen to less than half the 
$10.6 billion attained at the height of 
sales in 1992. Values continued to grow in 
East Asia, even as numbers fell off after 
1993 because more valuable assets were 
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put on the auction block. In contrast, 
Europe and Central Asia have seen a 
dramatic growth in both the number 
and value of sales since 1990. 

What is being sold? 
In 1988, most sales revenues came 

from the primary sector (sales of 
copper mines in Mexico and the state 
petroleum company in Argentina, 
for instance), and services (e.g., 
airlines in Argentina and Malaysia). 
Manufacturing and infrastructure 
grew quickly and now dominate 
privatization in developing countries. 
Proceeds from sales of infrastructure, 
for example, have grown from about 
I 7% of total proceeds in 1988 to 
almost half in 1995. Infras-

billion). Combining stock issues with 
the sale of a controlling block of 
shares to a single strategic investment 
group has become increasingly popu
lar, perhaps because this combination 
allows the public to share in expected 
gains and reduces potential opposi
tion to sales to foreign buyers or large 
domestic groups. 

Another reason for the increase in 
share flotations is the shares reserved 
for workers, who may also be given 
discounts or financial assistance to 
purchase shares-as was the case with 
Mexico's Telmex, for example. 

Other changes in privatization 
trends are not captured by these sta
tistics. In particular, a large amount of 

In contrast to the sluggish growth 
and small size of the state-owned 
wireline network, wireless technology 
has taken off in Africa, fueled largely 
by private investors. Cellular service, 
virtually nonexistent at the start of 
the decade, now comprises between 
15% and 20% of total service on 
average in Africa (excluding South 
Africa). New private entry into cellu
lar service has been much more 
prevalent than privatization of the 
wireline operators: while only nine 
African countries had privatized their 
wireline telecommunications compa
nies by mid-1997, sixteen had private 
cellular operators. 

tructure sales were largely in 
Latin America, which helps 
explain why the value of assets 
sold is so high there. Sales of 
infrastructure are overwhelm
ingly in telecommunications 
and power, transport (ports, 
railways, roads and airports) 
and water combined accounted 
for less than lOo/o of sales pro
ceeds (Figure 4). 

Telecoms and Energy Sectors Lead the Way 
Revenues from infrastructure privatization 

Of course new technology has 
been important in changing 
the nature of telecommunica
tions markets, allowing private 
entrants to compete with SOEs 
that still have a natural 
monopoly over wireline ser
vice. In other infrastructure 

of total 

There were almost no privati- Figure 4 

zations in the financial sector 
until 1991, when a rash of sales of 
banks occurred, particularly in 
Mexico. Most of the sales occurred 
from 1991 to 1993, and sales of finan
cial institutions have since fallen to 
less than lOo/o of total transactions in 
1994 and 1995. 

How do countries privatize? 
Share flotations, which were almost 

unused in 1988, accounted for 40% of 
sales (by value) from 1991 through 
1995. Some very large transactions 
have been done through share flota
tions, such as the sale of minority 
stakes in Korea's electric power com
pany (KEPCO, $2.1 billion), Mexico's 
telecommunications company 
(Telmex, $2.4 billion) and a bank 
(BANCOMER, $2.5 billion), and 
Brazil's Usiminas steel company ($1.5 
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new investment that would once have 
been undertaken by a state-owned 
firm is now being done by private 
investors. This trend can be illustrated 
by the example of telecommunica
tions in Africa. Until recently, African 
telecommunications service was 
dominated by state-owned monopo
lies. In most of the region the 
telecommunications network was 
small, with fewer than 100,000 lines 
and low penetration rates; only 4 out 
of lOO inhabitants had a telephone in 
their homes in 1992, compared to 40 
in Asia and 60 in Latin America. And 
the growth in the network lagged 
behind other developing regions; in 
the first half of the 1990s the rate of 
network expansion was 8% a year on 
average, compared to 10% in Latin 
America and 27% in Asia. 

sectors governments are auc
tioning service under different 
contractual arrangements, cre
ating competition in the mar
ket. For example, water in 
Buenos Aires is now supplied 
by a private investor under a 

concession arrangement. 
The trends in privatization over 

recent years suggest that, notwith
standing changes in speed, locale, sec
tor and method, there has been an 
overall movement toward private 
ownership in transitional and devel
oping economies. The interesting 
questions of whether privatization 
has improved enterprise performance 
or accelerated growth are analyzed in 
Megginson's article in this issue (see 
page 11) and have been measured in 
other studies. In general, these studies 
have found strong positive effects. 
Unfortunately, they also all have had 
limitations (such as small sample 
size, failure to control for other mar
ket effects, and failure to specify a 
counterfactual), suggesting that fur
ther research is needed. ~ 
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THE IMPACT OF PRIVATIZATION 
by William L. Megginson 

he process of selling state-owned 
enterprises (SOEs) to private 
owners often elicits high emo

tions. Those who support privatization 
tend to consider it one of the most 
important economic events of the millen
nium, while those who oppose it are 
equally convinced that the process threat
ens the foundations of the modern wel
fare state, if not of democracy itself. 

If we put aside the emotions and take a 
cold, hard look at privatization to date, 
what could we say about privatization's 
impact on the world economy? Has it 
transformed the productive capacity of 
the economies where it has been imple
mented, or merely transferred ownership 
of the choicest pieces from the public to 
the private sector? 

The objective of this paper is not to 
argue for or against privatization; instead, 
it is to survey the empirical record of the 
past twenty years and attempt to codify 
the "lessons of privatization:' As we will 
see, although most of the privatization 
programs implemented thus far have 
been economically successful, the tech
nology, or methodology, of divesting state 
ownership has not been fully proven. 

Britain's former Conservative govern
ment under Margaret Thatcher, who took 
office in 1979, is widely credited with pio
neering and legitimizing privatization as 
an official state policy. To say that the 
world has followed Mrs. Thatcher's lead 
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over the past two decades would be a sig
nificant understatement. To understand 
just how important privatization pro
grams have been as agents of economic 
change, consider the following key points: 

> Less than ten years after the collapse 
of communism in Eastern Europe and 
the former Soviet Union, state ownership 
in formerly communist countries has 
been dramatically reduced. The state sec
tor today represents less than half of the 
economies of Eastern Europe, and less 
than 30% of Russia's economy. Although 
the methods that have brought about this 
transformation have often been contro
versial, it is generally believed that privati
zation is now irreversible. 

> Since 1988 over 70 countries have 
used direct asset sales as a method of 
divesting state-owned firms. These sales 
have raised over $17 5 billion through 
more than 800 individual transactions. 
The direct sale of SOEs either to 
foreign-owned investors or corporations 
brings the divesting government much
needed cash, and may often involve an 
injection of foreign technology and 
expertise. 
>- Since 1979 over 60 national govern

ments have raised almost $500 billion 
through about 600 separate public sales 
of stock in SOEs. These share-issue priva
tizations (SIPs) have almost always been 
the largest share issues in a nation's histo
ry, and have often both radically increased 
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the number of individual sharehold
ers and increased the liquidity and 
total capitalization of the nation's 
stock market. 

Why privatize? 
The chief reason that govern

ments increasingly choose to priva
tize SOEs is clear. Governments have 
been selling SOEs to private investors 
in order to improve these firms' per
formance through the discipline of 
private ownership, as well as to raise 
revenue without raising taxes. The 
specific objectives articulated for pri
vatization programs are often very 
ambitious, and most tend to mirror 
the goals voiced by Thatcher's gov
ernment during the early 1980s. 
These objectives are to: ( 1) raise new 
revenue for the state; (2) promote 
economic efficiency; (3) reduce gov
ernment interference in the econo
my; ( 4) promote wider share-owner
ship; (5) provide the opportunity to 
introduce competition; and ( 6) 
develop the nation's capital markets. 

Although these objectives may ini-

tially seem unrealistic, four recent 
studies, together examining over 200 
companies privatized by over 40 
countries, clearly document signifi
cant improvements in the operating 
performance and financial strength of 
newly privatized firms. The key results 
from one of the studies, written by 
Narjess Boubakri and jean-Claude 
Cosset, are presented in Table 1. 

While the empirical evidence on 
privatization's effectiveness is still 
rather limited, comparing the results 
of the four studies cited above sug
gests the following lessons: 

0 Output, profitability, and effi
ciency increase significantly in the 
years after firms are privatized. In 
both industrial and developing 
countries total earnings of newly pri
vatized companies increase, on aver
age by more than 25% in the three 
years following divestiture. 
Profitability more than doubles in 
developing country privatizations, 
and increases by 45% in industrial 
country privatizations, while effi
ciency increases by 16% and 11 o/o, 

respectively, in developing and 
industrial country privatizations. 

0 Capital investment spending 
surges after a firm is privatized. 
Capital expenditures as a fraction of 
total sales increase by 44% in indus
trial country privatizations and by 
over 70% in developing country pri
vatizations. 

At least three factors seem to cause 
this investment spree. First, priva
tized companies are no longer 
required to borrow from the public 
sector; instead, they have the free
dom to both select and finance nec
essary capital investments. Second, 
once privatized, the rapid growth 
that typically follows privatization is 
subsequently followed by capital 
investment in new plants and equip
ment. Third, privatization transfers 
the authority for decisionmaking 
from public officials to the firm's 
shareholders, who are the only stake
holders with the incentive to increase 
the long-term value of the firm. 

0 Total employment will usually 
not decline after a firm is privatized. 

Ta,I>Je I: Performa,nce of Newly Priva,tized Companies 

12 

Variable No. of Mean Value Mean Value Mean %of firms 
Measured Obser- Before After Change due with Performance 

vations Privat. 
PROFITABILITY 

Privat. to Privat. Improvement 

Return on Sales 78 4.9e% 11.0% 6.05%a 62.8% 

EFFICiENCY 
Real Sales per Employee 56 0.922 1.17 24.79a 80.4% 

INVE$TM~NT 
13.22%b Capital Expend. + Sales 48 10.52% 23.75 62.5% 

OUTPUT 
Real Sales (adj. by CPI) 78 0.969 1.22 25.30a 75.6%' 

TOTAL 
EMPLOYMENT 57 10,672 10,811 139 57.8% 

LEVERAGE 
-2.48%b bebt + by Total Assets 65 54.95% 49.86% 63.1% 

DlVIDENDS 
Dividends+ by Sales 67 2.84% 5.28% 2.44%a 76.1% 

This table summarizes the res1.,1lts of a comparison of the three-year average operating and financial performance of a large sample of newly-pri¥atize0 firms wiili.their aver~ 
age performance during their fast three years as SOEs. Efficiency and output measures are index values, where the value during the year of privatiuti_on is d!llfined· as 100. 
Employment is in absolvte numbers. 
a Indicates signjfitance at the l% level; b 'li'ldicates significance at the 5% level; and c Indicates significance at the I 0% leveL 

Source: Narjess .Boubakri .and Jean·Ciaude Cosset, The Finandal and Operating Performance of Newly Privatized Firms: Evidence from Developing Countries, 1998, forthcOming 
issue of "journal of Finance.'.' · 
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Of course, when an SOE is obvious
ly over-staffed, privatization will 
bring layoffs. However, all four 
studies referred to above, which 
were based on data from OECD 
economies (about 66% to 75% of 
the cases) and transitional and 
developing economies (the remain
der of the cases) document that 
employment in newly privatized 
companies, on average, either 
remains the same or 
increases after divesti
ture. These findings 
suggest that the great 
fear of those opposing 
privatization-that it 
will lead to large scale 
job losses-will not 
generally be founded, 
unless the state-owned 
enterprise is clearly 
over-staffed before 
being privatized. 

The studies cited 
above provide corn
pelling evidence that 
share-issue privatiza
tions (SIPs) "work"
in the sense that effi
ciency, profitability, 
and total sales increase 
after divestiture, without necessarily 
sacrificing employment. Neverthe
less, the studies' focus on SIPs 
means they cover only a minuscule 
fraction of the total number of 
companies that have been priva
tized since 1979. The World Bank 
reports that over 12,000 companies 
were privatized during the period 
from 1980 to 1993 (almost half 
between 1991 and 1993); less than 
five percent of these divestitures 
involved public share offerings. 
Since most SOEs are privatized 
either through a voucher program 
or through a direct sale, this article 
will now briefly examine the bene
fits and drawbacks of these two 
forms of privatization before 
returning to a discussion of the rel
ative merits of SIPs. 
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Alternative methods 
After the collapse of European 

communism in 1989 the new govern
ments of the region faced an excruci
atingly difficult challenge: how to pri
vatize SOEs in a politically acceptable 
way. The most straightforward 
method-simply auctioning off the 
SOEs to the highest bidder-would 
surely have resulted in the wholesale 
transfer of the nation's most prized 

assets to foreign ownership, since only 
international corporations and 
investors had the necessary financial 
wealth and managerial expertise. 

While this was politically an unat
tractive option, waiting to determine 
the optimal method of privatization 
was also an unattractive option dur
ing the early 1990s because many 
SOEs were either rapidly losing value 
in the managerial vacuum that fol
lowed communism's collapse or were 
being systematically looted of their 
choicest assets through the process of 
"spontaneous privatization)) (also 
known as "asset-stripping by the 
nornenklatura"). 

Voucher programs 
In much of Eastern Europe, the 

only politically feasible alternative to 

auctioning off SOEs was to effec
tively give the SOEs directly to the 
nation's citizens by giving them the 
exclusive right (and the means) to 
purchase shares. These voucher pro
grams had the virtues of speed and 
perceived fairness: literally thou
sands of firms were privatized in 
five years or less, and the nondis
criminatory nature of these voucher 
distribution programs ensured their 

popularity. This popu
larity had the added 
bonus of making privati
zation politically irre
versible because large 
percentages of the popu
lation in each country 
had effectively become 
capitalists. 

In spite of the fact 
that voucher programs 
were probably the only 
feasible method of pri
vatizing Eastern European 
economies in the early 
1990s, these programs 
have several serious 
weaknesses, and are 
unlikely to remain as 
important in future 
SOE divestitures. The 

principal drawbacks are threefold: 
•:• Voucher programs do not raise 

cash for the SOE or the government. 
•:• Voucher privatizations do not 

result in an infusion of new technol
ogy or managerial expertise. 

•:• Vouchers do nothing to establish 
an effective monitoring mechanism 
for newly privatized firms, and the 
ownership structure that results from 
their exercise is usually highly flawed. 

Direct selling of assets 
In countries that were never com

munist, the direct sale of SOE assets 
to private investors has emerged as an 
alternative to voucher privatizations. 
In a direct sale, all or part of an SOE is 
auctioned, either to an existing com
pany (foreign or domestic) or to a 
group of investors. Where politically 
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feasible, direct sales are superior to 
voucher programs in that they solve 
all three of the problems detailed 
above. In addition, they bring in sig
nificant revenue for the government; 
they frequently inject new technology 
and expertise into the SOE's opera
tions; and they solve the monitoring 
problems that an atomistic ownership 
structure creates. 

Asset sales also compare favorably 
with SIPs in terms of the speed with 
which direct sales can be arranged, the 
ability of governments to sell SOEs 
piecemeal, and the fact that the direct 
sale format means that buyers are 
obliged to commit to certain operating 
standards of their acquired firms. 

Furthermore, a recent study has 
shown that asset sales are preferred to 
SIPs in countries with relatively unde
veloped capital markets. It is perhaps 
not surprising that direct sales have 
been much more common than SIPs 
during the past two decades. In the 
period 1980-97, there were 831 priva
tizations through direct sales, totaling 
$176 billion; the comparable figures 
for SIPs were 630 privatizations with a 
combined value of $440 billion. 

Share-issue privatizations 
Despite the great popularity of 

asset sales, share-issue privatizations 
(SIPs) have clearly become the 
divestment method of choice for 
most privatizing governments. In 
addition to a maturation of the pri
vatization technology and increas
ing comfort with capital market 
tools, there are at least four other 
reasons why governments have 
come to see SIPs as their preferred 
divestment vehicle: 

t From both an operational and a 
financial perspective SIPs are the 
only practical method of selling off 
the largest SOEs. For example, to 
whom could the Japanese govern
ment have sold a 35% stake in 
Nippon Telegraph & Telephone 
(NTT) in the late-1980s, if not to the 
public? Since the three NTT tranches 
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m 1987 and 1988 raised almost $80 
billion, no other company could have 
raised the capital to buy NTT out
right or marshaled the managerial 
resources to run the newly acquired 
company with 300,000 employees. 

t A SIP is by far the most trans
parent method of selling corporate 
assets. This feature is often extremely 
important to a government trying to 
convince skeptical voters that the 
nation's economic "crown jewels" are 
being sold fairly and honestly. 

SIPs have 

clearly become 

the divestment 

method of 

choice. 

t Governments have realized 
that they can modify the share allo
cation, pricing, and other terms of 
a public share offering to achieve 
political-as well as economic
objectives. For example, govern
ments can provide favored domes
tic investors with an immediate 
capital gain on the shares they pur
chase by deliberately setting the ini
tial offering price low, and then 
allocating more shares to these 
investors than to foreign or institu
tional investors. 

t SIPs marketed to domestic 
investors have vastly increased the 
total capitalization and trading vol
ume of almost every major non-US 
stock market. Developing a national 
capital market is usually a major 
objective of privatization programs, 
and SIPs have the capacity to trans
form these markets. As mentioned 

previously, almost without excep
tion, SIPs have been the largest stock 
offers in any nation's history. 

Governments have also promoted 
the development of their domestic 
capital markets through SIPs in 
order to develop capital markets 
large enough to support a privately 
financed, fully funded pension sys
tem and to promote the formation of 
capable and sophisticated institu
tional investors. This is especially 
important for those countries with 
rapidly aging populations (such as 
japan and the countries of Western 
Europe) which have come to under
stand the dangers posed by reliance 
on a pay-as-you-go, government-run 
system of pension financing. 

Finally, many governments have 
expressed the hope that SIPs will help 
promote an equity culture among 
their nation's investors, and there is 
evidence that this has often occurred. 
For example, privatizations under 
Thatcher increased the fraction of the 
British population holding shares 
from 7% in 1979 to 24% in 1990. 
Meanwhile, more than 3 million 
Frenchmen and 2 million Germans 
purchased shares in, respectively, the 
initial offerings of Banque Paribas 
(January 1987) and Deutsche 
Telekom (November 1996)-dramat
ically increasing the number of citi
zen-shareholders in each case. Similar 
increases have occurred in Chile, 
Italy, Spain, Denmark, and numerous 
other countries. 

Designing share-issue privatizations 
Based on the widespread usage of 

SIPs for privatizing enterprises, it is 
possible to identify some guidelines 
for designing successful initiatives: 

• Demand for appropriately 
priced shares of attractive companies 
is essentially limitless. During a 
seven-week period in October and 
November 1996 over $28 billion 
was raised by nine governments, 
each of which sold shares in one of 
its firms. While this was an unusual-
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ly busy period, the ability of intern a
tional capital markets to absorb large 
amounts of privatized equity has 
consistently surprised observers. 

• Most SIPs are enthusiastically 
received by investors, at least partly 
because governments deliberately 
underprice the shares issued. Ever 
since the issue of British Telecom 
shares in 1984, governments have 
generally been able to anticipate a 
favorable market response to their 
SIPs. The one exception to this rule 
has been where governments have 
tried to extract the maximum attain
able price for the shares being 
offered. In these cases-exemplified 
by the French and Italian privatiza
tions of the early 1990s, many of the 
international offers by Chinese SOEs, 
and almost all of the Japanese SIPs
selling governments have often met 
with embarrassment. In the far more 
typical case, governments are willing 
to accept underpricing in order to 
generate excess demand for the 
shares and to pave the way for subse
quent issues of shares. 

• The structure of privatization 
share offerings varies tremendously 
over time and from country to coun
try, depending on the political and 
economic circumstances of individual 
countries. For example) governments 
are usually willing to underprice 
their SIPs because the allocation of 
shares in these offerings almost 
always heavily favors domestic 
investors over foreign and institu
tional buyers. In addition, domestic 
investors are often given the oppor
tunity to purchase shares at a dis
count. Governments in many cases 
also find it convenient to guarantee 
that a newly divested firm will not be 
the target of a hostile takeover-or, 
even worse, a takeover by a foreign 
company-by retaining a "golden 
share" in the firm, giving the state 
veto power over changes in control. 

• As SIPs have become larger and 
more common, the competition for 
international underwriting and advis-
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ing mandates has become more 
intense. Although a handful of 
British and American investment 
banks still dominate SIP underwrit
ing, the competition from other 
European, Asian, and even develop
ing country banks has caused a rapid 
decline in underwriting fees and a 
shift in the balance of power from 
underwriter to issuer. Large SIPs 
during the I 980s frequently offered 
lead underwriters' fees as high as 4% 
or more of the offer's value. 

Recently, banks have had to accept 
underwriting fees of less than 1.5% 
on a handful of large deals, and in 
one recent Brazilian privatization the 
underwriting fee was a mere 0.07%. 
On the other hand, since SIPs tend to 
be massively underpriced, bankers 
handling these issues of shares bear 
little underwriting risk-and even 
1.5% of a multi-billion-dollar share 
issue is a sufficiently attractive sum 
to attract competition. 

The future of privatization 
Most of the privatization programs 

implemented thus far have proven to 
be economically successful, but this 
does not mean that the process of pri
vatization has become foolproof. 

There are important reasons to 
conclude that the most challenging 
privatizations have not yet been 
attempted. For one thing, most gov-

ernments have wisely chosen to pri
vatize the "easy" companies (the 
healthiest, both economically and 
operationally) first, and have not yet 
attempted controversial privatiza
tions of companies that are obvious
ly over-staffed and excessively 
indebted. Given that these SOEs will 
require painful financial restructur
ing and massive layoffs before they 
can attract private buyers, it seems 
clear that the most politically diffi
cult privatizations lie in the future. 

In spite of these difficulties, the 
future of privatization is bright. In 
country after country these pro
grams have yielded greater and more 
immediate economic payoffs, with 
less economic and political pain than 
expected: investors around the world 
have demonstrated there is an amaz
ing demand for privatized equity. 
Furthermore, the secondary impacts 
of privatization-which often 
include greater respect for private 
property rights and individual entre
preneurship-have helped many 
nations develop the infrastructure of 
a dynamic market economy in a his
torically compressed time frame. 

Perhaps the most important rea
son to be optimistic about privatiza
tion's future is that the three largest 
developing countries appear on the 
verge of launching large-scale 
divestiture programs, and are doing 
so from positions of considerable 
strength. China, India and Russia, 
which collectively represent over 
one-third of the world's population 
and are already the third, sixth, and 
ninth largest economies, respectively, 
on a purchasing power basis, have all 
experimented with privatization, but 
in all three cases large sections of the 
economy remain state-owned. The 
privatization programs in these three 
countries will be truly revolutionary 
in scale and scope. If these programs 
are successful, they will provide a 
valuable example for many other 
countries to follow.~ 
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Can Newcomers Learn from 
Countries Which Already 
Privatized? 
by Roman Frydman 

Dr. Frydman is prafessor of eco
nomics ~t Nm York University, 
and is an advisor to grOJJ.ps that 

support privatization and entre
preneurship in Central and 
Eastern E!4rope. 
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ERT: A number of countries in Central 
and Eastern Europe have by now privatized 
extensively. What are some of the major 
lessons that latecomers to privatization can 
learn from those countries that have been 
through it? 

DR. FRYDMAN: First, in order to suc
ceed, governments must be determined to 
push through the privatization program. 
Second, every country must be 
approached as a distinct case. Usually, the 
more privatization, the better, but the 
techniques used depend on the country's 
particular situation. 

The important question to ask here is 
whether there are any latecomer coun
tries comparable in size or government 
structure to the countries that have 
already privatized. Without comparabili
ty, there can be little transference of 
lessons. The difficulties in making a pri
vatization program successful are pri
marily political rather than technical and 
therefore tend to be country specific. So 
the questions become: Can lessons 
learned from these countries be trans
ferred to other political arenas in other 
countries? And can technical solutions be 
adopted within the existing political and 
economic environment? 

If a country's government is not simi
lar to that of a country it wants to model, 
that particular program just can't be 

implemented. For example, does the gov
ernment have the same political will to 
implement the program? Or, is there a 
similar skill base in the country that the 
program can rely on? 

In latecomer countries that are less 
advanced, for instance, a mass privatiza
tion program is required that doesn't 
demand a tremendous amount of institu
tional development. Or, a country may 
choose to sell a state-owned enterprise 
without setting a minimum price, which 
is essentially equivalent to mass privatiza
tion. In many cases, however, that may be 
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politically unacceptable. Alterna
tively, a country may choose to sell 
only after a careful evaluation of 
each company, though this approach 
is fraught with political and techni
cal difficulties. 

So, that is the lesson: there simply 
isn't any pat formula for privatization. 

ERT: What is the minimum institu
tional framework that needs to be put 
into place by policymakers for privati
zation to be successful? 

DR. FRYDMAN: Privatization 
must be accompanied by a proper 
legal framework. One 
key question, though, is 
this: Is the government 
actually prepared to 
enforce the law? If the 
government is not pre
pared to enforce the 
law, then alternative 
legal structures must 
be put in place. For 
example, one of the 
problems in many eco
nomies is that mino
rity shareholders are 
not properly protected. 
Can the state enforce 
such a protection? Can 
individual contracts be 
enforced? Is the state 
apparatus strong enough? 
A legal framework is a necessary but 
not a sufficient condition without 
effective enforcement. 

ERT: With about five years of hind
sight now, how successful can we say 
the Czech voucher privatization pro
gram has been? How viable a model is 
it for other countries? 

DR. FRYDMAN: Voucher pro
grams have not helped develop the 
private sectors of any economy 
except that of the Czech Republic. 
Even in Russia, the voucher part of 
its privatization program has played 
a small part. 
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It is difficult to give one blanket 
answer as to why this method hasn't 
been used more extensively. It has 
always been met with a certain 
degree of skepticism, which is largely 
due to the fact that people have 
believed that vouchers do not convey 
legitimate ownership. 

Political opposition to voucher 
programs was very strong through
out the region. It was very difficult to 
propose voucher programs to people 
who believed they were already 
rightful owners of the property that 
was now going to be given to the 
general population. 

Only in the Czech Republic was it 
politically feasible. The explanation I 
favor for this is that the Czech 
Republic was a country dominated 
by a communist state structure until 
the Soviet bloc crumbled. Until that 
time, there weren't many reforms in 
the country and, therefore, the state 
was very strong. What is important 
about this is that it kept special inter
ests from forming. After all, the only 
reforms possible under the commu
nist system were transfers of power 
from the state to insiders. 

In the Russian voucher program, 
insiders acquired rights during the 
disintegration of the Soviet system. 

According to Russian reformists, 
mass privatization programs could
n't be contemplated without favor
ing insiders. 

ERT: One of the big political hur
dles is gaining and sustaining public 
support for a privatization. Have mass 
privatization programs fulfilled the 
public vision of what privatization 
ought to be? Is it perceived to be fair in 
the Czech Republic or in other coun
tries where it has been implemented? 

DR. FRYDMAN: The privatization 
program in the Czech Republic was 

certainly intended to be 
fair. It was not seen as fair 
due to various institution
al deficiencies and the 
insistence of the Czech 
government on not regu
lating the financial mar
kets. just as important, the 
amount of fraud perpe
trated by the guardians of 
the public trust was so 
high that it discredited the 
program itself. 

In other countries, the 
government paid a great 
deal of attention to cor
rectly pricing state-owned 
enterprises and therefore 
created an atmosphere in 
which the process was 

fair-but sometimes at the cost of 
slowing down the process. In terms 
of equal distribution of shares in 
newly privatized corporations, none 
of those programs has done well. 

ERT: From a public perspective, 
how has the program in Russia fared? 
Given what you said earlier about how 
it benefited insiders, would that not 
work against a positive public impres
sion of the program? 

DR. FRYDMAN: I don't know the 
results of the opinion polls in Russia, 
but given Russia's history, I'm sure 
that at least some proportion of the 
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population believes that the reform 
process has been unfair. Having said 
that, I hasten to add that the same 
proportion of the population might 
have believed that any process of 
reform would have been unfair. 

It is difficult to see whether there 
might have been a better way in 
Russia if you believe the reformist 
argument that "If you don't give it to 
insiders, nothing will happen." This 
position is actually quite plausible. 

ERT: One of the most potent obsta
cles to privatization is that it is popu
larly believed to cause massive 
employment layoffs. Has this proven to 
be true and, if so, how do policymakers 
manage this volatile issue? 

DR. FRYDMAN: Our 
research does not suggest 
that layoffs are certain as a 
result of privatization. The 
explanation for this is very 
simple. 

It turns out that priva
tized enterprises actually 
manage to develop new 
products and new markets 
much more effectively 
than state entities. So 
when the transition 
process started, states 
basically collapsed, their 
markets collapsed, and 
there were only two ways 
of sustaining state-owned enterprises 
(SOEs). One was to give them subsi
dies. The other was to lay off people 
in order to maintain the enterprises. 

I hasten to add that both state and 
privatized firms end up laying off 
workers, but the relative rate of layoff 
for privatized firms is simply lower. 
The only credible argument that pri
vatization will make unemployment 
worse is if we say "State firms will lay 
off fewer people than privatized 
firms." The only way this can hap
pen, though, is through subsidies 
from the state because SOEs can't 
penetrate new markets, develop new 
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products, and sustain themselves 
under the influx of competition once 
economies become open. 

So, there are only two options: 
either the state firms are sustained 
through some subsidy arrangements, 
or they aren't. If the latter course of 
action is chosen, eventually more 
people will be unemployed than if 
the firms are privatized. 

ERT: Can you point to any particular 
methods of privatization that perform 
the best at containing unemployment? 

DR. FRYDMAN: Selling SOEs to 
outsiders rather than to insiders is 
more effective because the outsiders 

focus more attention on efficiency. 
From an efficiency point of view, it 
might appear that because state firms 
are very inefficient, when they are 
privatized many people must be laid 
off. According to that view, it's the 
only way to increase efficiency. 

However) there is another view. 
Privatization allows firms to gain new 
markets and develop new products. 
Obviously, firms that develop new 
markets will retain people rather than 
lay them off. Therefore, the cost in 
terms of unemployment will be lower 
if firms are privatized. Our research 
has clearly pointed in that direction. 

ERT: Do policymakers need to do a 
better job of explaining the intricacies 
of the privatization process to the pub
lic if they want to be successful? 

DR. FRYDMAN: They need to be 
explained that an economy can't be 
run forever through political hand
outs from the government. It is not 
surprising that when these handouts 
stop, the government lays people 
off. Actually, what happens is that 
when the subsidies are cut off, SOEs 
on the whole manage to improve 
their efficiency significantly. Where 
they lag behind is in their ability to 
generate new markets, new revenues 
and new products. 

ERT: Some of the 
research that you were 
doing demonstrates that 
when private firms own a 
significant number of 
shares in an SOB, its per
formance improves signifi
cantly. How common is 
this? 

DR. FRYDMAN: I 
would caution against gen
eralizing this result to the 
rest of the world. Central 
and Eastern Europe is a 
region where the state role 
in privatized enterprises 
has been largely passive. To 

some extent, the state has remained a 
residual owner of these enterprises 
without planning to do so. 

For example, in the Czech privati
zation program the state has been a 
passive owner and lets private owners 
run the firm. As a result, the firms are 
really not state-owned but are private 
firms in which the state has a passive 
stake. This is a unique situation. 

The reverse situation applied in 
the Polish commercialization pro
gram, where the state retained own
ership but tried to get the firm to 
operate as if it were privately held. 
That has not really led to any signifi-
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cant improvements. There were not 
many private owners. The folly of 
that plan, of course, was thinking 
that once the state becomes an 
owner, it would be like any other 
owner and would make improve
ments. That turned out to be false. It 
is not having an owner that is key
it is having a private owner. 

ERT: Can strong privatization pro
grams help develop local capital mar
kets? If so, what privatization methods 
work best for achieving this objective? 

DR. FRYDMAN: Large-scale pri
vatization is the key to creating large
scale capital markets, if it is backed by 
proper legal structures and trading 
regulations. It doesn't matter whether 
the privatization is organized 
through a voucher program or 
through sales without minimum 

prices. All will be fine as long as the 
proper trading and legal infrastruc
ture is put in place. 

ERT: Has privatization led to 
"monopoly capitalism" as many critics 
fear? Has it led to countries maintain
ing protected industries? 

DR. FRYDMAN: If a country has 
an open trade policy, the world mar
ket provides sufficient competition 
to prevent monopolies from forming 
when privatization happens. The 
idea that domestic private investors 
somehow become monopolistic has 
not materialized because competi
tion from abroad is so intense that 
domestic firms have to compete. 

ERT: That has been a big issue from 
a policymaking perspective. Should 
newly privatized firms be allowed to 

have a certain period of time under 
protection in order to learn how to 
compete in world markets? 

DR. FRYDMAN: That approach is 
very costly, and once these protec
tions are instituted, they are hard to 
eliminate. In the former East 
Germany, the new private sector 
developed tremendously fast and was 
able to compete. As much as people 
said the Czech Republic was a big 
success a couple of years ago, they 
also were saying that "Poland is a dis
aster, and its program of shock ther
apy is a failure." Now Poland is doing 
very well and everyone says, "Shock 
therapy is wonderful. Look at 
Poland." There was quite a bit of pain 
at the beginning, but Poland's recov
ery was wonderful. e;j 
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. CASE STUDY: -

Capitalization: Privatizing 
Bolivian Style 
by Jose A. Valdez 

apitalization was conceived 
as an alternative to other 
methods of privatization to 

some of Bolivia's more acute 
economic problems. Like many other 
developing countries, these problems 
have persisted for decades: uneven 
distribution of income, inefficiency 
and corruption, growing deficits in 
state-owned companies, underdevel
oped financial markets, and a low 
level of investment. To break this 
vicious circle of stagnation and 
underdevelopment, the government 
set as its goal to increase the invest
ment rate to over 20% of GDP, 
which could only be accomplished 
by raising foreign investment. 

The capitalization program has 
generated more than twice the 
amount of direct foreign investment 
in Bolivia than had been received 
over the previous fifteen years. Those 
investments have come into a diverse 
set of infrastructure sectors, includ
ing electricity, telecommunications, 
aviation, railways, and hydrocarbons. 

vj. - ~ ;.,,) -, '' ___ , . ~-- - :-: 

Jose :fl. Valdez/ former undersecretary of 
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Moreover, the program has provided 
for social needs in the country by 
funneling investment into a broad 
pension program for the Bolivian 
people. Capitalization is helping to 
achieve accelerated development of 
Bolivia's productive capacity while 
also helping develop financial mar
kets through the creation of privately 
managed pension funds. 

The impact of this reform less 
than a year after its initiation is 
already evident to the general public. 
Investment flows into the capitalized 
sectors have improved, while the 
quality of services provided to low
income groups and isolated rural 
regions has risen. Bolivians now eli
gible to receive pensions are begin
ning to receive the benefits of priva
tized property through cash pay
ments under the new pension sys
tem. These proceeds will gradually be 
received by the rest of the adult pop
ulation over the next several decades, 
representing an unusual distribution 
of income associated with privatiza
tion reform. 

Instituting a regulatory structure 
A comprehensive regulatory sys

tem had to be created to protect 
investors and consumers. The 
Sectoral Regulation System (SIRESE) 

is composed of a general superinten
dency and five sectoral superinten
dencies for electricity, telecommuni
cations, hydrocarbons, transport, 
and water services. The Financial 
Regulation System (SIREFI) is com
posed of a general superintendency 
and four sectoral superintendencies 
covering pensions, securities and 
exchange regulations, banking, and 
insurance sectors. 

While the legal structure for these 
agencies is comprehensive, the super
intendencies operate autonomously. 
General superintendents are appoint
ed for a term of ten years and sect oral 
superintendents are appointed for a 
term of six years, and none can be 
reappointed immediately. Both types 
of superintendents are approved by 
congress and candidates must have a 
certain level of experience in their 
respective sectors. The activities of 
both regulatory systems are financed 
through collection of fees imposed 
on companies in regulated sectors. 

Both regulatory structures set up a 
system of administrative courts. For 
example, complaints may be filed 
against the sectoral superintenden
cies and appealed to the general 
superintendent. Further appeals may 
be made through district courts and 
on up to the Supreme Court. 
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How capitalization works 
The capitalization program differs 

from other privatization methods in 
several key respects. Its key elements 
are as follows: 

t The government does not sell off 
the state-owned company but sets 
up "mixed capital corporations" 
(MCCs) to which a pri
vate partner contributes a 
50% capital investment. 

t The private partner's 
contribution stays in 
that MCC, increasing its 
value substantially. 

t The MCC is trans
formed into a fully pri
vate company during 
this process, while the 
government's holding 
in the MCC is con
tributed to a pension 
program that provides 
annuity income to 
Bolivian citizens over 
the age of 65. 

The selection is carried 
out in a simple three
step process: 

Pre-selection Phase: The 
interested companies sub
mit documentation that 
describes their technical, 
operating, financial and 
administrative capacity, in 
accordance with the 
requirements detailed in 
the terms of reference. This 
process is overseen by 
strategic advisors from private 
investment banks and specialized 
legal firms. 

Bidding Phase: After qualifying 
under the criteria set out in the 
terms of reference, the pre-selected 
bidders are invited to submit their 
bids for purchasing the company's 
new share issue. The share pack
age-equivalent to 50% of the capi
talized company's capital-is award
ed to the highest bidder. The award 
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is made the same day the bids are 
submitted. 

Closing phase: After completing all 
the necessary legal and administrative 
procedures, the amount that is put up 
by the winning bidder is paid into the 
accounts of the capitalized company, 
and the government's shares are trans
ferred to a private pension manager to 

invest on behalf of the Bolivian peo
ple. Newly capitalized firms thus 
become 100% private with 50% of the 
shares in the hands of private 
investors, and the remaining 50% of 
the shares held in trust by pension 
fund managers mandated to pay bene
fits in cash to Bolivian citizens. 

The entire process of selecting the 
strategic partner was carried out at 
public ceremonies broadcast live by 
radio and television, before notaries, 

domestic and international press, 
the company's workers, and the gen
eral public. 

Creating a sound pension program 
The final step of the capitalization 

process is an important one for poli
cymakers to manage because it helps 
to improve the public image of the 

privatization process and 
increase its social impact. 

When the capitalization 
program was almost com
pleted, the old pension 
pay-as-you-go system was 
converted to a program 
based on individual sav
ings. With the new system, 
all Bolivians with a 
monthly income in excess 
of $50 can save for their 
retirement and have access 
to a more efficient and 
sound disability and death 
benefit system. 

The new pension law 
created a two-tiered system 
of individual accounts: the 
Collective Capitalization 
Fund, formed with the 
government shares of capi
talized companies; and the 
Individual Capitalization 
Fund, formed with contri-

~ butions from participants 
j in the new pension system. 
K Both funds must be man
Ji aged by private pension 
j fund managers (AFPs-
• Administradoras de Fondos 

de Pensiones). 
All Bolivians over the age of 21 as 

of December 31, 1995 (approximate
ly 3.4 million people or 50% of the 
total population) are eligible to 
receive benefits from the govern
ment's share of newly capitalized 
companies. The Solidarity Bonus 
(BONOSOL)-worth approximately 
$250 a year-is paid to all Bolivians 
over the age of 65. 

The AFP distributes the BO
NOSOL as an annual lifetime pay-
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ment. As part of the Collective 
Capitalization Fund, funeral expens
es are covered for citizens without 
any other form of insurance. Under 
the Individual Capitalization Fund, 
the AFP provides benefits for retire
ment, disability, death, funeral 
expenses, worker compensation, and 
other common risk insurance. 

Workers can contribute at a mini
mum level to receive standard cover
age, or may make additional volun
tary contributions that increase their 
level of coverage. 

Pension reform was completed at 
the beginning of 1997. After the 
approval of the new law, two Spanish 
consortia were selected as pension 
fund managers: Invesco-Argentaria 
and Banco Bilbao Yizcaya. The coun
try was divided into two areas, north 
and the south, for each pension fund 
manager and a common operating 
area for both in the cities of La Paz, 
Cochabamba, Santa Cruz, and El 
Alto, which represent 57% of the 
population. All reCipients were 
assigned one of the two fund man
agers. Four months after being 
selected, both pension fund man
agers began paying the BONOSOL to 
more than 350,000 Bolivians over 65 
years old. 

Engaging workers in the process 
Because of the way the capitaliza

tion program is structured, managers 
were able to retain workers. With 
other privatization methods, compa
nies need to regain the cost of pur
chasing the company, and often do 
so by reducing their labor costs. In 
Bolivia, these companies received an 
injection of capital that allowed 
them to make the necessary invest
ments in brick and mortar, as well as 
in human capital, to become prof
itable quickly. 

Furthermore, the program has 
given employees the chance to 
become partners in their own com
panies through the purchase of 
shares at preferential prices and con-
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ditions up to the limit of their social 
benefits. Under this program, work
ers are able to purchase a limited 
number of shares at the preferential 
rate for two years. Seventy-six per
cent of the workers in capitalized 
companies have chosen to purchase 
shares in this way and, as a result, 
have benefited from the rise in value 
of their holdings up to four times 
their original cost in the first year of 
their company's capitalization. 

Bolivia's Capitalization 
Strategic Partners 

Dominion Energy (US) 

Energy Initiatives (US) 

Constellation Energy (US) 

STET International (Italy) 

Viacao Aerea Sao Paulo SA 
(VASP. Brazil) 

Empresa Cruz Blanca (Chile) 

Amoco Bolivia Petroleum 
Company (US) 

YPF-Perez Companc-Piuspetrol 
Bolivia (US) . 

, >Enron T ranspohadora-Shell 

~~~~~j~i~jl;t~~~~~~Jtl 

How have the companies fared? 
Between 1994 and 1997, five state 

companies were capitalized, repre
senting the biggest companies in 
the Bolivian economy in the elec
tricity, telecommunications, hydro
carbons, and transport sectors. 
(Companies in the electricity, 
hydrocarbons and railroad sectors 
were split into two or three units in 
order to prevent monopolies.) 
Today, almost all formerly state
owned Bolivian enterprises have 
either been capitalized or, if they 
were smaller companies, sold off by 
traditional privatization methods. 

With capital contributions obtained 
from private investors, former state
owned companies increased their 
value from $706 million to just shy of 
$2.4 billion. 

It is too soon to measure the full 
impact of capitalization on the 
Bolivian economy or the level of 
improvement it has created for the 
general population, but sector by 
sector some noticeable changes have 
been occurring. 

Electricity: Before the capitaliza
tion program began, Bolivia was fac
ing serious electricity shortages, 
especially during periods of peak 
demand during the winter. Now, two 
new thermoelectric plants in the 
regions of Cochabamba and Santa 
Cruz have been built by the capital
ized companies and more new plants 
are being planned in the eastern sec
tion of the country. 

Telecommunications: At the end 
of 1996, ENTEL, the newly capital
ized telecommunications company, 
started the B-band cellular service, 
creating competition for local tele
phone systems around the country. 
User access fees dropped from more 
than $1,000 to $76. Another signifi
cant improvement in the sector was 
the increase in the number of public 
telephones available from 2,000 to 
5,000 in the first two years after capi
talization. This increase was especial
ly beneficial to rural residents. 

Railroad and Aviation: Companies 
in these two sectors were facing seri
ous risks of insolvency in the short 
run; railroads generated losses of 
about $20 million per year, and the 
aviation company needed to replace 
at least two airplanes in order to 
continue operations. After the first 
year of capitalization, the airline was 
able to purchase one new airplane 
and lease two others, increasing the 
number of destinations and fre
quency of flights the airline could 
offer. The railroads-now split into 
two units-generated combined 
profits of almost $9 million during 
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The Seven Steps in Capitalization: 

a The book value of the company to be capitalized is determined in accordance with national
ly and internationally accepted accounting and auditing standards. 

EJ The company is converted into one or more mixed capital corporations (MCC) with the 
participation of the government and the workers who accept the government's invitation to 
subscribe shares at book value. 

B The MCC increases its capital via a new share issue which is offered to potential private 
partners through international public bidding. 

After a rigorous pre-selection system, the highest bidder is awarded the new shares, 
equivalent to 50% of the capitalized company's capital. 

The successful bidder, after paying the cash amount of its bid, receives the share certificates 
and signs the share subscription contract and the administration contract. 

B 
IJ 

The shares owned by the government are transferred to the pension fund managers. 

The transfer of shares to the pension fund managers transforms the capitalized partnership 
into a corporation, managed by the private partner. 

the first year of operation as private 
companies. 

Hydrocarbons: The biggest natural 
gas project in South America is now 
being carried out with the participa
tiou of the Bolivian capitalized com
panies in the sector. For example, the 
Santa Cruz-Sao Paulo gas pipeline 
project-an estimated $2 billion 
investment-began at the end of last 
year and is expected to be finished 
before the year 2000. It is estimated 
that within the next six years the 
BONOSOL payment will be com
pletely financed by profits from the 
three capitalized companies in the 
hydrocarbons sector. 

When to capitalize 
Capitalization is not a model for 

every situation. There are certain 
conditions and policy objectives that 
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merit this approach as one compo
nent of an economic reform pro
gram. Some of those points are listed 
below: 

0 Capitalize companies with a 
growing market for their products. 
Capitalization is best suited to 
expand companies in growing mar
kets for products or services. This sit
uation applies mostly to infrastruc
ture sectors in less developed coun
tries where there are high levels of 
unmet demand by consumers. 

0 Do not capitalize to pay govern
ment debts. If debt payment is a 
major priority in a government's 
policy, then capitalization is a less 
attractive alternative because it does 
not generate cash resources for the 
government treasury. 
0 Capitalization can help reverse 

strong public opinion against privati-

zation. Where the general population 
is opposed to privatization, the social 
welfare components of the program 
can help garner political support. 

0 Countries with a poor distribu
tion of income can benefit. Pension 
components like the BONOSOL can 
help a government provide efficient 
ways of distributing income to low 
income groups. Although by interna
tional standards the amount of 
income provided by the bonus is 
small, in a country like Bolivia it rep
resents a fourth of the annual per 
capita income for many people. The 
extra income will have a particularly 
strong impact on the poorest rural 
dwellers in the country. 

0 Capitalization increases domes
tic savings. State-owned companies 
tend to concentrate wealth in the 
hands of government bureaucrats. In 
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the case of Bolivia more than 25% of 
GDP was locked up in state-owned 
enterprises. These holdings can be 
translated into savings if they are 
funneled into pension programs and 
managed privately. 

0 Countries that need to reform 
their pension systems may get a 
boost from capitalization. The tran
sition from a pay-as-you-go system 
to a personal savings scheme nor
mally involves high costs. A fund 
formed with shares of capitalized 
companies can help finance that 
transition cost. 

0 Stronger financial markets can 
evolve from capitalization programs. 
Countries with underdeveloped 
financial markets may be able to 
attract large companies as investors 
and private sector pension fund 
managers that they could not under 
other privatization methods. These 
investors and managers are neces
sary players in developing active 
financial markets. 

0 Capitalization can improve a 
company's attractiveness to investors. 
Investors are attracted to capitaliza
tion programs because they make a 
single investment into the new com
pany rather than to government cof
fers. This outlay can be used to mod
ernize and expand the company that 
is being purchased. 

Capitalization is a new technique 
that needs to be studied as the 
Bolivian experiment unfolds. It will 
be an important part of the process 
for other countries to develop meth
ods that are adapted to their own 
cultural settings. This process has 
already begun and will help strength
en capitalization as a viable means of 
privatizing. ~ 
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How is the Program Faring? 

The Bolivian capitalization program got off to a very good start. 
The transfer of state-owned enterprises to private sector management 
was handled professionally and was accompanied by a high degree of 
transparency. The pension program that was devised proved to be an 
ingenious way of cultivating popular support for the capitalization 
program. In particular, the voluntary contribution component of the 
new pe~sion program (Seguro Social Obligatorio- SSO) is proving 
to be htghly successful. Accordmg to Rosemary Werrett of the Latin 
American business biweekly Lagniappe Letter, the average pension 
received under the new privately managed system is $620 a month, 
compared to $200 under the previous government managed system. 
Employee contributions to this new system already exceeded $33 mil
lion as of last October. 

Other components of the capitalization program have not fared as 
well. The biggest problem has been in maintaining the government 
commitment to the BONOSOL program. While the government com
mitment to providing annuity payments to pensioners rather than giv
mg them shares probably prevented holdings from quickly becoming 
concentrated m a few hands, it also committed the BONOSOL fund to 
making $250 cash payments to pensioners each year. These payments 
were m tended to be an obligation of the fund and thus would not 
require government outlays once the fund were launched. 

However, according to Werrett, the current Hugo Banzer adminis
tration is claiming that its commitment to the program was based on 
figures provided by the previous government and that it has discov
ered several problems: 

0 The funds from capitalization should have been $1.674 billion, 
but fell $124 million short. 

0 The number of BONOSOL beneficiaries was underestimated 
by21o/o. 

0 D~ring the first year of operation, newly capitalized companies 
patd d!Vldends of only $45 million on formerly government -owned 
shares, instead of the projected $130 million. 

To make ends meet, the two pension funds administering 
BONOSOL sought a bank loan of $47 million to cover 1997 costs of 
$92 million. The BONOSOL fund also is empowered to sell shares in 
order to make up the shortfall in dividend revenue and to meet the 
promised annuity payments without government intervention. 
However, the fact that a stock market law has not yet been passed by 
the Bohvtan congress has prevented registration of these shares for 
trading. 

President Banzer is now trying to change the whole concept of the 
BONOSOL program by either abolishing or drastically reducing the 
BONOSOL payment program and redirecting its proceeds into infra
structure and economic development projects. At the very least, the 
government may institute limits or a moratorium on annuity pay
ments for 1998. Government officials may encounter a public outcry, 
however, tf they try to end a program that was slated to benefit the 
poorest in the country. 
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Privatization in Bulgaria: 
Pushing Forward 
by Maria Prohaska 

he Privatization Act was 
passed by the Bulgarian par
liament in 1992, allowing 

privatization of state-owned enter
prises (SOEs) to move forward. Since 
February 1993, when the first state
owned enterprise was privatized, pri
vatization has slowly been gaining 
momentum in Bulgaria. Despite this 
progress, however, the environment 
in Bulgaria was anything but con
ducive to privatization until 1997. 
The economic and political situa
tions were unstable, scaring off 
potential investors. High inflation, 
high interest rates, an unstable bank
ing system, an undeveloped financial 
sector, and a volatile political envi
ronment were the rule. 

With privatization developing 
more slowly in Bulgaria than else
where, it was difficult for its sup
porters to overcome the resistance 
of certain groups, such as SOE man
agers, government officials, and 
large banks. Even today state offi
cials remain unwilling to give up 

-:< 
The author is the Economic Program 

Coordinator at the Sophia-based public 
policy institute Center for the Study of 

Democracy. 
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their direct influence on the econo
my for personal reward, which has 
effectively been blocking privatiza
tion's progress. 

By 1995, rapid progress was being 
made at least in some areas. During 
that year more favorable conditions 
prevailed, including clear political 
support, intensive preparation, the 
availability of new types of financial 

instruments, and the simple fact that 
the officials responsible for privati
zation had nearly three years of 
experience under their belts. In fact, 
many small-scale privatization deals 
were finalized. 

The Center for the Study of 
Democracy ( W\\w.csd.bg) is an inde
pendent organization expert in sys
tematic observation and analysis of 
privatization and its results; the 
development of recommendations 
for state institutions on how to over
come existing problems; dissemina-

tion of information among the gen
eral population; and training for pri
vatization experts. 

CSD boasts political indepen
dence in every sense of the word. 
Without this independence, CSD 
would be severely hampered in its 
objectivity, critical to its success in 
the area of privatization. just as 
important, CSD's flexibility allows it 
to react quickly to the constantly 
shifting political and economic envi
ronrnent, typical of societies in 
transition. 

In 1991, CSD launched its first 
privatization project with support 
from the Center for International 
Private Enterprise. This project was 
grounded in the conviction that pri
vatization and the development of 
the private sector are the foundation 
for all democratic reforms. Even after 
the completion of this multi-year 
project, CSD continues its research 
and advocacy activities on various 
aspects of privatization, as well as on 
other economic reform issues. 

Participating in the debate 
CSD's research activities and 

opinion poll surveys have enabled it 
to be a major participant in the 
debate on privatization and econom
ic reform issues. CSD has articulated 
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policy statements, and so effectively 1

1 

ment. CSD's specialists provided 
keeps the privatization debate alive .. Bansko advisory assistance at each 
In its roles as "watchdog," CSD uses I stage of its privatization drive, and 

1 
empirical data and opinion polls, · eight privatizations were concluded I 
and has emerged as one of the prin- successfully in that two-year period. 
cipal independent institutions in The Center's legal experts also I 
Bulgaria engaged in privatization helped the Bansko municipality to . 
studies. CSD is in close contact with prepare the regulations for the priva-

1 
different news media, thereby guar- tization investment fund and wrote a . 
anteeing wide coverage ofits project I referenc_e manual for the use of st~n- i 
actJvltleS, and encouragmg broad 1 dard pnvatlzatwn contracts. Havmg i 
public debate on privatization issues. ~ clearly defined rules for the privatiza-1 

Public opinion on privatization tion fund helped other municipalities ! 
has been divided since 1990. as well because uncertainty about the I 

I 
Regardless of the twists and turns of workings of privatization funds had ; 
economic policy, each successive 1 until then impeded their effective ! 
Bulgarian government has come out l allocation of revenues and slowed 1 
in favor of accelerated, transparent, . down their own privatization efforts. I' 

and just privatization. Not one of 
1
. Despite the overall slow rate of 

them, however, has succeeded in privatization of SOEs in Bulgaria, I 
allowing Bulgarians to become I the privatization of municipal
shareholders in privatized firms in owned property has been successful 
anything like a timely manner. As a from the start. In order to replicate 
result, distrust toward privatization the positive results in the Bansko 
has developed, as registered by regu- municipality, CSD has concentrated 
Jar opinion polls conducted by CSD its efforts on informing other ' 
since 1990. These polls show that, dur- municipalities about this model and 
ing the transition years, 60% to 80% providing know-how to local gov
of Bulgarians preferred that most of ernment officials and business corn- , 
the SOEs remain state-owned. munities regarding the establish- 1 

Even when privatization and I ment of a regional privatization 
structural reform receive nation- ! investment fund. 

' wide support, most people in • 
Bulgaria prefer to work in a state- t Is there a future for privatization? 
owned enterprise rather than in one ; In early 1997, Bulgaria was on the 
that is privately owned. In order to : edge of economic disaster. In order ! 
address this negative bias, CSD sup- ! to address quickly the country's most ( 
ports the government's positive ~ acute problems, the cabinet and the I 
actions, so that trust toward the pri- I pro-reform Union of Democratic 
vatization process can be developed. 

1 

Forces bit the bullet, and demon-
strated political will and the capacity 

Bansko municipality privatization I to undertake further reforms in the 
One of the best examples of CSD economy. The main stabilization fac-1 

involvement in Bulgaria's privatiza- 1' tor was the creation of the currency 
1 

tion was the program it carried out board on July I, 1997. I 
for the municipality of Bansko, a I As expressed in the government 
small town in southeast Bulgaria, program "Bulgaria 2001;' quick and 
during 1993-95. The program transparent privatization is the best 
included the refinement of a regional tool for combating high inflation 
development plan and the develop- and financial instability which are 
ment of a municipal privatization characteristic features of any econo
program as a critical strategy for . my during transition. Accelerating 
spurring the municipality's develop- ~ the privatization process requires 
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major amendments in the legislative 
framework, accompanied by a fun
damental change in the approach of 
all government authorities toward 
privatization. 

Accelerating the process 
The privatization of the remaining 

SOEs requires new accelerated 
approaches. Speeding up the process 
will require the use of centralized 
public tenders, competitive bidding, 
public offerings on the stock 
exchange, direct negotiations> man
agement and employee buy-outs, 
and debt-for-equity swaps. In order 
to be successful, the government 
should contract the services of con
sulting firms, investment banks and 
other private sector advisors even if 
the overall control and coordination 
of the effort remains with the priva
tization agency. 

In enterprises where most assets 
have passed into private hands, there 
is no single owner with a controlling 
stake, which means there is no strate
gic investor with a strong incentive to 
inject much needed capital into those 
companies. In most cases, individual 
participants and privatization funds 
have short-term speculative interests. 
The lack of viable capital markets 
hampers the transfer of corporate 
stock from passive small investors to 
owners of majority holdings. 

An important priority for the next 
few years will be the development of 
capital markets, including the neces
sary legal framework for trading gov
ernment and corporate securities. A 
properly functioning capital market 
that has the confidence of companies 
and investors will add significantly to 
the country's economic growth. An 
underdeveloped capital market is a 
disincentive to both domestic and 
foreign investors. The stock exchange 
is the natural source of fresh finan
cial resources, and is sorely needed 
by the Bulgarian enterprises under
going major restructuring in the 
environment of a currency board. 
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I In 1997, CSD assisted the govern
ment in its efforts to accelerate priva
tization and to promote the develop
ment of small- and medium-scale 
enterprises (SMEs) and capital mar
kets in Bulgaria. CSD's activities 
included drafting legislation, prepar
ing alternative analyses and policy 
recommendations based on research 
results, monitoring public attitudes 
and behavior, public education, and 
dissemination of results. 

CSD also has pioneered the effort 
to develop stronger corporate gover
nance structures. The Center actively 
provides assistance to government 
institutions in transferring SOEs to 
the private sector, and is effectively 
advising the enterprises' managers to 
implement policies based on market 
principles and mechanisms. CSD's 
CIPE-sponsored project, "Privatization 
and Economic Restructuring in 
Bulgaria;' is a long-term information 

A Strategy for Reform 

and training program designed to 
educate the general public and 
selected professional groups on the 
importance of putting strong corpo
rate governance institutions in place. 

One successful component of this 
program has been the creation and 
publication in October 1997 of a 
brochure titled "How to Trade with 
Shares from Mass Privatization." To 
date, 5,000 copies have been printed. 
This is the fourth successive publica
tion from the CSD series of 
brochures on privatization targeting 
the public at large. 

Another successful initiative in 
introducing the corporate gover
nance concept to the Bulgarian pub
lic was the town-hall meeting on cor
porate governance and capital mar
kets issues held in Veliko Tarnovo in 
May 1997. The meeting was orga
nized by CSD and conducted in 
cooperation with the Veliko Tarnovo 

'Bulgiuia now has the opportunity to implement a coherent mid-term 
privatization strategy to overcome the impediments to privatization 
apparent in recent years and to resolve some specific problems. 
Bulgaria's Strategy for Accelerating Privatization, prepared by CSD 
experts together with government officials and private sector consul
tants, aims to accelerate the privatization process while achieving greater 
transparency and efficiency for the economy as a whole and protecting 
the public interest. Goals that need to be reached in this process include 
the following: 

V increase the involvement and role of the privatization agency as a 
coordinating authority; 

V accelerate privatization by grouping the large enterprises into pools and 
by using international consultants as intermediaries; 

V sell. state-owned shares on the stock exchange; 
V increase the role of tenders in privatization; 
V issue investment vouchers and selling through centralized public 

tenders; 
V privatize infrastructure enterprises; 
V ·facilitate management and employee buy outs as a means of 

accelerating privatization; 
V accelerate privatization through stimulating debt-for-equity swaps; and 
V combine reforms in social security with the acceleration of · 

privatization. 
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municipality, the Sever privatization 
fund and the consulting firm Fynsis. 
The objective of the meeting was to 
bring the topics of corporate gover
nance and shareholders' rights into 
the public domain. With that in 
mind, short presentations were made 
by a number of speakers including 
representatives of the Center for Mass 
Privatization, the Securities and Stock 
Exchanges Commission, the Central 
Depository, the Stock Exchange, 
managers of to-be-privatized and 
privatized enterprises, as well as the 
managers of privatization funds. 

The town-hall meeting helped 
introduce small investors to their 
rights as shareholders and to the 
mechanisms of the capital market. 
For the first time, the Bulgarian 
public at large learned of the possi
bilities for its participation in the 
management of privatized enter
prises. In 1998, CSD plans a contin
uation of its town-hall meeting pro
gram to educate the general public 
on its rights and responsibilities in 
corporate governance and the capi
tal markets system. 

CSD also is now supplementing 
its activities by promoting an 
improved legal framework. This 
framework primarily targets the 
acceleration of the privatization 
process through the issue of invest
ment vouchers and the centralized 
sale of SOEs. CSD and its partners 
will create and submit draft legisla
tion to aid in the second wave of 
mass privatization and the coordina
tion of social security reforms with 
privatization. In order to ensure the 
broadest possible representation, this 
effort will include collaboration with 
privatization experts, representatives 
from the structural reform depart
ment of the council of ministers, the 
privatization agency, the Center for 
Mass Privatization, ministries, and 
independent consultants. ~ 
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Policymaking and Privatization: 
Ten Lessons from Experience 
by Madsen Pirie 

n the last fifteen years privatiza
tion has transformed several 
thousand outdated, loss-making 

state operations into robust and prof-
itable private enterprises. But the privati
zation process is one that is highly politi
cal in nature and must be thought 
through carefully by policymakers. The 
extensive recent history of privatization 
offers a great learning opportunity for 
future policy efforts. The following ten 
lessons can help steer decisionmakers in 
the right direction. 

+ Policymakers should clearly under
stand their goal: the transfer of state
owned enterprises to the private sector. 
Many governments may be tempted to 
sell off state-owned enterprises (SOEs) to 
raise money to pay off foreign debt, for 

market forces and are less likely to pursue 
genuine reform. 

+ Governments must learn to relin
quish control after the sale of SOEs. If the 
new owners remain subject to detailed 
rules of central planners, no benefits of 
privatization will be realized. Privatized 
enterprises must attract investment on 
the basis of predicted performance; they 
must learn to allocate resources efficient
ly; and they must price their goods and 
services to meet demand and the realities 
of a competitive market. Governments 
must understand that the pursuit of 
greater efficiency and higher profits is in 
the national interest. Companies tha( 
reduce costs and improve product quality· 
will successfully compete in national and 
world markets, provide stable jobs and 
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-~-'---'----'--~-"'------exarrmle. Th~)': mar. also wish to encour
age competition, extend private owner
ship, modernize old industries, and 
replace timid bureaucrats with innovative 
entrepreneurs. Privatization can have all 
of these benefits if skillfully done, but 
some governments have lost sight of the 
primary objective and have pursued pri
vatization in name only, undermining the 

enhance national~w~e"al,t,h!,·-----------1 
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very goals they wish to achieve. For exam
ple, governments have sold minority 
shares of fairly profitable SOEs to leading 
industrialists or ftiends of the administra
tion. Those industries were not subject to 

Of course, if the former SOE retains a 
near-monopoly position, some govern
ments may wish to maintain price con
trols until there is more competition. 
However, such regulations should control 
output, not inputs. The formula first used 
in the privatization of British Telecom 
(BT) is a good example. Future price 
increases were linked to the consumer 
price index, but BT decided how to deliv
er services. 

The Jamaican edible-oil company, 
Seprod, was not as fortunate. Sold in 1985 
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to a group of distributors, institutional 
investors, and employees, the company 
did well initially, but declined rapidly in 
1987 after the government imposed price 
controls on its products. 

+ While price is a critical considera
tion, it is not the only one. Governments 
can often command a higher asking price 
by selling a state monopoly intact to a sin
gle foreign buyer. The advantages are 
clear: more money is available short-term 
to repay foreign debt, fund infrastructure 
and social improvements, or simply to 
allow immediate tax cuts. 

Latin American and Caribbean govern
ments have sold telephone monopolies to 
foreign corporations (in one case grant
ing a 40-year monopoly). High telephone 
bills have created ongoing and widespread 
resentment in most of these countries. 

The correct policy, therefore, is to treat 
price as one important factor among sev
eral, and attempt to maintain a correct 
balance in each case. 

+ Make a break from the past. Policy
makers should not overvalue outdated or 
grossly inefficient enterprises, or think 
they can recoup "public investments." 

-~- -------- - - --· ---- -~ -------·---------~---- --------

However, there are also serious disad
vantages: an intact monopoly misses the 
opportunity to introduce competition, 
and employees and society as a whole 
won't share in the benefits of broad-based 
ownership. Further, the government may 
be seen as selling out vital national assets 
to outsiders who will oppress consumers 
through monopolistic practices. The 
political fallout may reduce popular sup
port for the government's other social and 
economic reforms. For example, several 
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Years of public subsidies were typically 
spent and not invested, and have no rele
vance to the firm's current worth. Certain 
heavy industries with large-scale equip
ment and other assets may not be able to 
produce goods of sufficient quality at 
market prices. Potential income is mini
mal without major restructuring, and a 
realistic appraisal would approach zero 
on the open market. 

In extreme cases, companies may have 
such large liabilities (government loans, 
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fines, etc.) that the cost of servicing their 
debt would be prohibitive-and must be 
forgiven outright if the newly privatized 
entity is to survive. Other "hidden" liabili
ties include current and future pension 
obligations, and the cost to clean up the 
environment. One solution is to set aside 
some sale proceeds to fund these issues in 
the future. 

Governments can make these options 
more palatable by stressing a one-time 
debt cancellation that will ultimately ben
efit taxpayers-more employment, the 
end of costly subsidies and increased tax 
revenues. For example, in 1981 manage
ment and employees bought the National 
Freight Corporation in one of Britain's 

first privatizations. Sale revenue of £60 
million was reduced to £9 million after 
the government provided for pension 
obligations. A huge success, the company 
offered employees more than 100 times 
their initial investment eight years later, 
and continues to pay large sums into the 
treasury every year. 

+ Choose the most appropriate 
method of privatization. There is no sim
ple formula that works in all cases. 
Because every enterprise is different, and 
every country has a unique culture and 
traditions, each privatization must be tai
lored to specific circumstances. 

The choice of buyer determines the 
best method of privatization. Broadly 
speaking, the available buyers are other 
corporations, domestic and foreign, pro-

fessional investors including financial 
institutions, the management and work 
force, and the public at large. The sale can 
then be structured to attract any or all of 
these buyers. 

Countries with a developed financial 
infrastructure can do stock market flota
tions, employ underwriters and use the 
services of merchant banks. Individual 
investors will more likely buy fixed-price 
shares that appear to be a good value. 
Installment or deferred payment plans 
are also attractive to small investors. In 
contrast, institutional investors and 
wealthy individuals can bid on tender 
sales or offers requiring a high minimum 
holding. 

Countries without developed stock 
markets can offer a private sale or vouch
er or credit sales to managers and work
ers, paid out of future profits. Of course, 
stocks can be sold without a stock 
exchange. A celebrated example occurred 
in Gambia, where the Adam Smith 
Institute helped sell, without benefit of an 
exchange, an insurance company to hun
dreds of citizens. Indeed, stocks must be 
sold before an exchange can be created. 
There is no point to a stock exchange 
unless it has something to trade. 

In all cases, the investment needs of 
the company must be considered. If a 
state company urgently needs new invest
ment, then an investor with cash is obvi
ously preferable to employees making 
payments over several years. The new 
owner(s) should also be in a position to 
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make the company an ongoing concern. 
It is possible a commercial rival might 
want to buy an SOE in order to shut 
down a competitor. 

+ Do not restructure before privatiz
ing. Since state companies tend to be out
dated, inefficient and overstaffed, prac
tices must be modernized, costs trimmed 
and the labor force reduced. However, it is 
better to let the new owners make these 
commercial decisions than to attempt to 
make the decisions for them. The UK 
National Audit Office determined that 
many privatization transactions yielded 
lower proceeds because of badly managed 
restructuring prior to the sale. 

In many developing countries, the cost 
of consultants retained to restructure var
ious state enterprises exceeded the final 
sale price of those enterprises. In addi
tion, advice is often not heeded. For exam
ple, Royal Nepal Airlines Corporation has 
conducted four separate restructuring 
studies over the last eight years, and has 
yet to implement any recommendations. 

In practice, the argument to restruc
ture would be merely an excuse to delay 
privatization. For example, post -commu
nist countries have so many state compa
nies to sell that there are not enough 
resources available to restructure every 
company prior to privatization. It is bet
ter for the newly privatized firm to 
restructure continually as part of its 
efforts to meet changing market needs. 

In some cases, however, limited 
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restructuring (staff reductions, improved 
management) can help expedite privati
zation. As discussed in lesson four above, 
financial restructuring may also be neces
sary, since under-capitalized enterprises 
seldom become viable private businesses. 
Of course, the government wants to earn 
as much as possible from the sale, but 
must realize that there is little point 
obtaining a high price for a firm that 
limps along and then crashes. It is wiser 
to accept a lower initial price and look 
toward future tax income from an ongo
ing, profitable enterprise. 

Other approaches can strengthen a 
firm's financial position as well. For exam
ple, a company may be given additional 

assets, such as land, which can be exploited 
commercially to provide more capital. 
Associated British Ports, the largest British 
port company, rebuilt and modernized its 
facilities through this method. 

Another aid to recapitalization is the 
guaranteed initial contract, sometimes 
called a "slipway" contract. The guaran
teed work makes funds available for capi
tal investments, and encourages creditors 
and investors to put up other monies as 
necessary. Subsequent renewal of the con
tract must be won on merit-and against 
competition. The newly launched vessel is 
only protected on the slipway, not on the 
waters of the market. 

+ Identify groups affected by privati
zation, and when politically necessary, 
incorporate special measures to elicit their 
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support. Workers will be concerned about 
job security and wages after privatization. 
They are more likely to support the 
process if they can buy shares at discount 
prices and/or are permitted to pay for 
shares from future earnings. Potential buy
ers know employee-owners are less likely 
to strike or resist changes in the workplace. 

Bureaucrats who run a state enterprise 
are obviously threatened by privatization. 
If necessary, they can join the new man
agement team in some cases. The skills 
and mindset of a bureaucrat differ radi-

state as a minority partner to help cir
cumvent bureaucratic controls and pre
vent abuses by state-monopoly suppliers 
of services, such as ports and railways. 
However, it is better to address these 
problems at the root than to give some 
enterprises special treatment. 

To be sure, some state-private co-oper
atives have had occasional success in large 
agricultural projects, but not in the com
mercial sector. Joint ventures run by 
unions and workers have also failed, as 
have SOEs transferred to the nation's 

cally from those of an entrepreneurial army or navy. 
manager, but the market itself will sort 
this out. Those who can adjust will sue- + Competition should be introduced 

l---------------'.::eed,~whik.le.ss_llexible_colk~gJies_willb.~-as_parLo.f)he_pris:atization_p,r.o_\;.ess~whJ:.:. -;._ ___ 1 
transferred to less important positions or ever possible. All benefits of privatization 
eventually let go. are enhanced when accompanied by mar-

Customers of state enterprises also ket forces. The sale of an intact monopoly 
should be involved, especially the general often brings in more money initially, but 
public. People are often afraid newly pri- causes more problems in the long term. 
vatized firms will produce interior prod- Many state enterprises already operate in 
nets at higher prices. Ad campaigns can a competitive environment. In such cases, 
help dispel that fear, promote the new competition is encouraged when the newly 
venture, and encourage the purchase of privatized entity loses its tax advantages or 
stocks or vouchers at discount. first claim on government contracts. In 

Where monopolies remain intact, a cases where industries have enjoyed a state 
regulatory body can control future price monopoly, competition can be introduced 
rises. Rural citizens and small farmers in a number of ways. The company itself 
may worry that a privatized firm will have can be dismantled, either vertically by sepa
no incentive to deliver to them goods and rating the stages of production, or horizon
services. Service guarantees built into a tally into competing producers. 
new company's charter can allay these The simplest way to encourage compe-
concerns. tition, however, is to remove protection of 

Nationalists may want to prevent the state's monopoly and allow new 
strategic industries from passing into for- entrants into the field. Even when this 
eign control. If this group is powerful cannot be done immediately, the govern
enough to block the transaction, foreign ment can announce its intention to do so 

--------·--------"h"o,l,d""'ings max be limited h)' creating a or, .at least,_ review the situation i,-'n~. "a..,£,.,ew"'·'----·l 
"golden share" that enables the govern- years' time. 
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ment to prevent a foreign takeover of the When British Telecom (BT) was pri-
company concerned. vatized, a small competitor called 

+ Total privatization is preferable to 
joint ventures between the state and pri· 
vate entrepreneurs. Such partially priva
tized entities in countries from Kenya to 
Great Britain have been abandoned for 
the same reason-the state never 
received the full benefits that normally 
accrue from privatization. Investors in 
some developing economies want the 

Mercury Communications was permit
ted to compete with BT in telephone ser
vice, and BT was required to provide 
access over its terminal lines into offices 
and homes. This oligopoly held for seven 
years, after which a review opened the 
market to full competition. 

When Britain privatized its electrical 
utility, it was thought impossible to have 
competing lines go into every home or 
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business, so area distribution compa
nies were created to buy competitive
ly on behalf of their customers. This 
arrangement constituted a kind of 
"proxy competition," in addition to 
the full competition that existed 
between generating companies. The 
point is that competition can be 
introduced in a number of ways over 
several years. 

Some state enterprises have pow
erful legislative allies who will resist 
free-market reforms as part of priva
tization. After several years, however, 
the privately held monopoly will not 
enjoy the same legislative support, 
and liberalization policies are more 
likely to succeed at that time. 

+ Every privatization transaction 
should encourage wider share own
ership whenever possible. Out of 
loyalty and self-interest, new share
holders tend to buy goods and ser
vices from "their)) company, to help 

_ensure its success. In addition, widely 
dispersed ownership makes the com
pany less vulnerable to control or 
takeover by a small group of 
investors. 

However, wider ownership offers 
even greater political benefits. New 
shareholders are more likely to sup
port free market initiatives after they 
see how excessive taxes and regula
tions hurt their company's bottom 
line and the value of their shares. 
They also better understand how 
accumulation of wealth, once feared, 
actually provides the capital neces
sary to create jobs and grow the 
economy. 

A final word of advice to policy
makers is that governments must be 
fully resolved to carry out the priva
tization process. It takes time to real
ize all the benefits, but these ten key 
lessons will help ensure that privati
zation will be a success. ei 
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CIPE has published the first 

study completed on the growing 
role of think tanks in policy 
development in the 
Middle East and 
North Africa. The 

report is based on 

crucial insights and 

information presented 

during a meeting of 

think tank executives 
in Cairo, jointly 

sponsored by CIPE 

and The World Bank. 

Taking an in-depth look at the 

issues that dictate the effectiveness of 

think tanks, this guide details the 

dilemmas they confront in accepting 

funding while retaining independence 

and objectivity, the pros and cons of 

focusing their work on either education 

or advocacy and, most 

important, anafyting the 

best ways to market 

policy ideas. The guide 

contains, a useful 

directory of some of the 

most influential think 

tanks in the region. 

To obtain this 

groundbreaking resource 

contact Elaine Trimble 

via fax (202/ 721-9250) or email 

(etrimble@dpe.org).The cost of the 

publication is $1 5.00; discounts are 

available for multiple copies. 
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Building Transparency into the 
Privatization Process 
by Adam Smith Institute 

-,-,.~ 

(excerpt from "The Privatisa- i 

·tion Manual-'A Simple Guide~ 
to Privatising State-Owrted 1 

Enterprises Using the Te.nder I 
Method," by John Francies with 

i S, f. Masty; shortly to be pub- , 
lished by the Adam Smith 

Institute.) 
!__ 
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uilding transparency into the pri
vatization process should be a top 
priority for all policymakers 

undertaking the effort The following guide
line is excerpted from "The Privatis?tion 
Manual -A Simple Guide to Privatising 
State-Owned Enterprises Using the 
Tender Method," by John Francies with S, 
r Masty; to be published soon by the Adam 
Smith Institute, 

Transparency is the requirement that 
all investors have access to the same 
information during the privatization 
process, Most governments try to ensure 
transparency to a greater or lesser degree 
in order to maintain public support for 
their programs. However, complete 
transparency is not easy to achieve, nor 
do most governments always regard it as 
desirable. For example, a transparency 
requirement is clearly not compatible 
with management buyouts. 

Similarly, most governments retain the 
right to reject bids without explanation. 
They may turn down the highest bidder 
because he is inexperienced or suspect, 
preferring to take a smaller cash offer 
from someone with more industrial expe
rience or who has long-term investment 
plans for the enterprise. Here the govern
ment is acting in the consumers' and 
workers' best interest, and has forgone 
some of the sales revenue. Less trans
parency in such a case can stop unfair or 

politically-motivated cntJcJsms which 
could threaten the entire privatization 
process for years to come. 

Moreover, attempts at defining trans
par~ncy are usually inadequate because it 
means something different to everyone. 

many state"owried comi>~nies ~~·c~·c.~~ 
by pJlbJic aUCtion. Th,Po<; eoli>e 

erally regarded as successful be<:al)sb 
they earn more than the reserve 
(the price at which the auctioneer 
starts bidding). Oddly, as the nUl!Jbet. 
of bidders decreases, the noise in the 
auction room increases as each bidder 
tries to get the others to stop bidding! _ 
The government clearly has not got ' 
the highest price, but the govern-; 
ment's failure is indeed transparent·· 
because the auction is public. -

Nonetheless, transparency IS important 
and cannot be ignored. A government that 
shows utter disregard for transparency 
will appear dishonest and untrustworthy. 

The quest for transparency is a difficult 
balancing act. Government must main
tain enough access to information to sat
isfy investors and observers, while retain-
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ing enough flexibility and privileged 
information to allow it to conduct priva
tizations quickly, fairly and well. 

Auctions and tenders are often com
pared regarding the level of transparency. 
Auctions involve selling in public, to the 
highest bidder, generally without consid
eration of ability to pay or managerial 
expertise. The process is over when the 
auctioneer bangs his gavel. 

Shares of companies are not generally 
sold by open auction because the govern
ment may need to weigh considerations 
other than a high asking price. Moreover, 
auctions are notoriously prey to collu
sion, where rings of three or four bidders, 
knowing they are the only potential buy
ers, keep bids low so they can later divide 
the assets among themselves. 

In comparing other privatization 
methods for transparency, some say that 
a public share offer is more transparent 
than competitive bidding by tender. This 
might be true in the highly regulated and 
policed capital markets of developed 
economies. In those countries everyone 
has access to announcements of public 
offers in newspapers and by tens of thou
sands of stockbrokers. But it is not true 
in less developed countries, particularly 
where there is no formal stock market or 
effective capital market regulation. In 
these cases, the most transparent method 
may be a well-publicized and well-run 
tender process. 

The main components of a transparent 
tender process are: 
0 competitive bidding 
0 equal access to information 
0 clear evaluation criteria and docu-

mented procedures 
0 disclosure of the purchase price 
0 adequate monitoring 
0 compliance with the law 

Competitive bidding is highly desirable 
for several key reasons. Bidding usually 
brings in more money from the sale, 
which inspires voter confidence in the 
government's stewardship of national 
assets. Bidding also resolves the problem 
of difficult valuations, and makes charges 
of favoritism harder to sustain. 
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Strict adherence to transparency would 
require the agency to advertise the shares 
if the investor did not want them, rather 
than deal with the first offer received, 
however convenient. This would have 
taken at least six months and involved a 
difficult assessment of which investors 
could truly finance their offers. 
Practicality and common sense suggest 
that the government should accept CDC's 
offer. The strongest argument against this 
course is that advertising and an open 
competitive process are the only sure way 
to ensure that a good price is obtained. 
There is no right or wrong answer here, 
just the observation 
that transparency often 
conflicts with speed 
and the maximization 
of proceeds. 

Equal access to equal 
information is impor
tant because investors 
can submit their bids 
with a sound under
standing of the enter
prise. If management is 
bidding as well, it may 
try to withhold data 
from other bidders, 
thus giving it a greater 
advantage than it 
already has. 

Clear evaluation cri
teria and documented 
procedures are neces
sary to reassure poten-
tial investors that all 

,An··~~~···frt!rn.•ttt~··Commoowealth 
Development t;t;>rporation 

A privatization. agency attempted to 
sell control in a mining venture to its 
joint venture partner who already held 
45% of the capital and had a manage
ment contract. The partner had pre-emp
tive rights which required the government 
to offer it shares in the first instance, 
giving it three months to make a decision. 
At· that time the Commonwealth Deve
lopment Corporation ( CDC), the UK 
government's development finance arm, 
arranged a loan for the partner and 
offered to buy 15% of the shares at that 
point, which it agreed to sell back to the 
joint venture partner or sell to the public 
after five years. 

will be fair and accessible. However, not 
every country sets out the evaluation cri
teria for each enterprise because there are 
many enterprises that are all slightly dif
ferent. Thus it is often safer to give 
investors a general indication of evalua
tion criteria, which allows the govern
ment some flexibility in the later process 
of evaluation. This can be done in the 
tender rules which also document the pri
vatization procedures. 

Disclosure of the purchase price after 
the sale is a common practice. There 
should be an explanation when the win
ning bid pays less than the highest 
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offer-especially if the highest offer was 
publicized after the bids were opened, a 
common publicity practice. Some coun
tries publish full details of bidders and 
their bids along with the valuation of the 
enterprise being sold, giving the public 
and other investors a fairly complete pic
ture of the government's decision-mak
ing process. 

Sometimes bids are not readily compa
rable. For example, a bidder once decided 
to subdivide an enterprise on offer. He 
indicated that a major asset of the overall 
enterprise he wished to buy was not 
required-and his bid assumed that it 
could be sold separately by the govern
ment. Likewise, some adjustments may be 
needed to compare bids requiring different 
credit periods. These problems can make it 
difficult for the government to declare the 
various bids because some investors bid on 
different packages and different terms. If 
none is a winning bid, the government 
may avoid the entire problem by declaring 
them invalid and outside the limits of what 
was put to tender. Or they can explain the 
problems in appendices or footnotes to 
their declaration. 

Generally speaking, it is better to 
design the procedures of any tender so 
that bids are easily comparable. Bidders 
should not be allowed to offer a range of 
prices, prices in different currencies, or 
offer to buy only certain assets, etc. 

Adequate monitoring and auditing are 
important because most privatization pro
grams are closely observed by the press 
and opposition politicians. Even so, few 
developing countries conduct independent 
audits and publish the results. 
Privatization, like any activity in life, 
encounters occasional failures. If these 
problems are exposed by damning criti
cism, the entire program can be adversely 
affected. This is another case where full 
transparency can create more problems 
than it solves. However, a sensitive audit 
carried out by persons who understand the 
subject can often yield valuable insights. 

Independent audits are often the only 
way senior government officials can learn 
and improve their programs. One positive 
approach is to regard the audit in a simi-

lar manner to that of public companies. 
The auditors assess whether or not the 
privatization broadly achieved its objec
tives and then-similar to company 
auditors-provide the government priva
tization agency with a list of essentially 
minor shortcomings. Public confidence is 
not eroded, and officials get the expert 
and independent opinions they need to 
improve the process. 

Compliance with the law keeps the 
government honest and keeps it out of 
courts defending past privatizations when 
it should be busy promoting new ones. 

Compliance is more easily observed in 
developed countries than developing ones 
where the law is often uncertain or con
tradictory. For example, in one country 
lacking a stock exchange, it was unclear 
whether a public offer required a prospec
tus, which involved much more stringent 
conditions than an offer document. 
Likewise, vague laws on establishing 
proper title to privatized assets often lead 
to post-privatization litigation. 

Obviously, if a country has not devel
oped a modern legal framework, privati
zation should still continue. In the inter
im, skilled people can be hired to pro
vide legal advice, and every attempt 
should be made to comply with the 
nation's laws. eilO 
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Letter from the Publisher 

Stopping the insidious rise of corruption has become a top priority for busi
ness everywhere. As competition increases and profit margins become 

tighter, the business community is demanding that governments take action. 
Corrupt transactions between governments and private sector agents damage 
not only the reputation of the businesses involved, but they can wreck nation
al economies and undermine democratic values. 

A perfect example of how tangled government regulation can get is the anti
quated system of laws that the citizens of Ecuador must now endure. A CIPE 
partner in Ecuador, the National Association of Entrepreneurs (ANDE) in 
Quito, recently conducted a study of the country's legal system and how it 
breeds corruption. The study found that since the republic was founded 167 
years ago, some 90,250 legal norms have been created, of which 52,774 were in force in 1997. The sheer 
number of overlapping, unclear and contradictory laws in Ecuador creates an environment of legal 
chaos and leaves the application and enforcement of laws to the discretion of bureaucrats. This situa
tion is like opening a door and inviting in corruption. 

ANDE has worked to disseminate the findings of this study to the broadest cross section of 
Ecuadorian policymakers and business leaders. Their booklet, which was released on April15, has been 
sent to the Commission on Anti-Corruption as well as to civil society organizations, legislators, admin
istration officials, the judiciary, political party leaders, presidential candidates, universities, and media 
representatives throughout the country. 

One of ANDE's recommendations from the results of this study is that a permanent committee of 
jurists be created whose sole goal would be to codify and harmonize all of the existing legal norms in 
Ecuador. The response in Ecuadorian society to this recommendation was so overwhelmingly positive 
that it has been included in the revision of the legal code adopted by the recent constituent assembly. 

It is unclear how this important reform will be promulgated. It appears that the new administration 
will have to spearhead the initiative if it is to be put into effect. 

President-elect Jamil Mahuad, we encourage you to work with ANDE to see that this permanent 
committee of jurists be put into place to improve the legal structures of Ecuador. It is only by setting 
right the legal system that the judiciary can do its job of enforcing the law. And this is the only way that 
corruption can eventually be eliminated. 

We applaud the efforts of other organizations around the world in their efforts to stem corruption. 
This issue of Economic Reform Today highlights a number of these programs in Ukraine, Azerbaijan 
and Bulgaria to name a few. In addition, the new OECD Convention on Combating Bribery of Foreign 
Public Officials is a landmark effort to eliminate tax write-offs and other incentives offered by western 
governments to corrupt public officials. 

In coming months, CIPE's Web-based Forum on Economic Freedom at www.cipe.org will supple
ment the ideas and discussion of anti-corruption efforts presented in this issue of Economic Reform 
Today. It is part of CIPE's ongoing effort to provide policymakers with practical solutions to combat
ing this devastating disease. 

dlu-(U.dl-...JJ ·-·~ 
Willard A. Workman 
Vice President, CIPE & Vice President, 
International, US Chamber of Commerce 
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New Tools to 
Fight Corruption 
by Nancy Zucker Boswell 

fT\ wenty-nine OECD members 
\..!.)and five non-OECD members 

defied skeptics by concluding 
the Convention on Combating 
Bribery of Foreign Public Officials in 
December 1997. Signatories agreed 
to criminalize bribery of foreign 
public officials and significantly 
restrict the source or "supply side" 
of bribery. 

Over recent years, numerous other 
organizations-the Organization of 
American States, the World Bank and 
the IMF-have undertaken pro
grams that will promote greater 
accountability. Recognizing that the 
costs of corruption are unacceptable, 
these organizations are demanding 
immediate, concerted action. They 
consider good governance funda
mental to economic growth and 
political stability. 

This profound shift in attitudes 
lags behind an earlier change in pub
lic opinion toward corruption. Public 
intolerance has led to the removal of 
numerous officials from office. Find
ing they have a common transborder 
objective, citizens and civil society 
organizations have raised public 
awareness and pressured govern
ments and donors to pursue systemic 
anti-corruption reform. 

Intensifying competition for capi
tal in the global marketplace has 
inspired the recent spate of activity: 
private capital prefers transparent 
and accountable markets. Corruption 

has undermined investor confidence 
and prompted serious capital outflows 
that have impaired productive invest
ment and macroeconomic stability. 
This has increased pressure on donors 
to direct resources to their most pro
ductive use and to promote reforms 
where corrective action is needed. 

Anti-corruption sentiments are 
rising not only in the industrialized 
countries but also in the developing 
world and emerging markets. The 
economic crisis in Asia, at ]east par
tially attributed to corruption, has 
swept away the last vestiges of the 
belief that economic growth and cor
ruption can coexist. There is now an 
awareness that corruption dissuades 
foreign investment, undermines devel
opment, and destabilizes nascent 
democracies. 

Being aware of these unacceptable 
costs has also led officials and organi
zations to the following realizations: 

• solutions must focus on the 
underlying economic, political and 
institutional causes of corruption. 

• all stakeholders-the govern
ment, private sector, civil society-

Nancy Zucker Boswell is the managing 
director of the US chapter of Transparency 
International, the global non-profit coali
tion to curb corruption in international 
business transactions. 
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must be involved in developing mutually 
supportive systems. 

• long-term, sustainable programs 
must comprise a host of economic and 
public sector reforms-deregulation, pri
vatization, transparency, and institution
building-as well as a wide range of pre
ventive and enforcement measures that 
are responsive to local conditions. 

Making bribery a crime 
The OECD Convention lays the 

groundwork for creating effective anti
bribery systems in countries with varied 
legal systems. Its core provision makes it a 
crime for «any person" to "offer, promise, 
or give any undue pecuniary advantage, 
whether directly or through intermedi
aries, to any foreign public official. .. in 
order to obtain or retain business or other 
improper advantage in the conduct of 
international business." The prohibition 
goes beyond the US Foreign Corrupt Prac
tices Act to include bribery in government 
procurement, environmental issues, tax 
payments, other regulatory matters as 
well as in judicial proceedings. 

"Foreign official" refers to officials who 
control procurement in important areas, 
such as telecommunications, transporta
tion and energy. The term includes 
appointed and elected legislative, judicial 
and administrative officials as well as offi
cials of international organizations and 
government -controlled enterprises. 

Criminal penalties for bribery must be 
"effective, proportionate and dissuasive." 
Countries whose legal systems lack the 
concept of corporate criminalliability
Germany, Sweden and Switzerland-must 
provide for equivalent non-criminal sanc
tions. The convention also provides for 
mutual legal assistance, including extradi
tion, and requires signatories to take pre
ventive measures, such as establishing 
accounting standards and prohibiting off
the-book accounts. 

The convention contains the funda
mental elements of an effective regime. 
However, as might be expected of a prod
uct of multi-party negotiations conduct
ed on a tight time schedule about a sensi
tive subject, it also has shortcomings that 
could allow for future circumvention. It 
does not cover improper payments to for
eign political parties, party officials or 
candidates. In addition, because of juris
dictional concerns, it does not provide 
comprehensive coverage of foreign sub
sidiaries. The OECD Working Group on 
Bribery will take up these and other issues 
in May 1999. 

Ending tax deductions for foreign bribes 
is another important element of the OECD 
program, and Norway, Denmark and Portu
gal have taken steps to implement the 1996 
OECD Recommendation to End Tax 
Deductibility. However, Austria, France and 
Germany have indicated that they may deny 
tax deductibility only to people who have a 

C/PE-funded Anti-Corruption Programs 

V Azerbaijan-Entrepreneurship Development Foundation (see page 19) 
V Brazil-Liberal Institute of Rio de Janeiro (p. 14) 
V Bulgaria-Center for the Study of Democracy (p. 18) 
t/ Ecuador-ANDE (p. 18) 
t/ Slovakia-Center for Economic Development (p. 18) 
t/ Ukraine-Ukrainian Center for Independent Political Research (p. 21) 

Additional information on these projects can be found on 
CIPE's Web site at www.cipe.org 
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criminal con vie-
tion for foreign bribery. This is an unaccept
able interpretation of the 1996 Recommen
dation, and it would leave most bribes tax 
deductible. 

Monitoring violations 
The signatories are committed to seek 

ratification of the convention by the end 
of 1998. As of June, 1998, the US, Ger
many, Japan, Belgium, and the Czech 
Republic had already transmitted it to 
their national legislatures, making it likely 
that the deadline for ratification and cri
teria for entry into force can be met. The 
largest OECD economies-the US, Japan 
and Germany-must ratify the conven
tion for it to enter into force in 1998. 

US leadership is critical to bring other 
signatories on board, and the US Congress 
is currently considering the convention 
and implementing legislation. Because the 
convention promises to substantially, if 
not perfectly, redress the current imbal
ance of anti-bribery restrictions, the US 
private sector strongly favors ratification. 

After the convention enters into force, 
the next challenge will be to ensure the 
adequacy of national legislation and its 
enforcement by 34 countries with major 
differences in their legal systems. A rigor
ous monitoring process to promote effec
tive and consistent implementation will 
be needed for several years. 

The OECD Working Group has already 
begun to secure the signatories' support for 
a monitoring process that provides for 
mutual and peer evaluation. While the con-

vention permits some flexibility, evaluation 
is important to forestall major differences in 
how foreign bribery is prohibited. Govern
ments may be reluctant to impose relatively 
strict prohibitions on their own companies 
compared to their competitors. This sce
nario raises the risk of a minimal level of 
implementation. 

A monitoring process can address this 
risk by quickly sending a clear signal that 
all parties will be held to high standards. 
The OECD Working Group has already 
begun on an informal basis to provide 
mutual assessments of draft implement
ing legislation. This work is likely to be 
more effective at this stage rather than 
waiting until after inconsistent or ineffec
tive laws have been enacted. 

The working group will also address 
issues related to the private sector and civil 
society, such as access to information and 
the possibility for input. These groups pro
vided input throughout the negotiation 
phase, and, since the convention's conclu
sion they have monitored progress and 
served an important watchdog function. 

The private sector will want to ensure 
that restrictions against competitors operat
ing abroad are enforced consistently and 
that it has channels for reporting concerns 
or problems. It can also play an important 
enforcement role by adopting effective, vol-
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Transparency International (TI) is a global coalition of civil society actors 

pursuing accountable government institutions and an honest business environ
ment. In over 70 countries, TI national chapters promote public awareness and 
comprehensive integrity systems that are comprised of independent judiciaries, 
responsible investigative journalists, ethical public officials, and vigorous public 
participation. These elements are fundamental to the consolidation of democra
cy, respect for the rqle oflaw, equitable development, and the expansion of open, 
competitive markets. 

untary anti-bribery policies and programs 
that will control its operations beyond 
national borders. The International Cham
ber of Commerce (!CC) has adopted an 
extensive model, Rules of Conduct to Corn
bat Extortion and Bribery, that prohibits 
bribery. It is also developing a program to 
promote adherence to the rules by compa
nies around the world. 

Beyond the OECD Convention 
Donors and multilateral organizations 

are spurring the evolution of broad-based 
anti-corruption reforms. They will be key 
players in maintaining the interest and 
resources that are necessary for what will 
inevitably be long-term efforts. 

Organization of American States ( OAS) 
The OAS Convention Against Corrup

tion, signed by 23 countries in March 
1996, is an important regional initiative 
to fight corruption. It provides for crirni
nalization of transnational bribery and 
illicit enrichment, encourages mutual 
legal assistance, and promotes "preventive 
measures," such as codes of conduct for 
public officials, steps to promote trans
parency in procurement, disclosure of 
assets, and public access to information. 

Although the OAS Convention has 
entered into force, only ten countries have 
ratified it to date. The 1998 OAS General 
Assembly meeting endorsed a broadly 
worded "Program of Action;' and a hemi
spheric symposium on strengthening pro
bity is expected to be held later this year in 
Santiago. 

Implementation at the national level 
has been uneven, and the OAS is organiz
ing important workshops in countries to 
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raise public awareness and provide tech
nical assistance. These initial steps would 
be reinforced by establishing a specific 
time frame for securing universal ratifica
tion and a permanent institutional mech
anism within the OAS that could provide 
a forum to share best practices and to 
encourage implementation. 

World Bank 
The World Bank has put good gover

nance at the top of its agenda. It has 
adopted revised procurement guidelines 
to require disclosure of agents' commis
sions, to provide for bank audits, and to 
institute procedures for investigating 
bribery allegations and for debarring cor
rupt contractors. The rules also permit 
the use of anti-bribery pledges and recip-
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rocal and enforceable no-bribery com
mitments by the government and bidders 
on specific projects. The Inter-American 
Development Bank adopted similar rules 
and procedures in January 1998, and the 
Asian Development Bank considered 
analogous revised guidelines and an 
enhanced anti -corruption policy during 
its July 1998 board meetings. 

The IMF 
The IMF has also become proactive in 

fighting corruption by issuing guidelines to 
its staff to promote the development of 
institutions and systems that eliminate the 
opportunity for bribery. The guidelines 
provide for more direct Fund involvement 
when individual instances of corruption 
might have significant macroeconomic 
implications either because of the magni
tude of the amounts involved or because 
they might be indicative of systemic corrup
tion. The IMF recendy called for the publi
cation of fiscal information, clear ethical 
standards for public servants, openness in 
budget preparation and execution, and 
public scrutiny of fiscal information. 

More recendy, the Fund adopted 
groundbreaking, transparency-related con
ditions for lending to Asian countries in 
crisis. This potentially represents a highly 
effective approach to mainstreaming 
commonly accepted principles of fiscal 
transparency and budgetary disclosure. 
The Fund has also increased the trans
parency of its own operations and has 
encouraged borrowers to publish their 
letters of intent with the IMF. 

World Trade Organization (WTO) 
Ultimately, a WTO agreement on 

transparency in procurement will bring a 
wider universe of procurement activity 
under consistent rules. Currendy, there is 
an emerging consensus on the elements 
of transparency in procurement and on 
the need for a binding agreement. In the 
Americas, where the Summit of the 
Americas process has launched negotia
tions for the Free Trade Area of the Amer
icas, governments will be asked to imple
ment a regional agreement on trans
parency in procurement by the year 2000 

as evidence of the leaders' commitment to 
achieve early concrete progress. In Asia, 
the APEC working group on procurement 
has defined the elements of transparency 
and submitted the results to the WTO. 
APEC leaders may find it beneficial to 
support the conclusion of a WTO agree
ment on transparency in procurement 
based on these elements. 

While the fight against corruption con
tinues to expand across the world, there is 
no shortcut to transform the positive 
commitments into reality. Concrete signs 
of real change over the short term will be 
critical to sustain or even rebuild public 
trust in governments. Involving civil soci
ety in this process can overcome wide
spread public cynicism. Citizens expect 
action, and the evidence suggests that 
they will not be disappointed. ~ 
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Will the OECD 
Anti-Bribery Convention 
be Effective? 

(f) he OECD Convention on 
Combating Bribery is one of 
the most important tools to 

fight corruption. Eleanor Roberts 
Lewis is the Chief Counsel for Interna
tional Commerce, US Department of 
Commerce. She has been involved in 
negotiating many international trade 
and investment agreements, including 
NAFTA and the OECD Anti-Bribery 
Convention. 

ERT: What was the impetus for the 
OECD Anti-Bribery Convention, and 
how did the signatories come to the real
ization that it was in their best interests 
to sign it? 

MS. LEWIS: Let me step back a mo
ment. In 1977 the United States enacted 
the Foreign Corrupt Practices Act that 
prohibits bribing foreign government of
ficials in order to get business. No other 
country has such a statute, and it soon 
became clear that the playing field was 
not level. Under this statute, American 
companies could not give bribes without 
criminal exposure, while companies 
from other countries were able to con
tinue their habits which often included 
giving substantial bribes. 

In the 1980s, the US government, 
working with the business community, 
attempted to amend the Foreign Corrupt 
Practices Act to make the playing field a 
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little more level. The 1988 Trade Act di
rected us to work with the OECD to try 
to get a multilateral solution to this 
problem. We didn't get any response 
until around 1994 when OECD minis
ters passed several anti-corruption reso
lutions and recommendations. 

To answer your question in more spe
cific terms, during the late 1980s and 
early 1990s, a number of major corrup
tion scandals broke out in some of these 
countries. Also, some bribe-receiving 
countries became too demanding. In
stead of asking for 1-5% of the value 
of the contract, as they typically did, 
some government officials began to ask 
for 20-30% of the contract. In some 
cases-for example, very large infra
structure contracts or military sales
these numbers became enormous. In
stead of a few thousand or a few hun
dred thousand dollars, companies were 
asked to pay millions of dollars. Compa
nies started to realize these numbers 
were digging into their bottom line, and 
some went to their governments to com
plain about the request and to lobby for 
anti-corruption legislation. 

ERT: What role did the US play in the 
negotiations? 

MS. LEWIS: We were definitely the 
catalyst in getting the negotiations start
ed. There were times, particularly in 
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the early 1990s, when other countries would 
have liked to drop the issue altogether, but 
we kept insisting that it stay on the table. 

In addition, we were the initial drafters 
of the early recommendations and resolu
tions that the ministers considered. There 
were two texts on the table, one produced 
by Germany and France, and the other 
produced by us. The final result looks a 
lot more like ours than theirs, and it is, I 
think, a much more vigorous attempt to 
deal with this problem. During the nego
tiations, we were constantly pushing the 
envelope to have the convention cover as 
much as possible, whereas a number of 
the other countries wanted it to be as 
minimalist as possible. 

ERT: When will the convention go 
into effect? 

MS. LEWIS: The OECD ministers di
rected all the signatory countries to ratify 
the convention and pass implementing 
legislation by the end of 1998. It's a tight 
deadline, but countries are claiming they 
will be finished by then. Each country is 
currently in the process of drafting its 
own foreign corrupt practices act, and its 
legislative branch must then pass the rele
vant laws. The US is making some minor 
changes to its own law to bring it in line 
with the convention, while several other 
countries are drafting theirs from scratch. 
If the deadline is met, it will probably set 
a world's record for passing a multilateral, 
international convention of this magni
tude. That's a good sign. 

ERT: When the implementing legislation 
is put into place, how will the process be 
monitored? 

MS. LEWIS: Much of the success will 
depend on how well we monitor it. And 
by "we;' I mean all the countries that are 
part of the OECD working group, not just 
the US, although I think we're going to be 
among the most aggressive monitors. 

I envision at least two phases of moni
taring. One phase will review the imple
menting legislation that the countries are 
currently drafting. We'd like to read them 

in draft form before they get passed, but 
in some cases we're not going to be al
lowed to see them in draft, so we may 
have to look at them after they're passed. 
We need to see whether or not they lined 
up with the convention. 

Other than reviewing the laws, we need 
to monitor very carefully what countries 
do with them. For example, every country 
in the world has laws prohibiting domes
tic bribery, but many don't enforce them. 
This could also be the same with moni
toring the OECD Convention. We need to 
determine whether a country has assigned 
resources, including good prosecutors, to 
work on receiving complaints and investi
gating them. Did the country actually go 
for indictments and prosecutions when 
they were given reasonable evidence and 
information to act on? 

The monitoring phase also includes 
peer site visits by prosecutors from other 
countries to inspect how their counter
parts are carrying out the law. We need to 
assess a country's procedure for handling 
corruption cases. Which cases has a coun
try started or completed? For example, 
prosecutors from Japan, France and the 
United States might visit Germany two or 
three years from now and say, "We under
stand that you have received a certain 
amount of information about a couple of 
cases that we discussed in the working 
group. What have you done to investigate 
them? Have you got an indictment?" 

As we've seen with our work on money 
laundering, drugs and terrorism, there is 
precedent for these kinds of monitoring 
mechanisms to work successfully. Peer re
view by ministries of justice from around 
the world has worked very well. However, 
we don't know whether it will work as 
well when dealing with corruption, be
cause some departments or ministries 
may have less motivation to go after their 
own companies than to go after groups 
involved in drugs or money laundering. 

It will be very important that we have 
good information available to us. We can 
use government sources of information, 
but we also need the business community 
and the NGO community, like Trans
parency International. We need to be told 
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when cases of bribery are not pursued so 
we can approach the government and say, 
"We have this information. What are you 
doing about it? Why aren't you investigat
ing or prosecuting it?" The more thorough 
and aggressive these monitoring follow-up 
steps are, the more likely we will be able to 
level the playing field within a couple of 
years. It's a cooperative effort. 

ERT: What incentive do governments have 
to prosecute their own companies that are in
volved in corrupt business transactions? 

MS. LEWIS: Once the law is in place, a 
number of responsible and ethical com
panies will be aggressive about seeing that 
their firms don't commit corrupt acts. For 
instance, they may voluntarily modify 
their code of corporate conduct. We've 
found this to be the case in the US. Once 
the Foreign Corrupt Practices Act went 
into effect, many corporations said, "I 
don't want to be accused. I don't want to 
have to explain to my shareholders or the 
public that we've been charged with 
something that is criminal." Therefore, 
many of them set up systems to ensure 
that it doesn't happen. 

Companies that don't adopt compli
ance systems or change their corrupt 
practices may face prosecutors who are 
willing to pursue the case. In this coun
try, the Department of justice is indepen
dent from the Department of Commerce, 
congress and other government depart
ments. Since the Foreign Corrupt 
Practices Act was adopted, the Depart
ment of Justice has been quite aggressive 
about investigating and following through 
on cases. 

My sense from talking to officials in 
other countries is that this will be the case 
there, too. Prosecutors understand that 
once the law passes, it is their duty to en
force it, and not to check whether it might 
negatively affect the trade balance. They 
understand that those types of questions 
were already discussed during the legisla
tive process, and that after the law goes 
into the effect, asking them again is not 
part of their mandate. 
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ERT: Governments often exact bribes 
from companies. Does the convention ad
dress the government side or a government 
code of ethics? 

MS. LEWIS: This is a bribe-givers con
vention, and the entities that give the 
bribes are corporations. Entities that re
ceive the bribes are government officials 
in developing countries. This is not a con
vention that deals with the ethics of 
bribe-receiving government officials. That 
issue definitely needs to be addressed, but 
this convention does not do so. 

ERT: Turning to some of the weaker 
parts of the convention, one thing that 
comes immediately to mind is the fact that 
the convention omits mention of foreign 
subsidiaries. Doesn't this represent a 
tremendous loophole? 

MS. LEWIS: I should first mention that 
foreign subsidiaries are not covered in the 
US Foreign Corrupt Practices Act either, 

American corporations 

keep their subsidiaries 

on a tight leash because 

they're afraid of being 

embarrassed by possible 

negative publicity. 

and I agree that it represents a potential 
loophole in the law. During the negotia
tions we did not get any of the other 
countries to agree to cover this issue in 
the convention, but we were able to con
vince them that ifs a serious issue. We are 
very concerned that it could become a 
loophole through which companies could 
funnel their bribes. Countries have agreed 
to put this issue in an OECD future work 
plan. 
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We're hoping that by creating an inter
national environment in which private 
corporations will be encouraged to have 
codes of conduct, they will voluntarily 
reign in their foreign subsidiaries. Al
though our Foreign Corrupt Practices Act 
doesn't cover this issue, many American 
corporations keep their foreign sub
sidiaries on a tight leash because they're 
afraid of being embarrassed by possible 
negative publicity. 

ERT: The convention says that bribes can 
no longer be deducted as a legitimate busi
ness expense. Apparently, several signatories 
have expressed their intention to deny tax de
ductibility only to those who have a prior 
criminal conviction for foreign bribery. 
Doesn't this contravene the spirit of the 
OECD Convention? 

MS. LEWIS: It contravenes the spirit of 
the convention, and, more importantly, the 
spirit of several ministerial recommenda
tions that preceded the convention. The 
ministers said that there will be no more 
tax deductibility for bribes to foreign gov
ernment officials. This wasn't even condi
tioned on the convention being passed. A 
couple of countries have signaled their in
tention, but they haven't told us definitive
ly yet. We have made it clear in meetings at 
the OECD that this is not acceptable to us 
and that we are going to publicly object, 
and continuously publicly object, to any 
country that goes that route. 

ERT: The convention doesn't cover pay
ments to foreign political parties, right? 

MS. LEWIS: The convention covers the 
circumstances of several types of party 
donations. Let's say a bribe-making com
pany makes a payment to a party or party 
official, and the party passes it on to a sit
ting government employee. That is cov
ered by the convention. If a government 
employee says to a bribing company, "I 
want $2 million, but don't pay it directly 
to me. Pay it to the party." That is also 
covered by the convention. 

These are the two most common cir
cumstances of bribing party officials. But 

suppose we have a third situation where 
the company bribes the party, and the 
money doesn't go to a government offi
cial, nor did an official direct the compa
ny to bribe the party. It simply bribed the 
party, and the money stays with the party. 
That scenario is not covered by the con
vention in its current language. 

The convention does not cover pay
ments to political parties, to political party 
officials or candidates. Most of the coun
tries found it difficult to distinguish be
tween mildly smelly campaign financial 
problems and what we could call quid
pro-quo deals where a payment is made to 
a political party which then promises to 
award the company with a certain govern
ment contract. Many OECD countries felt 
that line was extremely fuzzy and that it 
would not be easy to make those distinc
tions in their current laws. 

ERT: Under the convention, if a govern
ment official gives a company an ultima
tum, "Either you pay this bribe, or you don't 
conduct business in our country," what re
course is available to the company? 

MS. LEWIS: We're going to ask US 
companies to report those situations to 
the US government, and we'll discuss them 
in OECD working group meetings. In 
some cases, if there are short deadlines, we 
may even call special sessions, or have a 
special experts' group, to look at them. The 
chances are if the government official is 
doing it to a US company, he's also doing it 
to German, UK and Japanese companies. 
Everybody has a problem. 

We may agree on adopting, say, a 
diplomatic initiative from the OECD to 
the government of that country. We may 
use public diplomacy, by which I mean 
going public with speeches or op-ed 
pieces, either in the country or other 
places, to put pressure on the government 
in question. It will work best if we all 
stand together. We can't have the US com
pany reporting to us and backing out of 
the potential contract, only to have, for 
example, a UK company rush in, pay the 
bribe, and do the business. If we stand to
gether on this, we can be very effective. 
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ERT: How does a government ob
tain information that a company is 
committing a corrupt act? 

MS. LEWIS: I assume they'll get it 
as we've been getting it in the US. 
Competitors, either from the same 
country or foreign countries, in the 
business community often complain 
to us. There are also government 
sources of information, such as em
bassies or other government employ
ees. Our Justice Department has re
lied on these sources for years. 

ERT: The World Bank and the IMF 
have supported the OECD Convention 
and have issued guidelines for their 
staff to eliminate opportumtzes 
for bribery. What do you think is 
the likelihood of them actually sus
pending loans to a country because 
of corruption? 

MS. LEWIS: I would like to think 
that they will eventually enforce their 
guidelines aggressively. At some 
point this includes either denying the 
particular loan or suspending whole 
program operations to a country 
that doesn't clean up its act. This can 
be politically difficult because these 
countries are also active in or mem
bers of the World Bank, too. So, it's 
sort of like slapping one of your own 
family members on the hand. 
Tougher action still needs to be 
taken, but I think they're moving in 
the right direction. We need to en
courage that. 

ERT: Lastly, what overall impact do 
you think the convention will have on 
corruption in developing countries? 

MS. LEWIS: I'm hoping it will vir
tually eliminate it over the next cou
ple of years. When government offi
cials request bribes from, say, Euro
pean or Japanese companies that are 
bidding on large foreign government 
procurements in developing coun-
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The convention will help eliminate corruption. 

tries, all of these companies will line 
up and say, "Sorry, we have a crimi
nal law that doesn't allow us to pay 
these fees." 

If we can get everybody to consis
tently stick together, I think these re
quests are going to die out after a 
while. That is our goal. We need to 
reach a mutual level of trust where 
companies will know that everybody 
else is giving the same answer to the 
request for bribes. That's what we 
have to work toward over the next 
couple of years. 

The current Asian financial crisis 
can at least be partially laid at the door 
of the corruption. I'm hoping that the 
new leaders in some of the countries 
that have suffered the most will now 
realize that it is in their best interests 
to eliminate corruption. Corruption is 
very dangerous to them. It threatens 
the very existence of their economies 
and governments. eti 

ERT's Next Issue: 
lnfonnation Technology 

Emerging markets face a 
critical test over the next few 
years: how to adjust to and ben
efit from what is being lauded as 
the world's third major techno
logical revolution-the Infor
mation Age. The next issue of 
Economic Reform Today, "In
formation Technology in the 
Global Economy," will focus on 
the regulatory issues central to 
ensure that emerging market 
economies realize the .fUll poten
tial of information technology, 
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OECD Convention 

The following are selected excerpts from the OECD Convention on Combating Bribery of Foreign 
Public Officials in International Business Transactions. 

Article I The Ofl'ense of Bribery of foreign 
PubJic; Officials 

Each Party shall take such measures as may be 
necessary to establish that it is a criminal offense 
under its law for any person intentionally to 
offer, promise or give any undue pecuniary or 
other advantage, whether directly or through in
termediaries, to a foreign public official, for that 
official or for a third party, in order that the offi
cial act or refrain from acting in relation to the 
performance of official duties, in order to obtain 
or retain business or other improper advantage 
in the conduct of international business. 

Each Party shall take any measures necessary 
to establish that complicity in, including incite
ment, aiding and abetting, or authorization 
of an act of bribery of a foreign public official 
shall be a criminal offense. Attempt and 
conspiracy to bribe a foreign public official shall 
be criminal offenses to the same extent as 
attempt and conspiracy to bribe a public official 
of that Party. 

Article , $Jin«!Oos 

The bribery of a foreign public official shall be 
punishable by effective, proportionate and dis
suasive criminal penalties. The range of penalties 
shall be comparable to that applicable to the 
bribery of the Party's own public officials and 
shall, in the case of natural persons, include dep
rivation of liberty sufficient to enable effective 
mutual legal assistance and extradition. 

In the event that, under the legal system of a 
Party, criminal responsibility is not applicable to 
legal persons, that Party shall ensure that legal 
persons shall be subject to effective, proportionate 
and dissuasive non-criminal sanctions, including 
monetary sanctions, for bribery of foreign 
public officials. 

Arti® 4 Jurisdiction 

Each Party which has jurisdiction to prosecute its 
nationals for offenses committed abroad shall take such 
measures as may be necessary to establish its jurisdic
tion to do so in respect of the bribery of a foreign public 
official, according to the same principles. 

Article > Enforcement 

Investigation and prosecution of the bribery of 
a foreign public official shall be subject to the ap
plicable rules and principles of each Party. They 
shall not be influenced by considerations of na
tional economic interest, the potential effect upon 
relations with another State or the identity of the 
natural or legal persons involved. 

Article 7 Money Laundering 

Each Party which has made bribery of its own 
public official a predicate offense for the purpose 
of the application of its money laundering legis
lation shall do so on the same terms for the 
bribery of a foreign public official, without re
gard to the place where the bribery occurred. 

Article 8 Ac;c;oullting 

In order to combat bribery of foreign public 
officials effectively, each Party shall take such 
measures as may be necessary, within the frame
work of its laws and regulations regarding the 
maintenance of books and records, financial 
statement disclosures, and accounting and audit
ing standards, to prohibit the establishment of 
off-the-books accounts, the making of off-the
books or inadequately identified transactions, the 
recording of nonexistent expenditures, the entry 
of liabilities with incorrect identification of their 
object, as well as the use of false documents, by 
companies subject to those laws and regulations, 
for the purpose of bribing foreign public officials 
or of hiding such bribery. 
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How Bad is Corruption? 

© 
orruption is perceived to be C among the three most important 

· obstacles to conducting business 
in all developing countries that were sur
veyed, according to a 1997 World Bank 
study. Exceptions to these findings are 
Asia (India, Fiji, Malaysia) and one transi
tion region (Belarus, Moldova, Russia, 
Ukraine). The World Bank grouped the 
countries into regions and sub-regions. 

The survey asked 4000 entrepreneurs 
in 69 countries to rate 15 obstacles by 
how seriously they obstruct business. The 
list included taxes, corruption, inadequate 
supply of infrastructure, policy instability, 

Countries 
South Africa, Mauritius 
Colombia, Ecuador, Venezuela 
Benin, Mali, Nigeria 
Bolivia, Paraguay, Peru 
Guinea, Guinea-Bissau, Senegal 
Carneroon, Chad, Congo 
Armenia, Azerbaijan, Georgia 
Kazakhstan, Kyrgyz Republic, Uzbekistan 
Jordan, Morocco, West Bank and Gaza Strip 
Kenya, Tanzania, Uganda, Zambia 

labor regulations, crime and theft, price 
controls, foreign currency regulations, fi
nancing, foreign trade regulations, regula
tions for starting a new business, general 
uncertainty on costs of regulations, ter
rorism, safety or environmental regula
tions, and inflation. 

Tax regulations and/or high taxes were 
among the four top obstacles in 20 out of 
22 regions. They were the number one 
obstacle in 13 regions. This obstacle en
compasses not only high taxes, but also 
tedious tax regulations, unclear tax laws 
and corrupt tax officials. ~ 

Rank of Con·uption 
I 
I 
I 
I 
I 
I 
2 
2 
2 
2 

Czech Republic, Hungary, Poland, Slovak Republic 3 
Estonia, Latvia, Iithuania 3 
Madagascar, Malawi, Mozambique, Zimbabwe 3 
Albania, Bulgaria, FYR Macedonia, Turkey 3 
COte d'Ivoire, Ghana, Togo 3 
Costa Rica, Jamaica, Mexico 4 
Belarus, Moldova, Russia, Ukraine 6 
Fiji, India, Malaysia 6 
Italy, Portugal, Spain 6 
Austria, France, Germany, Switzerland 9 
Canada, United States 12 
Ireland, United Kingdom 13 

Source: "How Businesses See Government;' IFC, Discussion paper 33, 1998. 

ECONOMIC REFORM TODAY NUMBER TWO 1998 11 



Brazil: Targeting Corruption 
in Public Bidding 
by Arthur Maranhao Costa, 
Luiz Pedone and 
David Fleischer 
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Arthur Maranhiio Costa is a 
visiting professor at the Uni
versity of Brasilia and a mem
ber-researcher of Transparency, 
Consciousness and Citizenship 
(TCC)-Brazil. Luiz Pedone is 
chairman of the department of 
political science, University of 
Brasflia and director of re
search of TCC-Brazil. David 
Fleischer is a professor of politi
cal science, University of 
Brasilia and President of TCC
Brazil. 

CD 
n September 1992, Brazil was 
rocked by the impeachment of 
President Fernando Collor de 

Mello-the first such action by constitu
tional means without military interven
tion. He was accused of masterminding a 
broad corruption conspiracy that in
volved rigged bidding on public con
tracts. A year later congress installed a 
committee to investigate allegations of 
massive corruption within its own joint 
budget committee and eventually issued a 
scathing report recommending the expul
sion and investigation of dozens of 
deputies and senators. 

In late 1994 another commission that 
had been set up to investigate collusion 
among the highest levels of government 
and Brazil's largest construction compa
nies singled out the ministry of trans
portation as the nucleus of corruption. 
According to the commission, bidders 
sometimes colluded among themselves 
and with the tendering organizers by 
agreeing to rotate contract awards. 

The various investigating committees 
partially attributed the problem to a 1986 
law that regulated bidding on public con
tracts. In mid-1993 congress passed new 
bidding regulations. 

Eliminating discretionary power 
Before 1993, public officials had too 

much discretionary power in conducting 
bidding procedures, allowing them to ma
nipulate bidding to benefit certain com
panies and to shut out others that were 
considered unsuitable. Irregularities in 
bidding procedures drove up the cost of 
public transactions, cut government rev-

enues and hindered the provision of cer
tain public services. In addition, contracts 
were not monitored, and prices were 
often overstated. 

Before the adoption of the 1993 law, 
bidding in Brazil was conducted in such a 
way that only a few contractors bid on 
most public works contracts. For in
stance, 70% of the billing for projects that 
were carried out by the 150 largest civil 
construction companies was submitted by 
only seven major contractors. 

The new law was intended to provide 
for the supervision and monitoring 
of the entire bidding procedure, and it 
introduced objective criteria about quali
fying for public competitions. (See the 
table on page 15 for a more exhaustive list 
of innovations.) The excessively subjective 
criteria of the former regulation some
times led to the establishment of rigid 
requirements concerning the object of the 
bidding, thereby eliminating small and 
medium-sized contractors from public 
competition. 

Opening up the bidding process 
Several government and business sec

tors have complained that the new law 
delays public transactions. However, 
while the imposed requirements may slow 
the contracting process, greater control of 
public transactions requires complying 
with certain procedures and require
ments. In other words, speed and control 
are trade-offs, and choosing one necessar
ily comes at the expense of the other. Act
ing in the public interest demands that 
control take precedence over speedy gov
erment decisions. 
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Innovations of the 1993 Law 

1. The entire bidding and contract execution procedure is public. The princi
pal acts-invitation, announcement of the award, contract signing-must be 
published, and the public must have free access to information concerning bid
ding procedures and contracts. Any interested party can administratively or ju
dicially challenge government actions. 

2. The object of the bidding must be described in sufficient detail as to allow 
for predetermination of its quality. Consequently, the specification or quality of 
the object of the bidding is not the responsibility of the participants in the 
competition and is no longer a criterion in weighing proposals. 

3. Participating companies are required to provide fmancial guarantees, capi
tal, access to market financial resources, and access to equipment and technical 
personnel. The law does not require prior experience with respect to the object 
of the bidding. The required amount of capital that would guarantee perfor
mance of the contract is set at 10%, a non-exorbitant level that will not limit 
participation in the bidding. 

4. The company that submits the lowest price is automatically awarded the 
contract. This provision reduces the discretionary authority of public officials. 

5. The company may be required to demonstrate its capacity to perform the 
contract in advance, if it is suspected that it cannot carry out the contract. De
lays in contract performance are subject to financial penalties and a prohibition 
against participating in other bidding procedures. 

6. Additions to contracts are limited. 
7. The bidding procedure can only be waived in narrowly defined cases and 

with detailed justifications. 
8. Suppliers must be paid in chronological order. This means that the order 

of payments no longer depends on the contractor's influence in the public sec
tor, and prevents the advance "sale" of accounts receivable. 

9. Penalties and sanctions are established for public officials who disobeyed the law. 
10. All bidding and contract execution procedures must be duly 

registered and are subject to internal and external audits. 
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A minimum amount of planning could 
easily solve the problem of slow transac
tions. In truly urgent cases, bidding could 
be waived, but this must be attended to 
with caution because this is currently 
happening in cases that bear no resem
blance to an emergency situation. 

The law's lowest price principle has 
been criticized for not always taking the 
highest quality into account. However, 
there is no evidence to support the asser
tion that adopting the lowest price criteri
on hurts quality. The law specifically al
lows public officials to exercise control 
over the quality of the object of the bid
ding. According to the law, public officials 
must monitor the performance of the 
contract. Public officials have extraordi
nary authority relative to private parties 
regarding the provisions of the contract, 
including the capabilities to impose fines 
or make unilateral changes in the con
tract. Therefore, allegations of loss of 
quality can be attributed to the lack of 
verification and supervision on the part 
of public officials, not to the law itself. 

The law has also been criticized for 
opening up the bidding procedure to 
small, supposedly less reliable competi
tors because it limits the discretionary au
thority of public officials. It should be 

pointed out in this connection that dis
cretionary authority was not reduced in 
any way. In our opinion, such authority 
ought to be minimized. 

Opening up the bidding procedure to 
small and medium-sized competitors is, 
in fact, the most significant improvement 
brought about by the law. It broadens 
competition and benefits the public sec
tor by improving contracting conditions 
as well as benefiting the private sector by 
opening up the government contracting 
market to all interested parties. 

Weaknesses in the law 
Despite these strengths, the law re

mains deficient because it does not pro
vide sufficiently objective criteria for 
granting exemptions or waivers. There are 
still too many cases where the bidding 
procedure can be waived. Consequently, 
an "emergency industry)) is taking root 
due to the subjectivity of so-called emer
gency situations, public disasters and the 
fact that bidding procedures are not re
quired in all cases. 

In the first half of 1998, the govern
ment further altered the bidding process. 
The first modification raised the limits of 
contract values that required a formal 
bidding process, while the second estab-

The High Transaction Costs of Corruption 
byCIPE 

Corruption not only weakens public support for democratic institutions and economic 
reforms, but it also distorts government and economic transactions. According to studies 
by Dr. Douglass North, countries where the public does not participate in a government's 
decisionmaking process experience higher transaction costs. Democratic polities and de
centralized market economies with well-defined and enforced property rights induce com
petition and reward the acquisition of productive skills and knowledge. 

The Liberal Institute of Rio de Janeiro (IIRJ) worked with CIPE to show how corrup
tion increases the cost of transactions in Brazil. One way that it did this was by looking at 
Brazil's judicial system. It explored how high transaction costs that are associated with set
tling commercial and labor disputes inhibited the bargaining process and placed a premi
um on conflict rather than resolution. ILRJ proposed policy solutions to this type of 
corruption. 

IIRJ also conducted research into how corruption and insufficient transparency and 
accountability within public procurement procedures contributed to higher transaction 
costs. The results were higher transaction costs to businesses which frequently meant high
er costs to consumers and reduced government revenues. ILRJ disseminated its findings to 
government and business leaders, the media and advocacy groups. 
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lished new criteria for the minimum price 
on contracts for engineering services. This 
latter point disqualified bids that fell out
side the minimum and maximum range 
of bids established by the government. It 
also helped to protect the government 
against nonviable contracts while not 
overly restricting competition. 

Congress also inserted a polemical 
modification. The 1993 law allowed con
tracts to be renewed, without a new bid
ding, by up to 25% of their original value. 
Congress increased this limit to 50%, but 
President Cardoso vetoed the proposal 
that would have made the bidding less 
transparent. 

To remedy these situations, the use of 
bidding procedures must become accepted 

and widespread to the extent that the non
use of the procedure is the exception. Gov
ernment agencies and enterprises should 
grant exemptions and waivers sparingly and 
with greater caution. 

Applying ethics to government con
tracts reduces the cost of doing business 
in Brazil. Restricting competition vio
lates free market laws because it limits 
access to government contracting to 
only a few bidders with political influ
ence. If a free market is the goal, the bid
ding law must be improved, not abol
ished or distorted. The scope and objec
tivity of competitive bidding must be 
expanded.~ 

European Business Association Seeks Transparency 
byCIPE 

Europe's small and medium-sized enterprises are particularly vulnerable to the absence 
of transparency in the Ecu 700 billion ($777 billion) public procurement market. Gerhard 
Hammerschmied, director for enterprise policy in the Association of European Chambers 
of Commerce and industry (Eurocharnbres ), complained that the market lacks sufficient 
competition and that cross-border purchases comprise only a fraction of the total market. 
Furthermore, the rules that govern the public procurement market are often violated, and 
suppliers lack confidence in the overall system, Harnmerschmied said 

ln order to make the market transparent and more competitive, the Eurocharnbres has 
proposed that independent ombudsmen investigate violations of public procurement pro
cedures. Eurocharnbres represents 1200 chambers of commerce in the EU and has a mem
bership of 14,000 companies. 

The Eurocharnbres has outlined several measures to enforce existing procurement rules 
and to make procedures more transparent, including establishing ombudsmen to identify 
problems and to discuss treatment of individual cases. Under the proposal, a Belgium com
pany, for example, could complain to an ombudsman in its home country about being de
nied a contract in Portugal. The Belgium ombudsman could then challenge the decision to 
the ombudsman in Portugal. According to Harnmerschmied, because the proposal will 
supplement existing responsibilities and bodies instead of creating new ones, it will not bur
den businesses with additional regulations. 

ECONOMIC REFORM TODAY NUMBER TWO 1998 17 



Corruption in Bulgaria 
Threatens Social Stability 
byCIPE 

@ ccording to a CIPE-funded 
survey, 57% of adult Bulgar
ians believe that their 

politicians are primarily interested in 
securing special privileges for them
selves and their friends. Bulgaria's 
Center for the Study of Democracy 
(CSD) conducted a national survey 
on perceptions of corruption and 
found that it engenders pessimism 
about the promise of economic re
form and weakens confidence in 
democracy. 

Low trust in public officials can 
derail a country's transition to a 
market economy. CSD's survey re
vealed that the majority of Bulgaria's 
population does not approve of the 
way reform is being implemented, 
though they agree that the transition 
to a market economy is inevitable. 

Corruption steps in when citizens 
don't realize their legally established 
rights, the survey found. For in
stance, although nearly all Bulgarians 
know that the law entitles them to 
free medical treatment, 86% of sur
vey respondents believe they must 
bribe doctors in order to receive 
medical services. 

CSD's work on corruption builds 
on its programs that encourage pri
vatization, capital markets and 
greater public participation in poli
cymaking. Working with CIPE and 
NGOs, CSD developed an anti-cor
ruption public awareness campaign 
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that was launched as a pilot program 
in the mid-1990s. The success of this 
initiative led to the recent creation 
of Coalition 2000, a widespread 
effort to fight corruption involving 
the private sector, NGOs, the 
academic community, and the Bul
garian government. 

Other CIPE anti-corruption 
projects 

In Slovakia, the Center for Eco
nomic Development (CED) has pro
posed recommendations to add 
transparency to the procedures for 
auctioning licenses and awarding 
public procurement contracts. CED 
has also developed a research and ad
vocacy program to highlight corrup
tion in the Slovak government and to 
propose legislation that would create 
a transparent, accountable and 
efficient system. 

In Ecuador, the National Associa
tion of Entrepreneurs (AND£) is 
making recommendations to combat 
corruption in the judicial system, 
government procurement proce
dures, customs, privatization process, 
and social security, as well as to make 
public financial management more 
transparent. AND£ will advocate 
legislative or constitutional reforms 
to reduce opportunities for corrup
tion and generate business leadership 
and public support for the fight 
against corruption. 

AND£ recently conducted a study 
of the country's legal system and 
how it breeds corruption. It found 
that since the republic was founded 
167 years ago, some 90,250 legal 
norms have been created, of which 
52,774 were in force in 1997. The 
sheer number of the country's over
lapping, unclear and contradictory 
laws creates an environment of legal 
chaos and allows bureaucrats to en
force the laws at their discretion. 

AND£ has disseminated this study 
to policymakers and business lead
ers. Its booklet has been sent to the 
Commission on Anti-Corruption as 
well as to civil society organizations, 
legislators, administration officials, 
the judiciary, political party leaders, 
presidential candidates, universities, 
and media representatives through
out the country. 

It has recommended creating a 
permanent committee of jurists 
whose sole goal would be to codify 
and harmonize all of the existing 
legal norms in Ecuador. The 
response in Ecuadorian society to 
this recommendation was so over
whelmingly positive that it has been 
included in the revision of the legal 
code adopted by the recent con
stituent assembly. ~ 
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Combating Corruption in 
Oil-Rich Azerbaijan 
byCIPE 

(';::\ orruption is the main obsta
~ de to business growth in 

Azerbaijan, according to a 
survey by the Entrepreneurship De
velopment Foundation (EDF), a 
CIPE-funded non-profit and non
governmental organization in the 
capital, Balm. EDF's president, Sabit 
Bagirov, cites several factors that con
tribute to corruption in the country: 

:;;.. public apathy and lack of 
awareness about citizens' rights, 

:;;.. impunity for offenders, despite 
the existence of laws that punish 
bribe-takers, 

:;;.. low salaries of government em
ployees, and 

:;;.. vague laws and regulations that 
permit government workers to take 
bribes. 

Bagirov proposes several reforms 
that he believes will reduce corruption: 

Institutional reform. The numbers 
of government institutions and state 
employees should be reduced. For 
example, he questions whether Azer
baijan continues to need housing 
management committees in the cur
rent environment of large-scale pri
vatization of housing and when en
trepreneurs are beginning to offer 
some of the services typically provid
ed by government institutions. 

Bagirov also calls for a change in 
how the public interacts with the 
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government. One possibility con
cerns developing the facilities that 
would enable the public to conduct 
their business with government 
agencies by using ordinary or elec
tronic mail instead of requiring per
sonal meetings. 

Strengthen government control. In
dependent bodies or commissions 
that have the authority to investigate 
accusations of corruption and to 
hand the cases to the judiciary 
should be established. In addition, 
independent auditing bodies should 
inspect the government's financial 
performance. The lack of this kind of 
inspection encourages corrupt prac
tices among government bodies that 
have discretionary use of funds. 

Upgrade personnel policy. Personnel 
should be hired and promoted on the 
basis of merit, not according to their 
political or personal connections. 

Upgrade the legislative system. 
Azerbaijan needs to adopt laws that 
will ensure the independence of the 
judiciary. In addition, regulations 
that delineate the responsibilities of 
government employees and the pun
ishment for violators should be 
clearly stated. 

Salary reform. Increasing the 
salaries of government workers may 

be one of the country's most difficult 
challenges, but allowing them to earn 
a decent and predictable salary 1s 
crucial to reduce corruption. 

Public monitoring. Ombudsmen 
who have the authority to investigate 
citizens' complaints of allegations of 
corruption should be established. 
This will encourage government em
ployees to be responsible and honest. 
In addition, a law that gives citizens 
the right to ask the government for 
any information concerning its activ
ities should be adopted. 

EDF has published articles con
cerning OECD's Anti-Bribery Con
vention and Transparency Interna
tional's anti-corruption work. It 
publishes monthly Special Bulletins 
that focus on long-term legislative 
and regulatory reform issues. The 
Bulletins are disseminated to the 
business community, parliament, 
government officials, think tanks, 
journalists, and academics. 

EDF plans to monitor Azerbaijan's 
20 newspapers concerning the issue 
of corruption and to conduct an 
opinion poll and seminar about it. It 
plans to distribute the results to po
litical parties, newspapers, libraries, 
universities, think tanks, and 
embassies.~ 
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Corruption Versus 
Clean Business in 
Ukraine 
by lnna Pidluska 

Inna Pidluska is UCIPR's project 
director for the Ukrainian edition 
of Economic Reform Today and 
economic roundtables. 

© 
ommunism has left a legacy of 
corrupt business practices in 
the former Soviet Union, now 

known as the New Independent States 
(NIS), according to a number of recent 
international analyses of the current 
business environment. During the 
communist period) business managers 
responded to inefficiencies in the cen
tral planning system by cultivating per
sonal relationships with government 
officials, allowing them to work 
around frequent changes in produc
tion targets and supply shortages. In 
today's evolving market conditions, the 
private sector in the NIS exhibits simi
lar behavior by preferring to conduct 
its business in the shadow economy 
where corrupt relationships with pub
lic officials tend to be more predictable 
than the government's highly unstable 
policies. A 1997 World Bank survey of 
3,600 entrepreneurs from 69 countries 
found that the credibility of corrupt 
transactions was far higher, while the 
credibility of government policy was 
lower, in the NIS than in any other 
world region. 

Ukraine's President Leonid Kuchma 
has identified the main obstacle to 
business development as bureaucratic 
abuse of power, bribery and extortion. 
He also admitted that the government 
has failed to create conditions for con
ducting business honestly. 

Victor Vasylkov, senior task officer 
of the General Department for Fight
ing Organized Crime of the Ukrainian 
Ministry of the Interior, admitted that 
current legislation stimulates corrup
tion among civil servants. Business ac
tivities are regulated by as many as 32 
laws, about 30 presidential decrees and 
over 80 resolutions. Furthermore, 32 
ministries and departments have the 
right to issue licenses for various activ
ities. How could any businessman keep 
up with all of this? 

Deciphering government policy 
One of the latest additions to this 

menagerie of policy pronouncements 
is a March 1998 presidential decree 
that introduced the term, "tax collater
al." If a firm cannot pay its tax debt, 
this decree authorizes the government 
to seize all of its bank accounts, except 
its primary account. If there is no 
money in these accounts, the firm's 
property and property rights can be 
confiscated and sold as tax collateral. 
Remarkably, the decree did not con
cern state-owned enterprises, most of 
which have been bad debtors for years. 

The big surprise for business man
agers is that tax collateral is applied 
retroactively to debt accumulated be
fore the signing of the decree. Al
though the Cabinet of Ministers has 
yet to develop official mechanisms for 
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CIPE PARTNER IN PROFILE 
Ukrainian Center for Independent Political Research 

Founded in 1991, the Ukrainian Center for Independent Political 
Research (UCIPR) is one of the leading public policy research institutes 
in Ukraine. It is best known for its popular weekly public affairs pro
gram, "The Fifth Corner," which currendy has a 40% share of the audi
ence in its time slot. UCIPR also publishes "Research Update;' a weekly 
bulletin intended to influence policymakers on key reform issues, as 
well as a number of books on topics such as foreign policy and the role·· 
of Ukraine's media. In December 1996, UCIPR began working with 
CIPE to translate and disseminate Economic Reform Today in Ukraine. 
As a part of this activity, it has convened a series of roundtable meet
ings to discuss key economic policy concerns. More recently, UCIPR 
has begun to publish "Corruption Watch;' a biweekly report that moni
tors the public discourse on this important topic. 

unaware of the specific requirements 
of a particular governmental inspec
tion agency. In short, the current 
regulatory system allows inspectors 
to use a great deal of discretion in 
their work. This is a breeding ground 
for corruption. 

The requirements of inspection 
agencies also place a tremendous 
burden on businesses. For example, 
according to the IFC's survey, the 

average Ukrainian manager spends 
two days per week on inspection is
sues. Firms must respond to an aver
age of 78 inspections annually, while 
also receiving an average of 68 in
quiries requiring written responses. 
The graph below provides a sample 
of some of the inspection agencies 
active in Ukraine and the average 
number of times they inspect a sin
gle business over the course of a year. 

Moving into the shadows 
The size of Ukraine's informal 

sector, or «shadow economy;' reflects 
the high degree of corruption. It is 
currently estimated that seven out of 
ten enterprises work in the shadow 
economy. These companies have no 
protection from corruption and are 
open targets for bribery and other 
forms of graft. 

A survey of enterprise managers 
by the Ukrainian Market Reform Ed
ucation Program in June 1998 found 
that 96% of respondents attributed 
the stagnation and failure of priva
tized firms to high taxes. They also 
cited current tax policies as reasons 
for massive tax evasion and the ex
panding shadow economy. Other 

enforcing the decree, there have 
been numerous cases throughout the 
country where local authorities have 
invoked the decree to confiscate the 
property or products of businesses. 
Due to massive pressure from entre
preneurs, business associations, politi
cians, and the media, there is still 
a strong chance that parliament will 
overturn the decree. Even if this were 
to happen, however, it still does 
not guarantee that it would cease to 
be enforced. Inspections by Government Agencies 

Regulation and inspections 

In addition to the challenge that 
businesses face in keeping up with 
unstable government policies, they 
are also subject to the highly unpre
dictable behavior of inspection agen
cies. According to a recent study con
ducted by the International Finance 
Corporation (IFC), more than 30 
government bodies have the power 
to inspect private enterprises at al
most any time and for any reason. 
Bohdan Rybak, President of the Asso
ciation of Entrepreneurs "Infobusi
ness," a CIPE partner in Ukraine, 
considers the major problem with 
such inspections to be the unavail
ability of clear rules and regulations. 
Furthermore, businessmen are often 
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factors included corruption among 
officials of the national authorities 
(59% of the responses), corruption 
among local civil servants (52%), 
and state regulation and interference 
with business activities (36%). 

In mid-1994, President Kuchma 
announced broad taxation reform, 
but the first real attempt was a taxa
tion package presented by the gov
ernment for approval of lawmakers 
in November 1996. This initiative 
would have reduced the payroll tax 
to 32% from 51%, personal income 
tax to 30% from 40%, and the Cher
nobyl tax to 6% from 12%. Parlia
ment voted down this package, and 
debate on tax reform has been frozen 
ever since. Until the tax situation 
changes, there is little hope of entic
ing companies to return to the for
mal economy. 

Competing against corrupt firms 
On top of the challenges that busi

nesses face in coping with an un
friendly policy environment, there is 

also the issue of keeping up with the 
competition. IFC's study found that 
96% of respondents felt "it is impos
sible to compete fairly in Ukraine." 
In addition to the misuse of inspec
tions as a means of harming corn
petitors ( 45% of respondents), which 
is a form of collusion between com
petitors and civil servants, survey re
spondents also cited numerous other 
unfair practices that directly relate to 
the activities of competing business
es (see graph below). 

Successful businesses keep clean 
Despite general skepticism about 

the prospects of eliminating corrup
tion and bringing the major part of 
Ukraine's businesses out of the shad
ow economy in the foreseeable fu
lure, there is growing understanding 
of the need for "clean" business atti
tudes among entrepreneurs. An in
creasing number of well-established 
private businesses believe that keep
ing clean from corruption and 
bribery in the long run produces 

more advantages than slipping into 
the "shadows." 

Companies that want to manage 
the market instead of adjusting to it 
are becoming increasingly concerned 
about tax evasion and smuggling by 
their less law-abiding competitors. 
Consequently, they are urging that 
measures be taken to counter the 
shadow economy. Igor Kiriushyn, 
vice president of Shelton Company, a 
major importer and supplier of oil to 
Ukrainian refineries, claims that his 
company has never used barter. Shel
ton owns a network of gas stations 
and is the major shareholder of 
Ukraine's sixth largest bank, Ukrin
bank, owning about 35% of the 
bank's stock. In 1997, Shelton made 
UAH 4 million net profit and paid 
UAH 12 million in taxes. According 
to Shelton's vice president, despite 
the very high tax burden, the need to 
maintain the company's positive rep
utation-a priority for Ukraine's five 
or six largest oil importers-discour
ages them from "getting dirty." 

Methods of Unfair Competition 
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2. Falsifying information about 
competitor's product, slander, 
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3."Technological and industrial espi
onage;' theft of intellectual property; 
replication of ideas, technologies, in
novations; use of competitor's trade
marks and packaging 

4. Price cuts 
5. Violations of law, sales of 

contraband goods, tax evasion 
6. Intentional non-payments or late 

payments to competitors 
7. Physical threats, racketeering 
8. Signing monopolist agreements 
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The stronger and "cleaner" the 
company, the more difficult it is for 
corrupt bureaucrats to extort bribes, 
Kiriushyn said. He added that bribes 
are paid in order to violate the law or 
to obtain a service that should not be 
provided. "There is no need to give 
bribes in this country," said Kir
iushyn. "There is a need for good 
management and to make sure that 
one's staff perform their duties well." 
He argued that major companies 
cannot escape paying taxes, and be
cause they have achieved a certain 
level of prominence, they gain re
spect and immunity from harass
ment by governmental inspection 
bodies. The problem is that new and 
small businesses find it increasingly 
difficult to achieve prominence in 
the environment of oppressive taxa
tion and severe regulations. 

Oleksandr V. Slobodyan, director 
general of the Obolon Corporation 
since 1990, who resigned recently 
after being elected a member of par
liament, is one of the few "surviving" 
elected directors from the Gorbachev 
period. He was elected director by 
the working collective of the Obolon 
plant, a major producer of beer and 
sodas. Half a year later, Slobodyan 
succeeded in striking a rent-and-buy 
deal with the government that al
lowed the working collective to rent 
their plant and purchase it on install
men\ at the book price. In mid-1992, 
Obolon received Privatization Cer
tificate No.1 from the State Property 
Fund and became a closed joint
stock company. Currently the corpo
ration has about 2,000 shareholders, 
and the largest package of shares-
0.5% of the stock-belongs to a for
eign investor. 

Last year Obolon paid UAH 73.3 
million, equivalent to 130% of its net 
profit, in taxes. Although he admits 
that high tax pressure impedes busi
ness development, Slobodyan claims 
that the company survives in today's 
market conditions by raising the 
quality of its products and building 
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Obolon paid 130% of its net profits in taxes. 

up its competitiveness. In 1997, the 
corporation's turnover grew 25.9%, 
and growth has exceeded 23% since 
January 1998. Obolon is building ca
pacity by reinvesting profits and is 
determined to maintain its leader
ship in the industry. Currently, 11 o/o 
of the net profit is paid to sharehold
ers as dividends. 

One of the ways in which the 
board of directors of Obolon keeps 
"clean" is by ensuring transparency 
of decisionmaking through a clear 
statement of the company's strategy 
and by making reports to regular 
meetings of shareholders. The board 
also calls meetings of shareholders to 
discuss important issues that may af
fect their interests. Decisions are 
made through voting by members of 
the board, and key directions are 
chosen through a vote of general 
shareholders at annual meetings 
based on the principles of account
ability and business responsibility. 

There are more disadvantages to 
running a shadow business other than 
the potential of damaging one's busi
ness reputation. Oleksandr Rzhavsky, 
a newly elected MP and founder of 
Corall Holding, a privately owned 
network of companies and a bank, ar
gues that informal business activity 
prevents firms from accurately esti
mating the volume of business
related expenditures that will grow in 

proportion to the scale of violations 
committed by owners and managers. 

Coping with the problem
What to do? 

If it is true that many of Ukraine's 
problems with corruption are rooted 
in its communist past, the situation is 
unlikely to improve quickly. However, 
all analysts agree that the most effective 
way to reduce the underlying causes of 
corruption would be to enhance the 
predictability of government regula
tions and intervention. The govern
ment and private sector can take the 
following specific initiatives: 

Improve regulation and inspection 
procedures. In order to increase confi
dence in the government's regulatory 
role in the economy, efforts should be 
made to: simplify government regula
tions and inspections; systematize 
and unify the work of inspection 
agencies and the procedures for con
ducting inspections; publicize clear 
and understandable information on 
inspections and the rights and duties 
of inspection agencies, and make tax
ation bodies liable for unfounded 
verifications, or establish an agency 
that registers inspections and limits 
the number of inspections. Many 
businessmen believe this would dis
courage frequent inspections. 

Unified business tax. In order to 
keep businesses out of the shadow 
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Business activities are regu

lated by as many as 32 laws, 
about 30 presidential decrees, 

and over 80 resolutions of the 

government. Furthermore, 32 
ministries and departments 

have the right to issue licenses 
for various activities. How 

could any businessman keep 

up with all of this? 

economy, urgent measures are need
ed to reduce the taxation pressure 
and replace at least a portion of mul
tiple taxes with a unified business tax. 
The high cost of doing business in 
Ukraine also relates to the key objec
tive of inspection agencies which is to 
extract the maximum amount of 
money from a company. In order to 
cope with this problem, tax compli
ance should be simplified, and con
trol by inspection agencies should be 
made transparent. 

Improve enforcement of "conflict of 
interest" legislation. Legislation that 
disallows conflicts of interest is al
ready in place. These laws prohibit 
officials and MPs from using their 
positions to assist individuals or legal 
entities in entrepreneurial activities 
or in receiving subsidies, subven
tions, and loans or other benefits. 
However, the obscurity of these regu
lations leaves them unenforced. This 
legislation has become even more 
important because the March 1998 
parliamentary elections produced a 

group of 114 unaffiliated MPs, many 
of whom are businessmen. 

Reform the status of civil servants. 
There is no consensus in the business 
community about whether increas
ing the salaries of civil servants will 
reduce corruption. However, most 
businessmen agree that the status, 
responsibilities and benefits of civil 
servants should be increased signifi
cantly, while their number should 
be reduced. 

Develop business associations. 
Rather than relying on illicit negotia
tions with government officials that 
take place behind closed doors, en
trepreneurs suggest developing busi
ness associations that would effec
tively lobby their interests in the par
liament and the government. In a 
survey conducted by the Ukrainian 
Free Economy Foundation, almost 
7 So/o of the managers surveyed said 
that the most effective ways to ad
vance their business interests were 
personal contacts and friendly rela
tions with government officials. 
Fifty-nine percent said they would 
rather prefer to pay to be members 
of an effective lobby. 

What will happen? 
In his speech to the Cabinet of Min

isters in June 1998, President Kuchma 
called upon the government to reduce 
the scope of opportunities for corrupt 
civil servants. In order to discourage 
the "shadowization'' of the economy, the 
government plans to draft decrees that 
will simplifY the regulatory burden of 
small enterprises. The new Ukrainian 

parliament is also expected to be more 
pro-reform than the previous legisla
ture. Major business owners and man
agers say that they came to the parlia
ment to make positive changes to the 
unfavorable business environment. 
The economic transformation process 
appears to have reached a critical 
point, and their contribution to the 
president's reform course could help 
reach a consensus on burning eco
nomic issues. 

The question is whether new 
policy actions will build business 
confidence in the government's role 
in the economy. Or, will these initia
tives languish in debate and con tin
ue to undermine the credibility 
of government policy, thereby creat
ing more incentives for enterprises 
to choose corruption over "clean" 
business? w 

CIPE OFFERS NEW ONLINE RESOURCE FOR EXPERTS 
ON THE MIDDLE EAST AND NORTH AFRICA 
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Do you need information about the work of the major think tanks operating in the region? 
If so, you can access key data about these institutions, including their publications and upcoming events, by 
going to a new site on CIPE's web page: www.cipe.org/mena. The participating think tanks are based in 
Egypt, Jordan, Kuwait, Lebanon, Morocco, Palestine, Syria, Tunisia, and Turkey. 

· CIPE also just created a new site -www.cipe.org/mdf- for the Mediterranean Development Forum, a 
project of the Economic Development Institute of the World Bank. 
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Bribing Customs: 
A Case Study by Motorola 

® 
otorola offers an ongoing ethics pro
gram to its employees worldwide to 
teach them about its core values 

and to provide them with guidelines as to 
what is acceptable behavior in ethically sen
sitive issues. During the sessions, employees 
identify country-specific issues that may 
affect the company's growth or values and 
discuss how to resolve them. 

In addition, the program relies on a Mo
torola University book, "Uncompromising 
Integrity," a presentation of 24 hypothetical 
case studies based on ethical issues that it 
and similar companies have experienced in 
multicultural situations. The company uses 
the fictionalized case studies to prompt dia
logue about ethical behavior. Each case 
study is followed by several discussion ques
tions and commentaries by experts in the 
field of ethical analysis concerning the case. 
The following presents an edited version of 
one of the cases. 

Shamus O'Shaunessy was an aggressive 
engineer of Irish nationality who had won 
steady promotions at Motorola/Dublin. At 
age 42 he was promoted to be the director 
of the Motorola facility in Exotica, a na
tion with a culture very different from 
Ireland's. Shamus had never worked out
side his native Ireland and he relished the 
challenge of his new foreign assignment. 

A week after arriving in Exotica, 
Sham us began taking a hard look at every 
major cost figure. One item that quickly 
caught his eye was "freight forwarding 
costs." Shamus understood how impor
tant it was for Motorola to get its materi
als, parts and products cleared through 
Exotican Customs Service quickly, conve
niently and predictably. But there was a 
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problem. He noticed that the fees charged 
by Motorola's freight forwarders had been 
escalating steeply for the past seven 
years-for no apparent reason. 

Shamus called in Peter Plassitt, the 
manager in charge of shipping and logis
tics. Peter was a native Exotican who had 
been with Motorola for 21 years. He had a 
reputation of being eager to keep every
thing smooth and harmonious. Peter told 
Shamus that when Motorola established 
its Exotica facility 22 years ago, it hired 
three local freight forwarding companies, 
namely Golden Wings Expediters, Quik
shot Brothers and Magic Touch, Ltd. 

The corporation received the best ser
vice from Magic Touch, and it grew to 
handle about 80-90% of Motorola's 
freight forwarding business in Exotica. 
The converse was also true: about 75% of 
Magic Touch's business was with Motoro
la. Peter explained: "Magic Touch under
stands the culture of the Exotican bureau
cracy. They know how to handle all the 
messy details so we don't have to." 

Later that day, Shamus felt troubled. 
just what were those "messy details," he 
wondered. Why did it cost so much to 
handle them? And why did Peter seem re
luctant to talk about them? 

Before Shamus could answer these 
questions to his own satisfaction, Shamus' 
favorite newspaper, the International Gold 
Street Journal, published an article about 
corruption in Exotican Customs Service. 
The journalist singled out Magic Touch as 
one of the Exotican freight forwarders that 
has paid extra to receive expedited service. 
The article noted that Magic Touch repre
sented Motorola which claimed to have 
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no reason to suspect Magic Touch of any 
wrongdoing. The article concluded by 
wondering whether the company really 
believed its own denials. 

Sham us held a senior staff meeting where 
he pulled together the following facts: 

C When Motorola first entered Exotica 
22 years ago, it received written assurance 
from the Exotican Ministry of Develop
ment that this sort of practice did not go 
on and would not be allowed. Other multi
nationals received similar assurances. 

C The situation has since changed. In
flation rates have been steep and the raises 
of the Exotican customs officials have fall
en short of the inflation rate, leading to a 
loosening of discipline among officials. 

C The Exotican government seems to 
tacitly assume that it is unnecessary to 
raise customs officials' salaries to keep up 
with inflation because they can find ways 
to obtain part of their income from 
under-the-table payments. 

C Within the past few years, five senior 
and middle managers at Motorola/Exotica 
have quietly expressed the opinion that 
paying "forwarding fees" might be poor 
ethical practice, and, therefore, poor busi
ness practice. 

C Two of these managers have also con
tended that because Magic Touch is identi
fied with Motorola in the public's percep
tion, Motorola must take a "brother's keep
er" position whether it wanted to or not. 

C Finally, all five managers are con
cerned that unless Motorola takes some 
kind of action, it might lose its reputation 
for uncompromising integrity and with it 
an important business advantage. 

Discussion questions 
C Knowing that freight forwarding 

charges were escalating, what was the re
sponsibility of Motorola's management in 
Exotica? 

C Assuming that Magic Touch was in 
fact making under-the-table payments, what 
should Motorola have done? Is there a link
age between the ethical positions of Motoro
la and Magic Touch? Is Motorola any more 
responsible for Magic Touch's ethics than 
Magic Touch is for Motorola's ethics? 

C Assuming that the reports of corrupt 
payments are true, should responsibility 
be placed primarily on Magic Touch, the 
customs officials or the Exotican govern
ment? Which group is most likely to 
change and how? 

C Who in Motorola should have asked 
more questions? When? What questions? 

C Under the US Foreign Corrupt Prac
tices Act, it is not illegal for a US company 
to make a "grease" payment to a local gov
ernment official in order to promptly re
ceive the same service that it would other
wise receive more slowly. Does this legal 
fact make under-the-table payments by 
Magic Touch ethically acceptable? ~ 

Copyright 1998 Motorola, Inc. "Uncompromising Integrity: Motorola's Global Challenge." Used with permis
sion of Motorola University Press, USA. 
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How to Fight Corruption 
on the Ground 

by Petter Langseth 

he lack of accountability of 
politicians and civil servants 
has played a major role in 

preventing sustainable development 
from taking root in most of the 
world's poorest countries. A combi
nation of political will from the top 
and public pressure from the base is 
the most effective way to generate 
accountability. 

Because democratic governments 
attain their legitimacy from the peo
ple, their credibility depends on ac
countability and transparency. The 
primary victims of corruption-citi
zens and the international communi
ty-are the groups that are the most 
demanding of honesty in the govern
ment, and they have the most to gain 
from economic life governed by the 
rule of law. 

In order to establish an effective 
accountability system, policymakers 
need to focus their efforts on achiev
ing the following goals: 

• people in key executive or civil
service positions must strengthen the 
public sector's institutions; 

• politicians and employees should 
be held collectively accountable for 
fulfilling the government's responsibil
ities and commitments; 
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• ordinary politicians and bureau- is interfering with the internal politics of 
crats must be more responsive to the the client country. To date, EDI has not 
needs of private sector firms and the formed partnerships with the ministries 
public; and of finance, planning or donor coordina-

• citizens, the private sector, media, tion. Instead, its clients have been Ugan
and civil society must be educated and da's Inspector General of Government, 
empowered to increase the account- Tanzania's Prevention of Corruption 
ability of the public sector. Bureau, Ukraine's Minister of Justice 

The Economic Develop- and Bolivia's Vice President. 
ment Institute (EDI) and \ C 0 E V/!: ( To minimize the possibili-
one of its leading part- ~ 0 ty of misunderstandings 
ners, the interna- 0 -<I between EDI and 
tional non-govern- <' ;,___.--.o;;i..,;;-C' ~ the 

mental organiza- 0 N--J-1--__.,. tn 
government, 

there must be a 
clearly defined gov-tion Transparency 0 Z 

International (TI), lllr;=:!±:::!::±!!!!! !!!~~!!!!!!!~~=-f'il 
work with clients 

ernment actor 
accountable for the 

lf[Hj ~ Wi'<7tQJ 1"1l.n -1·01 [~ fo\ ~JliW to establish stan- ~' \YJLr l'o."" QJnlU'!l~ governance program. 
dards and ground l.':::==:;~~~~~~~~=='J The actor also opens 
rules for public servants //VS T I T \) ~ ~ doors for effective work 
by introducing leadership to be undertaken and dis-
codes, codes of conduct, and 
declarations and monitoring of assets. 

In recent years, EDI has helped clients 
organize integrity workshops and 
admiuister informal surveys that involve 
public sector officials in order to raise 
their awareness of the causes and conse
quences of corruption. EDI also dissemi-
nates the TI Source Book, World Bank 
publications on governance issues, as well 
as papers and articles by public sector 
officials and others in client countries. 

EDI becomes involved in a country 
only at the government's invitation, 
which helps to prevent complaints that it 

seminates information about 
what the government and other organi
zations are accomplishing. 

EDI also requires that the govern
ment allow it to form a relationship 
with a civil-society or private-sector 
client. The second client can be the 

Dr. Petter Langseth is a senior public sec
tor management specialist in the World 
Bank's Economic Development Institute. 
He assists countries with anti-corruption 
and governance reform programs. 
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journalist association as in Uganda, 
the local chapter of TI as in Tanza
nia, Uganda and Mauritius, or the 
law development center as in 
Ukraine. 

the client country, EO! may occa
sionally include a pillar comprised of 
proponents of reform who provide 
leadership, support and help to pro
tect those willing to reduce corrup
tion in their ranks. 

data on the current level of public 
services actually received by the pub
lic and on the degree of corruption 
in different service sectors as per
ceived by the public and the private 
sector. The studies are annual or 
biannual and can be used to monitor 
the extent to which any improve
ments are being made. 

EDI works with private and public 
institutions to lower tolerance of cor
ruption. It has adopted the concept 
of a National Integrity System that 
consists of eight institutions, or "pil
lars of integrity": 

The EDI program 
Because citizens possess immense 

influence, they must apply pressure 
on governments to make them more 
accountable. Accordingly, EDI focuses 
on educating the public. This strategy 
can take different forms: 

The public sector uses this service 
data when formulating its policies 
and programs. Data on corruption 
are useful in determining the extent 
of corruption within a country, the 
need for improved legislation, law 
enforcement and other measures as 
well as to suggest priority areas for 
action. More immediately, survey da
ta can serve as background docu
mentation for national and local 
workshops and seminars that are eo
sponsored by EO! and its govern
ment and civil society partners. 

• executive 
• parliament 
• judiciary 
• watchdog agencies, such as the 

offices of the auditor general and the 
ombudsman 

• national and local surveys; 
• citizens' charter; 
• investigative journalism and 

other media-generated information; 
and 

emedia 
• private sector, including cham

bers of commerce, professional asso
ciations 

• exchanging experiences and 
lessons learned from other countries. 

• civil society, including TI chap
ters, churches and other NGOs 

Services and Surveys. EDI and 
client governments survey house
holds and firms in order to deter
mine the effectiveness of government 
services. The surveys also have the 
more immediate use of providing 

elaw enforcement agencies 
This list can be refined to include 

other key stakeholders. For example, 
depending on the circumstances of 

Surveys increase public awareness 
and information because they ask 
people to consider the cost, coverage, 
timeliness, and quality of various 

The World Bank's Approach to Fighting Corruption 
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In order to increase accountability and perfor
mance, a government can invite the World Bank to 
help it change the attitudes and expectations of 
public-sector employees. The Bank also helps min
istries and municipalities to develop necessary 
anti-corruption tools and skills. 

This governance and anti-corruption work is 
aimed at helping the public sector in client coun
tries improve the quality, timeliness, cost, and cov
erage of services to civil society. Part of this effort 
involves changing the mindsets and incentives of 
public-sector employees to be more performance
or results-oriented. Public sector employees, ex
perts in the field and the World Bank need accu
rate information about the level of services that ac
tually reach the public, the degree of public satis
faction with the services and information about 
any problems encountered in service delivery. 
When combined with increased public pressure for 
change, this information will enable and oblige 
public servants to improve the performance of 
public-sector institutions. 

In the recent past, governments and donors gave 
little recognition to the private sector, the general 
public or civil society organizations as important 
agents for change. Efforts to reduce corruption tra
ditionally concentrated on expanding government 
facilities and employee skills, while donors focused 
on the executive branch of government particular
ly ministry programs. Typically, donor-assisted 
projects financed infrastructure equipment and 
technical skills training. These activities were im
portant but inadequate to reduce systemic 
corruption. 

The World Bank and the Economic Develop
ment Institute (EDI) have recently adopted a 
broader view of capacity building. This new ap
proach is driven by the belief that elected politi
cians and public sector employees should focus 
on generating sustainable development results by 
meeting the needs of the general public and other 
clients. Internal and external pressure is needed to 
make the government more accountable and 
transparent. 
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public services. Increased awareness 
fosters public discussion and, ulti
mately, demand for change. It is es
sential that the public demands im
proved services, hiring, the awarding 
of contracts and other decisions be 
more transparent, and that the ex
penditure of public funds be ac
countable. Otherwise, politicians and 
bureaucrats who have vested inter
ests in the status quo will be reluc
tant to change. 

• What is the role and impact of 
donors on corruption in a country? 

• Who is paying and who is re
ceiving bribes? 

• Where is the money going? 
• Is there a link between paying 

a small bribe and improved services? 
Citizens' Charter. One product of an 

integrity workshop can be the formula
tion of a Citizens' Charter, of which the 
Victoria Falls Charter is an example. 
The Victoria Falls Charter was pre
pared in 1997 by the participants of 
several Eastern and Southern African 
countries during a workshop on in
tegrity in local government. It expands 
the number of pillars to include may
ors, councilors, tender boards, neigh
borhood associations, and others stake
holders. It also sets out guiding princi
ples for local government administra
tion "committed to the provision of ef
ficient, effective and fair services:' 

The Media. By drawing attention to 
corruption, journalists can turn cor
ruption from a low-risk, high-profit ac
tivity for those involved into a high
risk, low-profit undertaking. EDI has 
held numerous workshops for inves
tigative journalists. It has trained more 
than 70% of all print journalists and 
editors in Uganda and Tanzania. Re
gional 

The surveys raise many questions. 
Examples include: 

• To what extent does corruption 
hurt efforts to alleviate poverty by 
distorting decisionmaking? 

• Who ultimately pays the cost 
for corruption? 

• What is the role and impact of 
bribes paid by companies from de
veloped countries to civil servants in 
developing countries? 

work-
shops, 
study 
tours 
and ex
changes 
have 
trans
ferred the 
lessons to Mauritius, 
Benin, Malawi, Ethiopia, 
Ukraine, and Nicaragua. 

Despite these workshops, 

Toppling a Co.rrupt Police Commissioner in MauritiiJ$ 

It was recently revealed that up to 30% of Mau
ritius' revenues, almost 1.5 billion rupees, were fail
ing to arrive in the national coffers. While this figure 
may be low for the African region, it is far too high 
for a small island state. This news originated when a 
whistle-blower in the customs department told the 
press of an importer who was consistently under
valuing goods. It transpired that the importer-a 
friend of the commissioner of police--was import
ing goods to sell to the police department. He had 
won every tender from the police department for 
about two years. Moreover, his latest consignment of 
three containers of uniforms landed ahead of the 
tender's closing date for the latest supplies. 

The whistle-blower appears to have been moti
vated by a reward of 25% of the undervaluation. 
However, the events were complicated by the fact 
that the whistle-blower was assistant comptroller 
of customs (not someone on the front line) who 
was close to retirement. It is likely that he was 
aware of this particular fraudulent activity for a 
considerable period of time and that he was wait
ing for an extremely large shipment in order to 
maximize his reward. 
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The government of Mauritius responded to the 
crisis by establishing a commission of inquiry, 
whereupon the commissioner of police threatened 
to resign if the commission continued. The prime 
minister informed him that if he wished to resign, 
he should do so, but that the inquiry would pro
ceed. The commissioner started to shred docu
ments and threaten witnesses, including members 
of the police force. 

The prime minister then activated the constitu
tional provisions for removing a constitutional of
fice holder. This was the first time in the country's 
history that this step has been taken. The commis
sioner responded by organizing street protests and 
mounting a legal challenge to the proceedings but 
was suspended from office nonetheless. The ac
tions of the prime minister were widely seen as a 
brave response, and surprised some because the 
commissioner had a strong political power base in 
the majority Hindu community. The commissioner 
claimed that the suspension and inquiry were in
valid because he had not been formally charged 
prior to his suspension; his legal challenge evento
ally failed. 
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building the media into a pos1t1ve 
force for national integrity has just 
begun. In Uganda, for example, the 
print media reaches a narrow elite 
( 10% ), while radio reaches a much 
wider public (95%). Broadcast jour
nalists also need training. A greater 
challenge will be to encourage media 
owners and editors to allow a wide 
scope for investigative journalism 
and to take on the challenging role of 
nation building. 

Information Exchange. In order to 
highlight problems facing other coun
tries EDI draws upon its own experi
ences as well as those of the many 
World Bank partners. The TI Source 
Book discusses the experiences of vari
ous countries dealing with corruption, 
while EDI's governance periodical Part
nership is a forum for the exchange of 
corruption-related ideas and experi
ences, particularly between developing 
and developed countries. 

Building consensus 

In order for these initiatives to be 
self-sustaining, public officials and the 
public in general must be committed to 
reducing corruption. The community 
is in the best position to know and un
derstand its problems and to judge 
what solutions are possible. Local ac
tors must drive the process because 
they are the ones who must bring 
about reform. 

To achieve local "ownership;' EDI 
assists clients in using various instru
ments, including seminars and work
shops aimed at achieving bipartisan 
consensus and political support. To 
accomplish this, the actual workshop 
processes-media coverage to raise 
awareness, the diversity of the partici
pants, small-group work to broaden 
discussion, and action planning as a 
basis to monitor progress-are as 
important as the workshop content. 
One remammg issue concerns 
whether or not to include members 
of the opposition in the workshop. 
While some governments, such as 
Ukraine's, have been reluctant to 
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open the process to include political 
opponents, others, including those of 
Mauritius, Uganda and Bolivia, have 
recognized that bipartisan participa
tion in creating a national integrity 
system is essential to its credibility. 

National or local integrity work
shops promote consensus building 
by bringing together representatives 
of each of the integrity pillars of so
ciety. The activity is generally spon
sored jointly by a government de
partment, such as the ministry of 
justice, a representative organization 
of civil society, such at the national 
branch of TI, and EDI. 

To ensure that the workshop leads 
to concrete results, participants work 
together to produce an action plan. 
Each participant accepts responsibil
ity for ensuring follow-up on a spe
cific element of the plan. For exam
ple, participants from Tanzania, 
Uganda and Mauritius signed an in
tegrity pledge at the end of their 
workshops. Although pledges are not 
legally binding, the print and broad
cast media widely publicize them 
and the names of the signatories 
which adds moral pressure for the 
participants to take them seriously. 
Pledges use public pride or public 
shame for failing to meet them as a 
valuable incentive. 

Participants at a 1998 workshop 
on corruption in Mauritius agreed 
on the need to improve accountabili
ty and transparency throughout soci
ety. They adopted a national action 
plan that identified responsible ac
tors and time frames for developing 
a national integrity system. 

Policymakers in other countries 
may be interested in the ambition 
and specificity of Mauritius' action 
plan. The country's entire popula
tion-the government, general pub
lic, private sector, media, and 
NGOs-became involved in drafting 
and implementing the plan. The plan 
identifies time frames and responsi
ble parties for the implementation of 
each recommendation. A follow-up 

integrity workshop planned for 1999 
will examine progress of this plan. 

This holistic approach enables all 
stakeholders to participate in a coor
dinated effort to reduce corruption. 
Coordinating efforts makes it unlike
ly that one stakeholder will adopt an 
independent action that might un
dermine the actions of another. 

Most people in Mauritius believe 
that corruption is getting worse. Ac
cording to a 1998 survey, 42% of the 
population perceives the police, the 
customs department, senior govern
ment officials, and politicians as very 
corrupt. Private companies perceive 
the customs department and the po
lice as the most corrupt institutions, 
according to a survey of 204 private 
companies. 

Some of the tools to fight corrup
tion are already in place. Examples 
include a computerized manage
ment information system for the 
customs department, new anti-cor
ruption bills, commissions of in
quiry that hear corruption cases, a 
political willingness to act against 
politicians who have an independent 
power base, and an organized pri
vate sector willing to help prevent 
corruption.~ 
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Mauritius: An Action Plan 
Below is the national integrity plan Mauritius adopted in 1998: 

On-going efforts of civil society: 
» Transparency (Mauritius) will institute a public awareness and media campaign, while T(M) Youth 

will spearhead a public awareness campaign in secondary schools. 
» The ministry of education will design a code of conduct for teachers in order to increase account

ability. 
:» The media, educational and religious organizations will coordinate efforts in the anti-corruption 

campa1gn. 

On-going initiatives of the private sector: 
> The Mauritius Export Processing Zone will design a code of ethics for managers of private sector 

companies, while the joint Economic Council will increase transparency of political party financing. 
» The Mauritius Chamber of Commerce and Industry will oversee a declaration of the assets of com

pany managers in order to increase transparency and accountability in the private sector. 
> The Bank of Mauritius will discourage the private sector from offering bribes in order to make com

pany managers publicly accountable. 
> The Chamber of Agriculture will monitor the protection of shareholders' interests. 
> The chamber of commerce will monitor the control of monopolies and quasi-monopolies, while the 

registrar of companies will oversee improved monitoring of financial services, banking and insur
ance in order to increase compliance with revenue policies. 

Watchdog agency & ombudsman efforts: 
> By June 1998 the prime minister's office will review the role of the ombudsman, re-appraise institu

tions assigned to combat corruption, and strengthen anti-corruption legislation and institutions. 

Efforts of the executive government: 
> In order to increase compliance with policies and improve road safety, the executive will by October 

1998 revise legislation enabling the national transport authority to "clean up" the vehicle fitness test 
through privatization and improved enforcement. 

> By February 1999 the government will introduce and enforce a code of ethics in the public service. 
> The Pay Research Bureau is reviewing its job appraisal work and creating a human resource division 

in order to increase transparency and accountability. 
> By February 2000, the public service commission plans to oversee the declaration and monitoring of 

senior civil servants' assets. 
> By February 2000, the electoral commission will revise the ceiling of political party campaign financ

ing to a realistic level and implement the registration of political party fund-raisers with the electoral 
supervisory commission in order to increase transparency and reduce influence peddling. 

Efforts to reform the judiciary: 
> By February 1999 the chief justice will introduce a code of conduct for all sectors within the judiciary 

in order to increase accountability and transparency; by September 1998 the chief justice will investi
gate allegations of misconduct against the judicial staff in order to increase enforcement and im
prove public perception of the judiciary. 
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> By September 1998 the master and registrar of the supreme court as well as the head of civil service 
will delegate the recruitment and discipline of administrative staff and higher level officials to the ju
dicial and legal service commission; by November 1998 they will establish a code of conduct for the 
judiciary's administrative staff. 

Efforts to reform parliament: 
The executive, speaker and members of the assembly will work together to complete the following efforts by 
February 1999: 

> reduce the number of parliamentary holidays for ministers of parliament and increase the length of 
weekly sessions; 

> maintain live broadcasts of parliamentary proceedings; 
> increase the frequency of public accounts committee meetings and improve the committee's staffing; 
> open the political accounts committee report to parliamentary debate in the assembly; 
> directors of parastatal bodies to implement sanctions against parastatal bodies for late submission of 

annual reports to parliament in order to increase enforcement; 
> the prime minister's office in collaboration with the electoral commission to increase the number of 

parliamentary committees discussing corruption reform in order to regulate political funding prior 
to the next election; and 

> the speaker of the house in collaboration with the parliament and the executive branch to implement 
advanced written responses to parliament's questions, to seek media publication of the annual re
turns of assets, and to review and revise anti-corruption legislation. 

Initiatives to reform the media: 
> The prime minister's office will prepare by October 1998legislation that liberalizes broadcasting and 

increases access to information in the ministries to encourage non-partisan news coverage. 
> Media organizations and the Media Trust, the government body that administers a journalist-train

ing fund, will promote balanced reporting, a code of conduct for journalists and specialized training. 
> Media organizations and the Media Trust will seek balanced coverage of corruption, and they will en

courage the media to increase public awareness about corruption. 

Efforts to reform the police: 
> The prime minister's office will prepare by September 1998legislation to set up an independent po

lice complaints board, and it will encourage that complaints be given to the media, the director of 
public prosecutions (DPP) or ombudsman to improve the public confidence in the police. 

> The prime minister's office will organize an independent group within the police force to investigate 
corruption in order to implement rule of law in a fair and objective manner. 

> The DPP will oversee the declaration and monitoring of assets of police officers to increase accountability. 
> The commissioner of police will implement and monitor a code of ethics for police to increase ac

countability. 

Efforts to reform the customs department: 
> The ministry of finance will review customs procedures to increase accountability. 
> Parliament will draft legislation that will strengthen compliance to increase revenue collection. 
> By February 1999 the ministry of finance and T(M) will establish a complaints bureau that reports to 

outsiders. 
> The chamber of commerce will implement a code of ethics for all officers and will improve access to 

information regarding customs services in order to improve public perception about customs, in
crease service for traders, and increase accountability. 

> The chamber of commerce in collaboration with T(M) will seek to raise public awareness; it will also 
work with the ministry of finance to implement a declaration of assets of customs officers and moni
tor such declarations to increase accountability. 

NUMBER TWO 1998 ECONOMIC REFORM TODAY 



c 
{ . 
',f 

I 

I 

Categories 

ECONOMIC REFORM TODAY 

THE Cl PE MAGAZINE 

BUSINESS AsSOCIATIONS 

CHAMBERS OF COMMERCE 

WOMEN IN BUSINESS 

THINK TANKS 

PUBUCATIONS BY 

CIPE's GLOBAL PARTNERS 

CIPE Main Page 

www.cipe.org/bookstore 
WELCOME TO THE CIPE ONLINE BOOKSTORE 

FIFTEEN YEARS OF WORKING TO BUILD INSTITUTIONS VITAL TO DEMOCRATIC 

AND MARKET-ORIENTED DEVELOPMENT HAVE PUT CIPE AND ITS GLOBAL 

PARTNERS AT THE FOREFRONT OF KNOWLEDGE IN THE FIELD. To EXTEND THE 

BENEFIT AND IMPACT OF THIS EXPERTISE, Cl PE HAS PUT INTO PRINT THE BEST 

IDEAS FROM ITS PARTNER ORGANIZATIONS AND IN-HOUSE PROJECTS ON A 

RANGE OF IMPORTANT ECONOMIC REFORM TOPICS. YOU WILL ALSO FIND 

THE CIPE MAGAZINE ECONOMIC REFORM 10DAY WHERE LEADING BUSINESS 

PERSONS, ACADEMICS, DEVELOPMENT EXPERTS, AND POLICY MAKERS COME 

-TOGETHER TO ADDRESS ISSUES FACING EMERGING MARKET COUNTRIES. ---

USE YOUR CREDIT CARD To BlN CIPE PUBLICA nONS 01\l.Jl\E 

LOOK_ FOR CIPE PUBLICATIONS IN THE FOLLOWING LANGUAGES 





® 

TODAY 

Information Technology in the Global Economy 

How Information Technology Can Promote Democracy 

Understanding the Global Information Infrastructure 

Taking Advantage of Information Technology 

South Africa: Will Telkon:~'s Monopoly Strahgle .E~commerce? 



I 
I 

I Letter from the Publisher 

T he information revolution is making available compelling new tools for 
promoting market reforms and democratic institutions. For both the US 

Chamber of Commerce and the Center for International Private Enterprise 
(CIPE), it has reshaped communications strategies and become a crucial tool 
in the way we do our work. At the Chamber, it is has become one of the most 
important ways in which we communicate with our members. At CIPE, it rep
resents a new and powerful means for disseminating information on privati
zation, democracy and other core values, as well as permitting the groups we 
work with overseas to communicate better with each other. 

In recent years, information technology has been harnessed to promote 
business and market development. For example, broad-based electronic commerce did not exist before 
1995, but now it constitutes a $26 billion business that is expected to explode to $1 trillion by the year 
2003. This issue of Economic Reform Today explores some of those developments in articles such as those 
on understanding the global information infrastructure by P. Bai Akridge of IBM and case studies on 
South Africa and India. 

However, the effort to use information technology to strengthen democracy is just in its infancy. 
This issue focuses on that effort, too, beginning with the survey article on page 2. It is the challenge of 
organizations like CIPE and its partner groups overseas to take the information technology we have de
veloped in this century and transform it into tools that share information and build knowledge networks 
well into the 21st century. We have gotten a start on this effort by sponsoring projects that are creating 
virtual associations of think tanks in the Middle East and the Balkan regions. This initiative will help 
bolster the role these organizations play in shaping the policymaking process, and it provides another 
means for sharing reform experiences across national boundaries. 

CIPE is leading this way with our own use of information technology in the electronic Forum on 
Economic Freedom. In addition to providing access to new regional associations of think tanks, look for 
the next issues of Economic Reform Today in English and Spanish-as well as special translations in other 
languages-to be placed on the Forum Web site at www.cipe.org. Through this site you can access a 
wealth of information readily available for downloading or ordering through our electronic bookstore. 
You can also access our Hungarian home page and in the near future our Russian home page. Many of 
the organizations mentioned in this issue may be accessed via links from our Economic Freedom 
Network section of our Web site. For those of you who do not have access to the World Wide Web but 
do have email, the Forum offers something for you as well. See the special section on conducting 
Internet research without browsing the Web in our Training Focus article to learn how. We encourage 
you to make use of these information technology tools and let us know what you think of them . 

... ....,.,. 
Willard A. Workman 
Vice President, CIPE & Vice President, 
International, US Chamber of Commerce 
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FIFTEENTH 
A~NI\'ERSARY 

How Information Technology 
Can Promote Democracy 
byCIPE 

r--------------------~. 

"Fidel Castro once said: 'Socialism in Central Europe failed because people received 
more information than was necessarY: He understood very well the power of informa
tion. It is said here in Slovakia that, 'God created people strong and weak. Only Mr. Colt 
made them equal: We think it is becoming clear that guns are being replaced by a much 
more peaceful tool for making people equal: the Internet. Both markets and democracy I 
require competition which in turn is based on equality of opportunity At the end of the 
20th century, that opportunity cannot be real without access to information." I 

~------------------------------------------------! 

his statement was made by Eugen 
Jurzyca, who is on the front lines of 
the economic transition in Slova

kia. His organization, the Center for Eco
nomic Development, is one of the many 
cutting-edge partner organizations that the 
Center for International Private Enterprise 
(CIPE) works with around the world. These 
organizations are pushing the frontiers of 
information technology to help their coun
tries in the dual transitions to democracy 
and market-oriented economies. Mr. Jurzy
ca understands how crucial the strategic use 
of information technology can be to coun
tries in transition. 

In the US, for instance, the Internet has 
quickly come to influence local and nation
al politics on an unprecedented scale. 
Through the Thomas service provided by 
the Library of Congress, citizens have direct 
access to bill summaries, their current sta
tus, floor activity, and voting outcomes. All 
federal agencies have their own Web sites 
that inform the public about their mission 
and services. Furthermore, most senators, 
representatives and their committees are 

promoting citizen participation by integrat
ing the Internet into their governing 
processes. 

In July, 1998 CIPE was called upon by the 
United States House of Representatives 
Committee on Commerce to testify about 
its survey on how the Internet and electron
ic commerce can help to promote free-mar
ket philosophies, democratic principles and 
respect for political, civic and human rights 
around the world. The testimony of CIPE's 
executive director, John Sullivan, is available 
in both text and audio formats on CIPE'S 
Web site ( www.cipe.org). 

The survey, which provides the basis for 
this article, revealed that in at least some 
countries, organizations are using email to 
directly lobby government ministries, 
putting policy position statements on their 
Web sites, and mobilizing popular senti
ment for political and economic issues. 
These creative uses of the Internet are be
ginning to change the way governments in 
developing countries make decisions as well 
as to empower citizens to strengthen the de
mocratic process. 
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However, because the telecommu
nications infrastructure in many 
countries is undeveloped, people 
cannot fully exploit the benefits of 
the Internet. Users often encounter 
obstacles in terms of poor telephone 
lines, low bandwidth, an unrespon
sive telecommunications monopoly, 
and exorbitant user rates. In coming 
years, these problems are expected to 
fade, due to the twin forces of grow
ing investment and electronic com
merce (see p. 23). 

While the Internet is being used to 
promote political change, e-com
merce is transforming the business 
world. Three years ago electronic 
commerce didn't exist. Today, it has 
become a significant part of the 
global economy. In 1997 roughly $26 
billion in e-commerce was transacted 
on the Internet. This total is expected 
to explode to $300 billion by 2001 
and $1 trillion by 2003. 

For instance, Amazon.com, a vir
tual bookstore on the Web, was born 
in 1995. In three years, it has sold 
three million books, CDs and com
puter games to over three million 
people in 160 countries. Amazon.com 
is currently the most visited retail 
shopping site on the Web, according 
to an August 1998 survey by Media 
Matrix. In the future, the attractive
ness of e-commerce will undoubted
ly drive the growth of Internet usage 
in developing countries. 

In the meantime, organizations in 
developing countries-Venezuela, Is
rael and Belarus, for example-are 
using the Internet to influence their 
political leaders. As they overcome 
the current infrastructure challenges 
to Internet access and their unfamil
iarity with new technology, they will 
begin to realize how explosive the In
ternet can be in bringing about de
mocratic market-oriented reform. 
CIPE is working with groups that are 
using the power of information tech
nology to reshape their strategy of 
communication and advocacy. These 
groups use the Internet to promote 
change in a variety of ways, their 
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methods often determined by the 
type of political environment in 
which they operate, the extent of In
ternet connectivity in their countries, 
and the level of computer skills of the 
populace. These pioneers are using 
the Internet to influence the govern
ment, overcome censorship, share re
search, and reach the grassroots. 

Direct advocacy 
Some organizations are using the 

Internet to lobby governments di
rectly and this usage is likely to grow 
as access improves. The effectiveness 
of this approach depends on the ex
tent government officials are con
nected to the World Wide Web, their 
computer skills and knowledge, and 
their willingness to be influenced by 
information and opinions they re
ceive via the Internet. Although gov
ernments may be unconnected or 
unresponsive, groups may use the 
Internet to mobilize the public's 
support for or opposition to specific 
ISSUeS. 

In Venezuela, the Center for the 
Dissemination of Economic Informa
tion (CEDICE) (http://www.cedice. 
org.ve), a not-for-profit organization, 
sponsored in 1998 a cost-benefit 
study of a proposed agricultural law. 
After determining that it would have 
a negative effect on consumers, 
CEDICE launched a campaign over 
the Internet that consisted of 300 
email messages to notify people 
about the negative impact of the law. 
The public's response was "massive;' 
said Rocio Guijaro, CEDICE's gener
al manager. The proposal was even
tually defeated. 

"The Internet is a very important 
tool with which society can pressure 
the government," she noted. Guijaro 
added that the Internet strengthens 
civil society because organizations 
and think tanks can use it to obtain 
information about the activities and 
research of other organizations. 

The Israel/Palestine Center for Re
search and Information (IPCRI), a 
joint Palestinian-Israeli public policy 
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think tank (http:/ /www.ipcri.org), uses 
the Internet to lobby Israeli and Palestin
ian government officials. Co-Director Dr. 
Gershon Baskin said that IPCRI emails 
members of the Knesset and government 
ministries in the Palestinian National Au
thority on a regular basis. IPCRI also uses 
the Internet to circulate trade-policy ma
terials and recommendations to policy
makers on improving commerce and 
trade in this region and on limiting gov
ernment involvement in the economy. 

The Internet has been a tremendously 
effective means of communication for 
IPCRI. It invites people to attend round
table forums via email, and the number of 
recipients on its emaillist has increased 
dramatically from 1,000 a year ago to over 
5,000 today. "Email reaches more people 
faster and cheaper compared to commu
nicating via fax)" Baskin said. "A lot more 
people are coming to our meetings than 
before we started using the Internet this 
way." 

IPCRI can be proactive because the 
area is highly connected. "As in the United 
States, there are many people connected 
in Israel;' Baskin noted. "On the Palestin
ian side, Internet use is growing with peo
ple hooking up as fast as PalTel, the Pales
tinian telephone company, can give them 
telephones. Some Palestinian ministries 
are developing their own Web sites, and 
the Palestinian Authority sends out emails 
to explain its policy positions and publi
cize its reactions to events." 

Baskin noted that Birzeit University of
fers a Web site (http://www.birzeit.edu) 
that contains comprehensive information 
about the use of the Internet in Palestine, 
including a list of servers and institutions 
that have Web pages. 

Getting past censorship 
Other groups use the Internet to pro

vide an alternative source of information 
to government-controlled news and in
formation. By combating and overcoming 
the legacy of government control over in
formation, the Internet can reduce the 
power of censorship. It provides individu
als and pro-democracy organizations 
with the tools to communicate with each 
other and with the outside world. 

One group in Belarus is using the In
ternet to counter government-dominated 
news and information. The Independent 
Institute of Socioeconomic and Political 
Studies (IISEPS) considers the Internet to 
be an important instrument for promot
ing market economics and democratic 
values because the government controls 
nearly all of the country's mass media. 

IISEPS uses the Internet to conduct re
search on economic and political reforms 
being undertaken in other transition 
economies. Its opportunity to make full 
use of the Internet has increased this year 
because it has gained access to leased data 
lines. It is constructing a home page that 
will include information about its activi
ties and independent research on eco
nomics, sociology and politics. 

It will also put online its quarterly bul
letin, IISEPS News. These free materials 
will provide independent and objective 
information about the economic, political 
and social environment in Belarus and 
share the experiences of other developed 
and transitional countries. The site will 
appeal to nonprofit organizations, re
searchers, political parties, youth organi
zations, and policymakers. In an environ
ment where independent sources of 
information are limited, IISEPS materials 
on the Internet will help to promote the 
principles of a free-market economy and 
democracy inside the country as well as to 
provide objective information about Be
lams to the international community. 

Sharing research 

Dissetninating research on economic 
topics can also bring about political 
change. This impact can be particularly 
strong in countries where research is typi
cally conducted with a political purpose, 
where policy debate has been repressed, 
and where merely having access to alter
native economic data represents a politi
cal act. 

One example of this is CIPE's "Virtual 
Association of Middle East and North 
African Think Tanks." This is a Web site 
that functions as a clearinghouse for dis
course among think tanks in the Middle 
East and North Africa region and the out
side world (http:/ /www.cipe.org/mena). 
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On this Web site, ten leading think 
tanks in Egypt, Jordan, Kuwait, Lebanon, 
Morocco, Palestine, Syria, Tunisia, and 
Turkey list their publications and upcom
ing events. They also use it to conduct re
search and literature reviews of similar 
work; identify experts to carry out coop
erative research; learn about the work of 
other groups that could lead to future co
operation; and improve their internation
al awareness. 

This Web site includes a one-page de
scription of each organization with con
tact information and direct email options; 
links to the association member Web 
sites; a full bibliography of all publica
tions produced by the organizations by 
country, author and organization; a cal
endar of events planned by each of them 
for the upcoming year; and an institu
tion-building "tool kit" with links to in
formation and Web sites of international 
nonprofit organizations that can provide 
technical assistance on a variety of topics. 

Reaching the grass roots 
Some groups are promoting democra

cy by conducting research at the grass
roots level via the Internet. The National 
Center for Economic Research ( CIEN) in 
Guatemala (http://www.ufm.edu.gt/cien) 
studied how other countries regulate 
property rights for water usage via the In
ternet. CIEN researchers used it to access 
journals, articles and national constitu
tions that described water rights in Aus
tralia, England, Ghana, Chile, Mexico, 
Canada, and the United States. 

They found an online newsletter de
voted to the topic and were able to corre
spond with academics specializing in the 
field. They have also mobilized Internet 
resources to complete research on decen
tralization, privatization, education, and 
health policy topics. Without access to 
the Internet, most of this information 
would never have reached Guatemala. 

CIEN's institutional recommendations 
are currently well-grounded in a wealth of 
information. Documents are of better 
quality and timelier because manuscripts 
can be sent to the printers electronically. 
The benefits of constant communication 
with similar organizations in Latin Amer-
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ica and the United States cannot be mea
sured. The Internet has improved CIEN's 
research quality, strategic planning, and 
fund-raising activities, and has kept local 
and overseas audiences briefed on its lat
est activities. 

As an increasing number of think 
tanks, business associations and democra
cy groups join the Internet, information is 
circulating more quickly and with greater 
effect. With varying speed and success, In
ternet users, both existing and potential, 
will eventually overcome the challenges 

presented by the current inadequate 
telecommunications infrastructure. 

The 20th century has shown that ideas 
have consequences, and when people 
adopt the ideas of liberty and free mar
kets, they begin to question the status 
quo. Thousands of new organizations and 
leaders of new democracy movements 
and champions of private enterprise now 
have a tool-the Internet-that can push 
the information revolution to an entirely 
new level, a level that will benefit the US 
and the world. w 
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What CIPE's Web Site Offers 

Four years ago, CIPE began to ex
pand its use of the Internet by building 
a Web site (http:(/www.cipe.org). In 
1997 the Financial Times of London 
selected it as Business Web Site of 1997 
in the not-for-profit category. Today, 
much of CIPE's effort to leverage the 
Internet as a communications tool 
centers around this Web site, called the 
"Forum on Economic Freedom." 

The number of hits on the Forum 
has increased steadily every month. 
CIPE can reach into such difficult en
vironments as Vietnam despite its gov
ernmental efforts to limit access. Once 
into CJPE's home page, users are able 
to retrieve information on business 
and democracy, free trade, property 
rights, and freedom of economic 
information. 

In addition to the entire library of 
Economic Reform Today, the Forum 
features CIPE working papers, speech
es, press releases, and other useful in
formation for policymakers, and they 
are often available in several languages. 

Readers who do not have access to the 
World Wide Web but who do have 
email access can take advantage of the 
Forum's "listserv;' which allows them 
to be notified of all new materials 
being offered by the Forum. These 
readers can also make use of the 
Forum's '~email-on,..demand" service 
to retrieve Economic Reform Today 
articles by email from the online li
brary (see article by Sabre Founda
tion, p. 32). The Forum on Economic 
Freedom listserv is inexpensively ex
panding the readership of the printed 
version of Economic Reform Today 
while offering a broader range of in
formation, dialogue and organiza
tional networking. 

CIPE's bookstore allows readers to 
purchase publications online by using 
a credit card without worrying about 
the security of their transaction. This 
method of online payment allows buy
ers to avoid the high cost of sending 
foreign currency-denominated checks. 

The Forum on Economic Freedom is 
now exploring new ways of communi
cating information to policymakers 
around the world. Through cybercast
ing technology it is allowing Internet 
users to access the addresses of keynote 
speakers such as )ehan Sadat, Egypt's 
former First Lady, and Tom Donohue, 
President of the US Chamber of Com
merce, who opened the conference 
CIPE sponsored in 1997 on strengthen
ing women's business organizations. e... 
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Taking Advantage of 
Information Technology 

r. Carlos Braga is manager of the 
World Bank's Information for 
Development Program (in

foDev). infoDev seeks to help developing 
countries benefit from information and 
communication technologies. Economic 
Reform Today asked Mr. Braga to explain 
how developing countries can take advan
tage of the information revolution. 

ERT: In some of your published work, 
you have written that developing economies 
can use information technology to leapfrog 
the development stages. Can you explain 
how this will happen? 

DR. BRAGA: Leapfrogging is a very 
ambitious proposition and it's not easy to 
accomplish, but some developing coun
tries don't need to go through the same 
type of evolution as did the industrialized 
countries. In the Information Age, coun
tries are able to leapfrog because the 
rapidly decreasing barriers to entry fos
tered by technological progress allow 
them to accelerate the development of 
their networks. Half of the world's popu
lation-basically, those living in develop
ing countries-has never made a phone 
call and access to the Internet is a distant 
dream. But technological developments 
are vastly simplifYing the process of access. 

For example, Cambodia, Lebanon and 
Sri Lanka have limited telecom infrastruc
ture, but cellular telephony has penetrated 
their markets at rates similar to those in 
industrialized countries. This has hap
pened because wireless technology allows 
the delivery of these networks at a low 
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cost. In country after country we have 
found that there is a huge excess demand 
for wireless services and that people are 
willing to pay for these services. Of course 
there are limits, defined by disposable in
come and pricing, but addressing regula
tory roadblocks will help to rapidly ex
pand wireless services. 

Of course, we are not talking about 
universal access, particularly relative to 
the Internet and more sophisticated ap
plications of the global information infra
structure. But over the next ten years, 
penetration and access to value-added 
services will expand much more dramati
cally in developing countries than during 
the last five decades. This is happening 
not only because costs are dropping 
rapidly, but also because regulatory barri
ers to entry are being dismantled. 

ERT: Is this leapfrogging process also 
open to very poor developing countries
particularly those that are commodity-dri
ven and have a much less developed distrib
ution network for their products? 

DR. BRAGA: The potential benefits of 
information technology depend on a 
country's comparative advantage and in
dustry structure. Companies are increas
ingly insisting that a country be efficient 
in its ability to manage information and 
be connected to the global information 
infrastructure. 

Take, for example, a country that spe
cializes in producing and exporting com
modities. It must have access to informa
tion about the global commodities mar-
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ket and it must be able to secure 
proper transportation. A foreign 
company with its own private net
works may handle these matters, but 
it will need to have connectivity to be 
efficient vis-a-vis its competitors. 
Even for the least developed e
conomies, efficiency of access and 
dissemination of information are be
coming more and more important. 

ERT: What challenges does infor
mation technology present to develop
ing countries? 

DR. BRAGA: The telecommunica
tions industry is changing extremely 
quickly. The challenge is for coun
tries to adjust their regulations in a 
way that will enable them to benefit 
from new alternatives and new deliv
ery of services that are now appear
ing. This is why the private sector 
must lead the process and why pub
lic-private partnerships need a new 
kind of social contract to operate ef
fectively in the information age. 

ERT: What kind of regulatory 
framework will allow developing 
countries to benefit from the industry? 

DR. BRAGA: First let me say that 
information technology is not a 
panacea for all the problems of de
veloping countries. It will not revolu
tionize overnight how these econ
omies operate. But it's a reality that 
the world economy is becoming 
more and more dependent on global 
networks that rely on information 
and communication technology, and 
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there are many opportunities for de
veloping countries in this process. A 
country that does not have access to 
good telecommunications will not be 
able to have access to the Internet, 
and its consumers and companies 
will be at a significant disadvantage 
in the global economy. 

Countries can adopt a mix of 
multilateral and unilateral regula
tions. In February of this year, the 
World Trade Organization (WTO) 
agreement on liberalizingtelecommu
nications went into effect. Seventy
two countries are now parties to this 
agreement. This is important be
cause for the first time there is a 
multilateral agreement in the area of 
telecommunications that is based on 
the concept of competition and mar
ket access. Of course, there are still 
many barriers to entry, but it's a 
completely different way to approach 
the industry than before. 

In the past, the global telecommu
nications industry was characterized 
by monopolies that often set prices 
according to bilateral arrangements 
that had nothing to do with costs. 
Now the entire pricing system is be
coming increasingly based on com
petition and costs. The ultimate ben
eficiaries of this revolutionary 
change are consumers. 

A proper regulatory environment 
will allow countries to attract foreign 
and domestic investment as well as 
to form partnerships with technolo
gy providers that will take their in-

formation infrastructure to a much 
higher level of sophistication and at a 
much quicker pace. Through creative 
mechanisms, a country can entice 
the private sector to enter and even 
serve areas, like rural telephony, that 
markets do not find attractive. 

ERT: More specifically, what are the 
most important policy objectives for 
government officials who want to fos
ter the development of the Internet? 

DR. BRAGA: Policymakers should 
be concerned with how to unleash 
foreign direct investment and private 
sector initiative. What can be done to 
foster a pro-competitive regulatory 
environment? The WTO is one mech
anism through which a country can 
nurture this kind of environment, but 
it can also do so unilaterally. 

Governments must be very careful 
about how they position themselves 
relative to the global information in
frastructure. This is especially true in 
providing access to areas that are not 
particularly attractive for the private 
sector, for instance providing rural 
schools with telephony access to the 
global information infrastructure 
and structuring public-private part
nerships that promote competition. 
El Salvador, for example, is trying to 
create a regulatory environment that 
will strategically nurture these kinds 
of partnerships and help them 
evolve. For these initiatives to prosper, 
governments must create the envi
ronment and flexibility-be it 
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through the regulatory arena or pilot proj
ects that can experiment in areas such as 
long-distance education and tele-medicine. 

If the regulatory environment does not 
create incentives for entry, a government 
monopoly may simply be transformed 
into a private monopoly. The pro-com
petitive rules of the game need to be de
tailed before the process of privatization 
takes place. A mechanism that permits ac
cess to the market by new entrants must 
be created. This is what the new technolo
gies allow. 

ERT: Where do international property 
rights protection and treaties fit into this 
leapfrogging process? 

DR. BRAGA: Countries can learn from 
the experiences that other countries have 
had in multilateral negotiations under the 
WTO and the World Intellectual Property 
Organization. The problem is that multi
lateral agreements take a long time to 
fashion. In a fast-moving area like infor
mation technology, a country may find it
self in a trap in the sense that the rules 
that are being fashioned are at odds with 
what the market is already delivering. 

On the other hand, developing coun
tries can selectively use existing interna
tional institutions to exploit the experi
ences of other countries. For instance, a 
patents and trademark office can be very 
efficient and "inexpensive" if it uses infor
mation technology to access data banks 
and connect to international agreements 
such as the Patent Cooperation Treaty to 
access expertise in other patent and trade
mark offices in the US, Europe, japan, 
China, and Russia. 

There are opportunities, and exploring 
them can be a challenge. But a country 
can leapfrog in terms of putting together 
effective and efficient institutions to ad
minister intellectual property rights with 
a reasonable investment. 

ERT: In your opinion, which countries 
seem to have acquired the right mix of poli
cies that takes advantage of the economic 
potential of information technology? How 
have they achieved that? 

DR. BRAGA: There are different mod
els in the reform process, but what is criti-

ECONOMIC REFORM TODAY NUMBER THREE 1998 

ea! is bringing in competition, trying to 
establish credible commitments, and giv
ing transparency to the regime under 
which investors will operate. The coun
tries that I am going to mention have 
done this unilaterally through their own 
reform process, in some cases reinforced 
by commitments at the multilateral level. 

Two good examples in Latin America 
are Mexico and Chile. Over the last ten 
years Mexico has liberalized and increased 
competition in its telecommunications 
infrastructure. In spite of all of the 
macroeconomic problems that have char
acterized the Mexican economy after 
1994, it is a good example of a country 
that has privatized and allowed foreign 
companies to enter its market. As a result, 
its information infrastructure has ex
panded significantly in a very short peri
od of time. 

An even more revolutionary example is 
Chile. Chile has basically completely 
opened its market. In terms of interna
tional telephony, it has increased the op
tions for the consumer to such an extent 
that it's probably one of the most compet
itive markets in the world nowadays. It 
has had a significant impact in terms of 
costs and access to telecommunications 
from the point of view of companies in 
Chile. 

In Africa, we see different approaches 
being adopted. Some countries are eau
tious in liberalizing, but most of them are 
signaling changing to pro-competitive 
rules in the future. 

In Asia, Singapore's proactive approach 
with respect to telecommunications has 
put it on the leading edge of information 
infrastructure. The question is whether 
that kind of model and institutions can be 
applied to other economies. 

So, as you can see, there are different 
ways to approach reform, but there's not 
one particular model that fits all sizes. 

ERT: Does information technology tend 
to equalize development or widen the gap 
between poorer and richer countries? 

DR. BRAGA: It depends on what we do 
with it. Information technology can be 
used as a threat to privacy or as a mecha
nism to increase the transparency of gov-
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ernment activities and to promote 
democratic debate and free speech. 

In general, the information tech
nology revolution-the Internet is 
the best example in this context-is 
significantly increasing transparency 
and access to information. Collaps
ing barriers to entry cause the struc
ture of the industry to change very 
quickly. At least in the initial stages of 
this rapid process, the gap between 
the countries at the frontier of the 
revolution and late starters may 
widen. This is how leapfrogging may 
occur and how countries can catch 
up with others. Overall, I am very 
optimistic about how information 
technology can open up develop
ment opportunities. 

ERT: How serious is the Year 2000 
problem (Y2K) in developing coun
tries, and what steps should policy
makers take to minimize or eliminate 
the problem? 

DR. BRAGA: The good news is 
that developing countries are much 
less dependent on information tech
nology than industrialized countries. 
The bad news is that the Y2K prob
lem will affect developing countries, 
some of them significantly. Of the 20 
economies that the millennium bug 
will potentially affect the most, ten of 
them are developing countries, such 
as Russia, Brazil, China, India, and 
South Africa. 

Even economies that are very lim
ited in their use of information tech
nology systems may be significantly 
affected. For example, the Y2K prob
lem may affect an island that de
pends on the tourist trade because of 
the vulnerability of its radar system 
and airports. Airlines from other 
countries may not be willing to fly to 
the country. 

The Y2K problem may also signif
icantly affect telecommunications, fi
nance, utilities, and power. From a 
technical standpoint, it's not a very 
challenging problem, but from a 
managerial standpoint, it's a real 
nightmare. 
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YEAR 
2000 

Developing countries should hope 
for the best, but prepare for the 
worst. Because it's simply impossible 
at this point in time for them to cor
rect everything, they should invest in 
contingency planning for critical 
areas where they cannot afford ser
vices to fail. They must pick their 
fights. They should identify the kind 
of activities that may cause signifi
cant economic disruption and possi
bly political turmoil, for instance, the 
pension and payroll systems. 

There are a few countries-South 
Africa, for example--that are making 
a significant effort in terms of Y2K 
initiatives. Its program covers not 
only awareness raising, but also tech-

nical assistance and careful monitor
ing of remediation activities both by 
the public and private sectors. 
Among the roughly 30 developing 
countries that have national Y2K 
plans at this stage, South Africa 
stands out as an example of good 
practices. Unfortunately, the majori
ty of developing countries have not 
initiated national-level approaches to 
deal with the problem. til@ 
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Bulgaria's Internet: 
Nonprofit Organizations 
are at the Forefront 
by Dinka Dinkova 

Diilka Dinkova is Program 
Director of the Applied Re

search and Communications 
Fund in Sofia, Bulgaria. 
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fter a slow start, the Internet is fi
nally gaining popularity in Bul
garia. While the level of Internet 

access is far below that in Western Europe, 
it compares favorably to average figures 
for the region. A survey by Vitosha Re
search in May 1998 put the access rate at 
1.1 o/o in Bulgaria. According to a 1997 re
port published by the International 
Telecommunication Union (!TU), 2% of 
the population in Hungary, 1. 9% in the 
Czech Republic, and 1.8% in Poland now 
have access to the Internet. Estonia 
(12.3%) and Slovakia (5%) are enjoying 
much greater access. 

Despite the current low penetration in 
Bulgaria, the number of Internet Service 
Providers (ISPs) has tripled since early 
1997. With no special regulations and li
cense procedures, many companies are 
entering this highly competitive market. 
More than 100 ISPs are operating at the 
moment, and the largest has less than 
10% market share. Current projections 
indicate that the size of the Web popula
tion in Bulgaria will double each year 
until2001. 

Grass-roots organizations and non
profit organizations are providing most of 
the impetus for current and future 
growth. The current low Internet access 
rate can be attributed to regional political 
instabilities and Bulgaria's underdevel
oped telecommunications infrastructure. 

Underdeveloped telecom infrastructure 
The war in former Yugoslavia and the 

international embargo on the warring 
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countries has practically paralyzed all in
frastructure projects in the region. In ad
dition, Bulgaria's relatively small market 
and the delayed liberalization of the tele
com industry has reduced its attractive
ness for large international providers. 
Furthermore, Bulgaria has suffered from a 
volatile domestic situation. For instance, 
in 1996 when the growth of Internet ac
cess was at its peak worldwide, Bulgaria 
was in the midst of the worst economic 
and political crisis since the onset of its 
transition. 

As a result of its specialization under 
COMECON, Bulgaria now has the high
est telephone density among Central and 
East European countries-32 telephone 
lines per 100 inhabitants (see chart). 1998 
saw the completion of a Digital Overlay 
Network (DON) project which entailed 
the installation of 1,700 km of fiber optic 
cable, 900 km of digital microwave links 
based on SOH technology, 12 digital trunk 
exchanges, and digital subscriber capaci
ties in the countris main administrative 
and business centers. Further upgrading 
and expansion of the network is expected 
with the forthcoming sale of the national 
telecom operator, Bulgarian Telecommu
nications Company, by early 1999. 

Hardware and people 
The Bulgarian computer market expe

rienced a dramatic downfall of nearly 
40% in 1996 but it is currendy rapidly re
covering. Indeed, the first quarter of 1998 
may see a 75% growth. Bulgaria currently 
has 250,000-280,000 computers that are 
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capable of supporting basic Internet func
tions. The more optimistic interpretations 
of these figures have suggested that Bul
garia ranks among the top countries in 
the world in terms of the number of com
puters as compared to GDP per capita. 

Obstacles to widespread computer ac
cess are not of a technical nature alone. 
The lack of knowledge and experience in 
using technology is equally crucial. Rela
tively few secondary schools are con
nected at present and less than 17% of 
university students have Internet access. 
Signs that this gap will be overcome in the 
academic realm during the next three or 
four years are not encouraging. 

Nonprofit organizations as catalysts 
Given this situation, it important to 

understand how nonprofit organizations 
have furthered the development of Inter-

net access in Bulgaria. In the early 1990s, 
connecting to the Internet was only possi
ble by going through the national acade
mic network, which owed much of its 
support to the Open Society Foundation 
(OSF). OSF operates a special program to 
develop Internet access for universities 
and secondary schools in the country. Its 
National Internet Initiative program con
nected more than 100 Bulgarian non
profit organizations to the Internet in 
1997 alone. Another program supports 
the access of Bulgarian primary and sec
ondary schools to the International Com
munications Network of !*EARN 
Schools. Donations are made in the form 
of computers, modems, other communi
cations equipment, as well as grants cov
ering installation and connectivity costs. 

In general, "third sector" organizations 
have quickly recognized the inherent 

Teledensity in Selected Central and Eastern European Countries 
(Telephone lines per 100 population) 
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Sources: Business Central Europe, September 1998; and World Bank, Transition, Nov.-Dec. 1996. 
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value of Internet technology and moved 
quickly to exploit its advantages. Email
by far the most popular Internet fea
ture-has provided local nonprofit orga
nizations with a relatively inexpensive way 
to communicate with colleagues and 
counterparts around the world. Some or
ganizations have gone even further. With 
low production costs and practically no 
distribution costs, the Internet has be
come the preferred medium for organiza
tions to disseminate information. Almost 
half of all current periodicals in Bulgaria 
are only available online. 

Major policy research institutes like the 
Center for the Study of Democracy ( CSD) 
in Sofia have revised their entire commu
nications strategies based on Internet 
technology. Over the past two years, CSD 
has developed a comprehensive Web site 
that disseminates survey data and policy 
analysis on major aspects of Bulgaria's 
transition. 

Another example is the Applied Re
search and Communications Fund (ARC 
Fund). The ARC Fund is a specialized 
nonprofit organization established in late 
1991 to deal with media and telecommu
nications projects. Since 1995, its activities 
have focused on disseminating informa
tion within the country. The first Internet 
project began in mid-1995 with financial 
assistance from the Center for Interna
tional Private Enterprise (CIPE). The proj
ect was a pioneering effort to create an 
electronic catalogue of Web pages of 
major nonprofit organizations, economic 
policy institutes and business associa
tions. The support provided by CIPE was 
used to build the technical and manager
ial groundwork of what is now a modern 
communications facility that provides In
ternet access and services to local users. 

Since 1997 the project has evolved into 
a self-sustaining venture called Bulgaria 
Online. This public Internet service offers 
one of the richest collections of national 
content on the Web, including such fea
tures as a searchable digest of multilingual 
media sources about Bulgaria (Bulgarian 
Index), a Bulgarian Statistics database and 
a Who's Who in Bulgarian Politics. The site 
also hosts Web pages of the National Sta
tistical Institute, the Bulgarian stock ex-
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change, the Bulgarian privatization 
agency, and the Ministry of Industry, as 
well as online editions of several local 
newspapers and magazines. 

To facilitate overseas access to these 
pages, the site is mirrored on CIPE's 
servers in Washington, DC (not actually 
on CIPE's Web site, but using CIPE's 
computer hardware in the United States). 
At the moment, Bulgaria Online registers 

over 700,000 hits per month from people 
and organizations around the world. 
Business Central Europe magazine recently 
gave special recognition for its content 
and "value for those who need to keep up 
on Bulgaria." 

An interesting example of how the In
ternet promotes free speech is provided 
by a group of Bulgarian journalists and 
lawyers who have established a "virtual" 
society on the Web. This initiative, called 
Bulgarian Media Watch Society, has re
sponded to a growing need among the 
two communities to find a new, more 
open and democratic channel of commu
nication. When the project was conceived 
in 1995, there were serious concerns 
about maintaining the freedom and im
partiality of Bulgaria's media, which was 
becoming increasingly dependent upon 
economic and political group interests. 

The Internet thus expanded the space 
available to free speech in the country. It 
has become a medium for professional 
exchanges on issues relating to media leg
islation, rights and responsibilities of 
journalists, and relations between jour
nalists and the judiciary. Every week des-
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ignated moderators put forward topics for 
discussion which attract diverse and 
sometimes conflicting opinions. The is
sues debated have ranged from commen
taries on the electronic media bill (re
cently passed by parliament) to the 
prerogatives of the judiciary. Since the 
goal is to involve as wide an audience as 
possible, summaries of the most interest
ing discussions appear regularly m 
Kultura, the weekly newspaper. 

The government plays catch up 
The government, unlike universities 

and nonprofit organizations, has been 
slower in catching up to such develop
ments. The Internet was initially consid
ered an exotic invention for scientists. 
However, since 1997 many prominent 
young politicians have tried to emulate 
Western communication strategies, fur
ther enhancing the popularity of the In-

ternet. The president, the parliament, 
ministries, many bureaucracies, and even 
small municipalities are now publishing 
information on the Web. 

A number of projects have also ap
peared at local and central government 
levels that use the Internet to enhance the 
transparency of public administration. 
The city of Sofia started an initiative re
cently to establish a Municipal Govern
ment Management Information System, 
to help increase the efficiency and ac
countability of the local administration, 
improve the quality of public service, and 

encourage citizen participation in munici
pal policy development. 

The importance of these developments 
might not be obvious to someone 
brought up under Western democratic 
traditions where citizens are entitled to 
fundamental rights as freedom of speech 
and information or a high quality of pub
lic service. However, in Bulgaria, which 
was dominated by the Soviet totalitarian 
model for nearly 50 years, the changes 
brought by the Internet have significant 
and far-reaching consequences. 

The role of the Internet in Bulgarian 
society will increase with the expansion of 
its potential worldwide. In just a few 
years, knowledge of the Internet will be as 
essential as the ability to write and read, 
and if Bulgaria is to talce full advantage of 
the new opportunities, its citizens should 
embrace the technology and learn to use 
it with confidence. The real challenge for 

the future is thus not so much developing 
the physical infrastructure because this 
will occur when conditions become favor
able for private initiatives to secure the 
necessary investments and services. The 
more important task is to change the 
mentality of the people and to educate 
them to empower themselves by using the 
new technology. This is where Bulgarian 
nonprofit organizations will continue to 
play a major role as facilitators of the 
process of transition . ..,... 
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Indian Association 
Hones Its Internet Strategy 
by Vijai Kapur 

he Confederation of Indian 
Industry (CII) is a business 
association that offers cut

ting-edge services to its members on 
the Internet. In only five years, CII 
has built an information technology
based communication strategy that 
has grown beyond electronic mail to 
currently encompass e-commerce 
and political advocacy. Along the 
way, it has encountered obstacles in 
terms of India's general unfamiliarity 
with the Internet, an unresponsive 
telecommunication monopoly, and 
inadequate telephone lines. As these 
problems have abated, CII's commu
nication strategy has similarly 
evolved and grown. Through its Web 
site (http:/ /www.lndianindustry.com) 
it now offers tailor-designed services 
for its members) promotes e-corn
merce, and lobbies the government 
for policies that promote business 
interests. 

From ground zero 
In 1993 CII-a not-for-profit or

ganization with 35 offices in India 
and overseas and more than 3,800 
corporate members-set up its Web 
site. Initially relying on its site as a 
simple, yet not very aggressive, ad
vertising tool, CII used it to publicize 
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basic information on its organization 
and members. Users could search 
membership databases for possible 
joint venture partnerships or other 
business relationships. 

However, this Initiative was 
launched at a time when the idea of a 
home page in India was largely un
tried. There were only a few thou
sand Internet connections available 
in the country, and very little infor
mation on Indian business associa
tions was available on the Internet. 

Because Internet services were not 
widely available in India at that time, 
CII had a US company host its site. It 
also had to devote a lot of time and 
effort to train its members about the 
potential benefits of the Web. For in
stance, firms did not fully under
stand the difference between elec
tronic publishing and printing. CII's 
current site explains what e-com
merce is and why companies should 
use it. 

India's underdeveloped telecom
munications infrastructure also hin
dered the Internet's growth. The gov
ernment-owned monopoly, Videsh 
Sanchar Nigam Limited (VSNL), was 
the sole provider of Internet services, 
while the Department of Communi
cations (DoT) provided telecommu
nications services. DoT constituted a 
significant bottleneck in accessing 
VSNL's services because it trans
ferred data at low speeds, its lines 
were filled with noise, and calls were 

often unpredictable. Furthermore, 
VSNI:s services were not available in 
all oflndia's major cities. 

Expanding services 
Starting in 1995, as Internet ser

vices became more widely accessible 
throughout India, CII began to ex
pand its Internet strategy to offer the 
following services. 

Attracting students. CII launched 
Project Inspire on its Web site. In
spire, a partnership between CII and 
the US Educational Foundation in 
India, informs Indian students in the 
US about job opportunities in India. 
The site includes an electronic bul
letin board service that discusses the 
Indian economy and society. Over 16 
Indian companies currently partici
pate in Project Inspire. 

Connecting all of CII. In 1997 CII 
connected its regional offices with its 
headquarters in New Delhi. This net
work allows CII offices to communi
cate with each other immediately 
about policy issues and business de
velopment opportunities. This not 
only helps headquarters keep in 
touch with its members, but also 
brings members together on impor
tant issues by offering them a way to 
communicate with each other. 

Lobbying the government. CII 
works with the government, DoT 
and VSNL to promote the growth of 
the country's telecommunications 
sector and improve Internet access. 
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CII has been instrumental in setting 
up a blueprint of a national informa
tion infrastructure that promotes the 
use of the Internet in governance, ed
ucation and business. The blueprint 
recommends the following: 
0 allow the private sector to partici

pate in the long-distance telecom
munications sector, which will ac
celerate the creation of a national 
broadband backbone network to 
meet future demand; 

After several rounds of discussions 
with CII and other associations, the 
government and DoT have formulat
ed a licensing policy for private Inter
net service providers (ISPs). In addi
tion, early in 1998 the Indian 
government set up a task force on in
formation technology, and CII is one 
of its members. The task force has 
recommended over 100 measures to 
encourage the use of information 
technology in India, and it is using 

An undeveloped infrastructure hampers Internet growth. 

0 earmark part of the telecommuni
cations license fees to develop 
India's telecommunications infra
structure in rural areas; 

0 promote standards and technolo
gies that will increase access and 
use of the Internet; 

0 review education policies to meet 
the needs of the information age; 

0 increase national awareness about 
computer literacy beginning in pri
mary school. 
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the Internet to disseminate draft rec
ommendations, receive and share 
comments, and publicize its recom
mendations. 

Launching e-commerce. CII offers 
three levels of e-commerce services 
for its members, depending on the 
size of the member company and 
what it wants to accomplish on the 
Internet. Members can use CII's Web 
site to write company profiles, adver
tise product catalogues, and offer on-

line payment arrangements. Users can 
search CII's Web site for specific 
products or a certain company. 

Many members prefer to use CII's 
home page rather than create their 
own individual page because it is less 
expensive and because they believe 
that linking up with CII will help 
them gain wider exposure to interna
tional industry associations, business 
groups and nonprofit organizations. 

Publicizing policy positions. CII also 
uses its Web site to inform its mem
bers and the government about its 
positions on various policies and is
sues, thereby transmitting its views 
rapidly and to a wide audience. For 
instance, press releases and statements 
made by CII's president are placed on 
this site. Two recent examples dealt 
with: 
./ Y2K. A special section in its Web 

site discusses how Y2K may affect 
India and its businesses. CII hopes 
that companies will adopt some of 
the lessons showcased in this sec
tion about how other companies 
are trying to solve this problem. 
Publicizing the problem also has 
prompted the government to de
velop a specific Y2K policy . 

./ Nuclear Tests. Following India's 
1998 nuclear tests, CII set up a 
separate Web site (http://www. 
Indiainc.org) to disseminate in
formation on trade sanctions. 
Firms could use this site to obtain 
clear and objective information 
about the potential impact of the 
sanctions. 
Industry associations are accus

tomed to getting people physically in 
one room, and their effectiveness has 
traditionally been measured accord
ing to the level and type of people 
present at their meetings. Business as
sociations of the future may hold vir
tual meetings, and their efficacy may 
be judged according to their capabili
ty to manage virtual networks and 
meetings, communicate among each 
other, influence policy, and provide 
service to members . ..,... 
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ASIA AND £-COMMERCE: INVESTMENT AND POLICY IMPERATIVES 

by Michael C. Maibach 

The challenge 

In 1997 lntel invested 27% of its revenues 
in preparation for the future, $2.4 billion in 
R&D and $4.5 billion in new plant and equip
ment. These investments come at a time of 
great uncertainty, as well as opportunity, in 
the global economy. The world economy is 
rapidly moving to lnternet-based electronic 
commerce. Indeed, the information revolution 
will surpass the global impact of the Industrial 
Revolution. Societies that choose the proper 
e-commerce investments and policies will 
certainly prosper. 

Asia: exporting information technology 

Information technology (IT) products have 
been a wonderful export business for Asian 
economies. High-tech exports account for 
75% of Singapore's GDP and over 40% of 
Malaysia's GDP. South Korea's aggregate IT 
exports totaled $40 billion in 1996. 

However, in relative terms, Asian nations 
do not buy the technology they produce. In 
the US, for example, investment in IT infra
structure has exceeded 3.5% of GDP, while 
China, Indonesia, the Philippines, and Thai
land are investing less than 1% of their GDP. 
Furthermore, the current financial crisis has 
prompted Asian companies to reduce their ex
penditures on information technology, at the 
same time that the US and Europe have 
stepped up their investments. 
A billion connected computers 

The Internet delivers a global electronic 
network that will have one billion computers 
connected by early in the next century. The 
number of URLs had grown from 20 million in 
1995 to almost 300 million in 1997. Metcalf's 
Law holds that the potential value of these 
connected computers will increase exponen
tially as each new "netizen" (Internet+ citizen) 
brings new users in the form of friends, asso
ciates, customers, and suppliers. Seventy-six 
percent of Internet users reside in the US and 
Europe. The United States is at least twice as 
connected to the World Wide Web as are Pa
cific Basin nations. 

Megatrends and mega-challenges 

A billion connected computers will make 
access to information technology a competi
tive necessity in the 21st Century. In these dif
ficult times, will Asia choose to make the IT 
investments that will guarantee its future? 

Education. There are 500 million illiterate 
adults in Asia. In the Information Age this is a 
critical threat. More than ever, knowledge is 
king. Using communications systems such as 
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Hughes's Direct PC, courses can be offered to 
any person or group with a PC and a receiver. 
IT products make remote PC education in
struction available, affordable and adaptable. 

Most people do not own and are not yet 
trained to use IT products such as PCs. While 
most IT activity rightly belongs in private mar
kets, government should ensure that schools, 
libraries and other public places are "wired" 
and outfitted with PC communications tech
nology. Teaching children to use this technol
ogy as part of their curriculum and giving 
adults access to the Internet in public places 
will create a ladder of opportunity for all seg
ments of the population. 

Health care. Fifty percent of the planet's 
adult population lives in Asia. Asian health 
care is often marginal. The US has one doctor 
for every 387 people. In Malaysia the ratio is 
112000, while it is 1/6786 in Indonesia. PC
based tele-medicine would allow a doctor in 
Boston to care for a patient in Beijing or Bali. 

intef. 
In order to permit remote PC education 

and tele-medicine to thrive, governments should 
begin to discuss how to standardize the cre
dentials of teachers, nurses, pharmacists, and 
doctors across national boundaries. Indeed, 
governments must reexamine all "certified" 
services, including insurance, banking, real 
estate, law, accounting, and engineering. This 
will entail years of negotiation and debate, but 
the time has come to address it. 

Private and professional organizations 
may provide leadership in these areas. For ex
ample, bar associations can establish multina
tional committees to experiment with possible 
solutions. 

£-commerce. A third area for opportunity 
in Asia is electronic commerce. Global a-com
merce will have grown from zero to a $300-
plus billion business by the turn of the centu
ry. Three quarters of e-commerce will be 
business-to-business. Few enterprises can af
ford to ignore this commercial wave. E-com
merce will not only create new business, it will 
also make transactions vastly more efficient. 

Governments around the world are now 
grappling with the issue of taxing a-com
merce. The first rule should be "do no harm." 
Government and industry should study the 

issue and find solutions that are technology
neutral, as well as fair to all governments. 
Regulatory bodies must avoid placing analog
based telecom access charges on the Inter
net. Access charges are usually excessive be
cause they contain subsidies created during 
the monopoly era of the telephone system. 
Sweeping the Internet into this regulatory 
regime will chill investment and growth. This 
issue will be joined wherever Internet protocol 
telephony begins to compete with traditional 
phone service. A "digital fire wall" is needed 
between the old, regulated analog world, and 
the new world of digital communications. 

Broadband issues 

Telecommunications deregulation. The 
world is racing to deregulate monopoly public 
telephone networks. Deregulation will foster 
competition which will bring in new invest
ments and services. Among those services 
will be greater bandwidth-at home as well as 
at work. Digital customers are thirsty for 
bandwidth. Such "superhighways" are the key 
to high-data rate transmission that is vital to 
Internet use. Regulations and standards 
should also make ISDN and DSL technologies 
available and affordable. 

PC-TV integration. Consumer electronics 
is moving from analog to digital. For example, 
the PC and TV technologies will converge. Na
tional regulatory and standard-setting policies 
for digital TV (DTV)-as well as devices such 
as the cable set-top-box-must establish 
market-driven "open" systems. TV cables, 
once switched and upgraded, will provide 
bandwidth competition to telecommunica
tions systems for both voice and data. 
Can Asia be an IT customer? 

Asia has been an outstanding producer of 
IT products. The proliferation of IT products 
and technologies has created the Internet, a
commerce and tele-medicine. For Asia to 
share in the fruits of these developments
developments it helped to create-it must be
come a "customer" for technology products 
produced in the region and around the world. 
Wise and pro-free market public polices will 
complement those investments and create the 
national business environments that will fos
ter success in the Information Age. e.. 

Michael C. Maibach is Vice President, Government 
Affairs, at Intel Corporation. 
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South Africa: Will Telkom's 
Monopoly Strangle E-commerce? 
by Arthur Goldstuck 

18 

Arthur Goldstuck is the 
founder of Media Africa 

(http:!lwww.mafrica.co.za), 

an Internet research, con· 
sulting and publishing or
ganization in South Africa. 

he latest edition of the biannual 
Internet Domain Survey, the 
world's most elaborate measure 

of Internet connectivity, put South Africa 
in 20th place in the world in terms of the 
number of computers connected to the 
Internet. This ranking, measured at the 
end of July 1998, ought to have been a 
cause for rejoicing since it placed what is 
in reality a Third World country squarely 
within the arena of major league players 
in Internet utilization. 

The reaction, however, was entirely the 
opposite: great consternation and mutual 
recriminations. The reason? South Africa 
ranked number 14 in January 1996. By 
July 1997 it had fallen to 18. The most re
cent announcement prompted Telkom, 
the monopoly telecommunications 
provider which is 70% owned by the gov
ernment, and the Internet Service 
Providers Association which represents 30 
major and minor ISPs, to trade accusa
tions as to which one was responsible for 
the continuing ebb in South Africa's abili
ty to compete globally via the Internet. 

In late I997 the South African 
Telecommunications Regulatory Authori
ty (SATRA) cited this drop in rankings 
when it denied Telkom the right to exclu
sivity of Internet service provision in 
South Africa. Telkom has taken this deci
sion to the courts, arguing that its five
year monopoly status over telephone ser
vices included a monopoly over Internet 
or Internet protocol (JP) connectivity. 
The government had granted Telkom a 
monopoly over telephone services in re-

turn for requiring it to deliver lines to 
under-serviced areas throughout the 
country. While the issue concerning ex
tending Telkom's monopoly remains 
pending, the Internet industry faces busi
ness as usual, but with the shadow of a 
more restrictive regulatory framework 
hanging over it. 

The perils of a monopoly 
Were Telkom to be granted its sought

after lP monopoly, the Internet indust
ry-now worth an estimated $333 mil
lion-might be forced to abandon its sub
scriber base of more than 250,000 indi
viduals and small companies and more 
than 2,000 corporate clients. Clearly, this 
would be a major setback for the industry 
as well as for its clients. 

Furthermore, e-commerce has grown 
tremendously in recent years, and it is the 
driving force behind the expansion of the 
Internet. However, the legal battle for ex
elusive monopoly rights may conclude by 
imposing a regulatory framework that 
will retard the potential of more explosive 
growth of e-commerce. 

South Africa is an instructive case 
study because it exemplifies a dilemma 
facing many policymakers in developing 
countries. Some are considering granting 
monopoly status to a company in return 
for requiring it to extend telephone ser
vices to rural or poor areas that do not 
have telephone access. In doing so, the 
government may also eventually en
counter a creeping monopoly that wants 
to assert its authority over the Internet, an 
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area that thrives in an unregulated, entre
preneurial environment. Allowing the 
monopoly to extend its authority over the 
Internet may provide the rope that will 
ultimately strangle e-commerce. 

The Internet's unforeseen growth 
The Internet appeared in South Africa 

in the early 1990s, a time when the au
thorities had no interest in it. It entered 
on the back of electronic bulletin board 
systems (BBSs), which were computers 
that allowed an individual to dial in via 
modem and to exchange messages or 
download and upload files. Many BBSs 
were connected to computer networks set 
up by hobbyists, enthusiasts, academics, 
and researchers, while the networks were 
linked to the Internet via "friendly insid
ers" at academic institutions. As a conse~ 
quence, any BBS user in South Africa 
could exchange electronic mail via the In
ternet. In the short period between 1992 
and 1994, a strong core of Internet users 
emerged in South Africa under the nose 
of an unsuspecting Telkom. 

The first commercial ISP emerged in 
1994 to an already existing audience. 
However, that year Telkom finally awoke 
to the presence of both the user commu
nity and the industry. It briefly threat
ened to close down this industry, partly 
by refusing to install additional telephone 
lines that were desperately required by 
the ISPs. This threat coincided with 
South Africa's transformation to a demo
cratic society and proved a great embar
rassment to the company that was trying 
to shrug off its roots in an apartheid soci
ety. An apparent iron-fist approach to 
small operators was an uncomfortable re
minder of the all-too-recent era of tight 
control and aggressive suppression of 
dissent. The threat was withdrawn, the 
hold order was taken off the new tele
phone lines, and an industry that had 
been holding its breath prepared to 
explode. 

Telkom moves in 
It was not until 1996 that Telkom an

nounced that it was entering the fray as 
an ISP. After testing its ability to provide 
this service, both in terms of infrastruc-
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lure and access services, Telkom revealed 
its underlying motive: it applied to have 
the private provision of Internet services 
declared illegal. 

Telkom justified this proposal by argu
ing that its monopoly status over tele
phone services entitled it to a monopoly 
over the Internet as well. The government 
had granted Telkom a monopoly over 
telephone services but in return required 
it to deliver 2.8 million new lines by 
March 2002, most of these going to 
under-serviced or "disadvantaged" areas. 
South Africa has a population of 40 mil
lion people, but only 4 million currently 

D --
have access to telephone lines. Another 
120,000 lines will be installed as public 
telephones, primarily in rural areas. By 
March 2005, it is projected that 8.3 mil
lion lines will be connected. 

The consequences have not been all 
that Telkom could have anticipated. It had 
assumed that its "new South Africa" cre
dentials, along with its mission to connect 
the entire country, would have been 
enough to convince the regulators to ac
cept its proposal to become the sole Inter
net provider. At the same time, it expected 
that its challenge to the independent ISPs 
would put a halt to their further expan
sion and drive subscribers to Telkom's 
subsidiaries and partners. 

Instead, the ISP industry has continued 
to grow at a dramatic pace. In March 
1998 the number of dial-up subscribers 
exceeded 250,000, up from 154,000 in 
September 1997, while the user base con
tinues to expand by roughly 10% a 
month. 
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Does monopoly help or hinder the Internet? 
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However, as indicated by the Internet 
Domain Survey, investment in infrastruc
ture has slowed, due to uncertainty 
among ISPs about the outcome of 
Telkom's court challenge to their business 
as well as Telkom's reluctance to encour
age their growth. As a result, while the 
number of subscribers continues to grow, 
Internet users are encountering ever-slow
er and less efficient access to the Internet. 

Can e-commerce be harnessed? 
£-commerce has been the driving force 

behind the expansion of the Internet in 
South Africa, and it will continue to grow 
whether or not Telkom is successful in its 
legal battle for exclusive monopoly rights. 
In 1998 consumers are expected to spend 
$166 million viae-commerce, up 100% 
from $83 million in 1997, according to a 

1998 web commerce survey by Media 
Africa. While this represents less than 1 o/o 
of GNP, if taken with roughly $333 mil-
lion invested by the ISPs and the value of ( 
new Internet-oriented corporations that I 
are being formed through mergers and J 
acquisitions, the Internet industry is quite ,/ 
significant. Furthermore, by 2002 spend-
ing on e-commerce will reach $2.5 bil- I 
lion, according to BM!-Techknowledge, 
South Africa's main information technol-
ogy research organization. 

As the monopoly battle drags on, the 
Internet in South Africa will have grown 
from a fledgling industry into an eco
nomic force. This Internet economy has 
grown to the point where any attempt by 
the government to control or regulate it 
will certainly damage the economy. 

If Telkom becomes the sole ISP or li
censing authority for ISPs, it could also 
control the flow or nature of transactions 
across the network. Over the years 
Telkom has earned a reputation of offer
ing lethargic service and inefficient 
billing, and consumers and the private 
sector are already suspicious of Telkom's 
ability to deliver business-critical services 
beyond telephony. The intrusion of a 
parastatal into the control of transactions 
would certainly undermine the growth of 
online transactions and reduce public 
confidence in the Internet economy. 

Digging whose grave? 
A telecommunications irony may 

shape the future of the Internet and 
e-commerce in South Africa. Telkom 
views the independent Internet industry 
as a threat to its monopoly, while the reg
ulatory authorities have demonstrated a 
deeper appreciation for competition. 
Telkom's obligation to roll out universal 
telephone access will provide the plat
form on which ISPs will be able to offer 
universal Internet access. This would cer
tainly ensure continued economic bene
fits of the Internet and e-commerce. 
However, if the government grants 
Telkom the right to be the sole Internet 
provider, the future of electronic com
merce as a robust force in South Africa 
may be less certain. e.. 
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Postcards from Other African Countries 

It is an often repeated fact that there 
are more phone lines in Manhattan than 
in sub-Saharan Africa. In many ways, 
South Africans are in a more fortunate 
situation than their counterparts in the 
rest of Africa. No other African country in 
the Internet Domain Survey was ranked 
in the world's top 60. Egypt came in at 
number 65, Zimbabwe at number 76, 
Kenya at 81, Namibia at 83, Botswana at 
88, Morocco at 93, and Swaziland and 
Mauritius at 98 and 99, respectively. 

Lurking within these rankings is a frus
trating tale of bureaucratic red tape and 
monopolies' snails-pace response to 
rapidly changing opportunities. Many 
African governments claim that their citi
zens are eager and enthusiastic about 
using the Internet, but they have provided 
minimal financial support to exploit this 
enthusiasm. 

Loathe to deregulate 
While an entrepreneurial spirit is evi

dent in the Internet industries in Egypt, 
Kenya and Zimbabwe, their economies 
are rigidly controlled, especially in 
telecommunications, an arena the govern
ments see as highly strategic and not ne
gotiable as a government fiefdom. Gov
ernment officials in Kenya have stressed 
that they do not intend to retain control 
over Internet access. However, they have 
also said that basic social needs are more 
important than high-tech "luxuries:' 

"Our priorities at the moment are 
good roads, rural electrification, agricul
ture, and so on," Kenya's Minister for Re
searcll, Technical Training and Technolo
gy, Zachary Onyonka, said in 1996. "Some 
elements of information technology 
therefore remain superfluous to our 
needs or capabilities, and while we accept 
that we cannot do without this vital tool, 
we must critically assess what aspects of 
information technology we need. Al
though we are currently under-represent
ed on the Internet ... we should address 
the real issues, and these include the use: 

ECONOMIC REFORM TODAY NUMBER THREE 1998 

fulness and relevance of certain equip
ment to us." 

His comments, made at the opening of 
an exhibition that incorporated Kenya's 
first Internet conference, were greeted 
with dismay by the ISP industry which 
saw his remarks as justifying further delay 
in deregulating Internet access. Further
more, the Kenyan government regards In
ternet access as jeopardizing its control of 
news and information flows, and it may be 
reluctant to deregulate an industry that 
could eventually threaten it. 

This attitude permeates much of 
Africa. Countries often pay lip service to 
the notion of open competition on the 
Internet, while the monopoly supplier 
of infrastructure is 
openly antagonistic 
to the industry. In 
this kind of atmos
phere, it is quite dif
ficult to persuade 
the African public 
to fully and enthusi
astically utilize the 
Internet. 

It is unlikely that 
satellite communi
cations will offer 
the public greater 
access to technolo
gy. In South Africa, 
where such com
munications are the 
preserve of Telkom, 
only one license has 
been issued to a 
private sector company to receive and 
broadcast Internet signals via satellite. 
Several other satellite transmission ini
tiatives have been planned, but they de
pend on the goodwill of Telkom to let 
them through the regulatory red tape. 
Throughout the rest of Africa this 
prospect of satellite communications ac
cess is almost non-existent, although 
Senegal and Nigeria have made promis
ing moves towards liberalizing cellular 
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phone and satellite communications, 
respectively. 

Some countries are requiring their mo
nopolies to provide telephony services to 
areas that have traditionally been under
serviced. For example, Telkom in South 
Africa will establish "telecentres" in rural 
areas where communities rather than in
dividuals will be given access to commu
nication facilities. This promises to be an 
efficient approach to the problem of un
equal access. Other African governments 
may adopt this approach in order to rec
ognize the benefits of communal and in
dividual empowerment through access to 
resources. But the process will be drawn
out and slow as long as the government's 
appetite for control and regulation re
mains far heartier than its appetite for 
economic growth and empowerment of 
the public. 

Politics intervenes 
The benefits of electronic commerce 

are unlikely to be realized unless there is 
freer access to and freer competition for 
telecommunications resources. However, 

governments are intervening in the allo
cation of resources for the telecom
munications industry, thereby preventing 
e-commerce and Internet from playing 
the role of catalysts behind deregulation. 

Relative to these thwarted domestic 
forces, international forces such as the 
World Trade Organization (WTO) will 
have a far greater impact in Africa but 
over a much longer period. The WTO's 
insistence that telecommunications in
dustries be deregulated will allow private 
enterprise to invest in the Internet, there
by accelerating its global growth. 

13ut this will be a gradual evolution, 
not a big bang. As a consequence, most of 
Africa will likely fall even further behind 
the global information revolution. It will 
not participate in the Internet's evolution 
into new forms and the rolling out of 
telecommunications backbones as will 
occur in deregulated economies. Unless 
politicians step aside, African economies 
will not be able to compete against dereg
ulated economies that have plentiful 
telecommunications resources. ~ 
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Will Electronic Commerce Drive the World Economy? 

Three years ago, electronic 
commerce did not exist. In 1997, 
about $26 billion in commercial 
traffic could be attributed to elec
tronic transactions. A recent study 
of electronic commerce by the Or
ganization for Economic Coopera
tion and Development determined 
that by 2003, this figure could rise 
to $1 trillion-a 4,000%-plus in
crease in volume. While there is no 
easy way to estimate the impact of 
electronic commerce on the world 
economy, the statistics presented 
by this study make its future seem 
impressive indeed. 

But OECD officials say these 
amounts are a drop in the bucket 
of total world commerce. In fact, 
today about 80% of electronic 
commerce is US-based. While the 
US share of global e-commerce is 
expected to drop to two-thirds 

by CIPE 

within the next five years, it is still 
expected that global business-to
business electronic commerce will 
comprise only 54% of direct mar
keting sales in the US alone. Glob
al business-to-consumer com
merce will play an even smaller 
part, accounting for no more than 
20% of total e-commerce revenues 
in five years. 

So what is holding back a sig
nificant boom in electronic com
merce, particularly outside the 
United States? The issues vary 
around the world, but probably 
the biggest single reason is the 
enormous difference between the 
number of people connected to 
the Internet in the US compared 
to other parts of the world. This is 
expected to improve in the near 
term, but if policymakers in 
emerging markets want their 

countries to benefit from electron
ic commerce, they will need to ad
dress the following concerns: 

High cost of connectivity. Inter
net users often pay high per
minute fees to telecommunica
tions monopolies for access to the 
Internet. Access costs will have to 
be brought down. 

Poor communication lines. Users 
in many parts of the world have 
limited or poor access to the high
speed data access lines that elec
tronic commerce relies on. More 
bandwidth will be needed. 

Expensive computers. For con
sumers and small businesses in 
emerging market countries, the 
cost of purchasing a computer re
quires the outlay of a significant 
portion of income. Costs for set
ting up e-commerce will have to 
come down. elli 

Estimates of Global 
E-Commerce Sales 

(billion $) 

Geographic Breakdown 
of E-Commerce 

%of total 

Current Near-term Future 
(1996/97) (2001/02) (2003/05) 

Source: OECD estimates 
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North America (58%) ....... : Asia-Pacific (18%) 

• Europe (18%) Rest of world (6%) 

Source: I DC, 1997 
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Software Piracy and the 
Global Economy 
by Brian T. Jones 

@ y bolstering employment rates 
and national wealth, the software 
industry has had a tremendous 

impact on the global economy. For busi
ness PC applications alone, global rev
enues reached a whopping $17.2 billion 
in 1997. Unfortunately, the same year saw 
another $11.4 billion in revenues lost due 
to the work of a high-tech cat burglar
the software pirate. 

Software piracy is the illegal duplica
tion and/ or distribution of software 
through one of the following methods: 

0 "Soft-lifting" -installing software 
onto more than one computer with
out proper licensing 

0 Counterfeiting 

0 Hard disk loading-selling computers 
that are preloaded with illegal copies 
of software 

0 Rental 

- · -·, 0 OEM unbundling-selling software 
Brian T. Jones is an anti- that is legally sold only when bundled 
piracy specialist with the with another package 
Software Publishers Associa- 0 The Internet 
tion, the software industry's 
principal trade association 
that represents leading pub~ 
Ushers as well as start-up 
firms in business, home, of
fice, consumer, entertain
ment, and education mar
kets. A copy of SPA's 1998 
Report on Global Software 
Piracy may be found at: 
http·!lwww.spa.orglpiracy/ 
98report.htm. 

Why piracy hurts countries 
In a world where only state-of-the-art 

technology can compete and succeed, 
some nations see software piracy as a way 
to enter the information technology
based global economy without great ex
pense. Moreover, many countries seldom 
enforce their laws that protect intellectual 
property, if they exist at all. 

The spread of software piracy in these 

economies because it deters smaller soft
ware developers from entering the mar
ket. In many countries, the demand for 
software may be met through counterfeit 
copies found on street corners at a frac
tion of the retail price. Neither domestic 
nor foreign producers can possibly de
velop software at a price that can compete 
with the price on the street. Thus, the 
dilemma of software piracy comes full
circle: a country may want to become 
high-tech, but its own laws-or lack 
thereof-will not allow its citizens a fair 
opportunity to establish this industry. 

A 40% global piracy rate 
In 1997 the global piracy rate was esti

mated at 40%. This means that for every 
lOO copies of a software application, 40 
were illegal. In some countries, piracy 
rates have reached as high as 98% (see 
below). 

Countries with the Highest Piracy Rates 

Vietnam 98% 

China 96% 

Indonesia 93% 
-------

Bulgaria 93% 

Oman 93% 

CIS (except Russia) 92% 

Russia 
--r------- -- --

89% 
··----- --· -- .. . 

El Salvador 89% 
··-··-· . -·· ·-·---· 

Bahrain 89% 

Pakistan 88% 

' - COUntries actually hurts their OWll Source: BSA/SPA Worldwide Software Piracy Estimates, 1997. 
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Although the piracy rate in the United 
States was 27%, one of the lowest rates in 
the world, the actual loss in US retail sales 
due to domestic piracy in 1997 exceeded 
$2.8 billion, the largest loss in any single 
country (see below). In fact, since 1994 
more than $12 billion has been lost due to 
piracy in the United States alone. How
ever, software piracy is by no means re
stricted to the US. While the US has expe
rienced the most damage as an individual 
country, Asia-Pacific and Western Europe 
have also contributed greatly to world
wide loss, accounting for 34% and 22%, 
respectively, of worldwide software piracy. 

Piracy patterns differ by region 
Asia-Pacific is responsible for more 

software piracy than any other region in 
the world. The three highest piracy rates 
in the world were found in three Asian 
countries: Vietnam (98%), China (96%) 
and Indonesia (93%). Since the piracy 
rate is the ratio of illegal copies to total 

copies, Vietnam has only two legal copies 
of an application per 100 copies. 

Although some Asian countries have 
recently established laws that protect in
tellectual property, the enforcement of 
these laws has been rather disappointing. 
For example, in China the number of ille
gal copies of software has surpassed the 
number of legal copies in Japan. In China 
it is not uncommon to find a drafting 
program with a retail price of $3,750 
being sold in a small shop for as low as 
$25. How can a software developer possi
bly hope to compete with that? 

China has taken minimal proactive 
measures against software pirates. In con
trast, officials in Hong Kong have in
creased the number of raids on these 
kinds of corner shops, resulting in fines 
and jail time for the pirates. These im
provements resulted from trade sanction 
threats against Hong Kong by the US 
Trade Representative (USTR), proving 
that governments can curb piracy. 

Countries with the Largest Piracy Losses 
(1997, $millions) 

3000r-------------------------------------------------------------~ 
2780 

United 
States 

1449 

China 

753 

Japan 

Source; BSAfSPA Worldwide Software Piracy Esf1mates, 1997. 
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Although the counterfeit market in 
Western Europe is not as rampant as in 
Asia, software piracy is still a large con
cern. Western Europe is similar to the 
United States in terms of wealth and soft
ware usage, but the piracy rates in many 
of the countries in this region are in ex
cusably high. As in the United States, 
many companies place one legitimate 
copy of a software program onto some
times hundreds of machines as a way to 
cut expenses. 

However, the money saved by using pi
rated software is offset by the lack of ac
cess to technical support and documenta
tion, the inability to upgrade to new 
versions, the risk of acquiring a computer 
virus, and possible fines that may be as
sessed for copyright violations. 

--GPO --
To eliminate piracy 

Efforts to tame the piracy problem re
quire a two-pronged approach involving 
enforcement and policy. The United 
States and many other countries provide 
legal protection of intellectual property
including software-by giving exclusive 
rights to the property owner. 

In the United States, Title 17 of the 
Copyright Act of 1976 makes it illegal to 
duplicate software for any reason without 
the permission of the copyright holder, 
except when creating a back-up copy. Vio
lators may suffer penalties as high as 
$250,000 per title and five years imprison
ment for criminal violations. 

In addition, if an organization under
goes a software audit requested by an en
tity such as the Software Publishers Asso
ciation (SPA), it must prove that enough 
licenses have been purchased to cover the 
number of copies found on the organiza
tion's computers. Non-compliant organi
zations face the possibilities of stiff fines 
and potentially damaging publicity. In 
order to avoid this scenario, organizations 

must establish an effective software man
agement plan that details the proper pro
cedure for purchasing and installing soft
ware and the consequences for employees 
who install software illegally. 

0 Lawmakers should seek stronger penal
ties for copyright violations rather than 
the common slap-on-the-wrist tech
nique that is found in many countries. 
They should oppose trade barriers that 
hinder the access of software compa
nies to markets in Europe, Asia-Pacific 
and Latin America. If foreign compa
nies cannot enter these regions legiti
mately, their software will leak in 
through other means. 

0 Support from governments and multi
lateral regimes such as the World In
tellectual Property Organization is 
necessary to fight software piracy by 
introducing research and development 
tax credit systems, reducing capital 
gains taxes, and passing an interna
tional treaty that protects intellectual 
property and copyrights. 

0 In the United States, the USTR has a 
list of countries that face possible 
trade sanctions because they do not 
adequately protect intellectual prop
erty. Other nations should follow this 
lead in order to promote the impor
tance of copyright protection and to 
emphasize that the theft of intellectual 
property will not be tolerated. 

0 Government agencies should inform 
software publishers of high rates of 
software piracy within their borders 
and work with them to deter the theft 
through contracts, government regis
tration, litigation, and public policy. 

0 Government agencies themselves 
should be committed to using only 
legal software in their own offices. A 
government agency that runs on only 
one legitimate copy of a spreadsheet 
program is not setting a good example 
for its citizens. ~ 
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Understanding the Global 
Information Infrastructure 
by P. Bai Akridge 

he information technology 
revolution is upon us. It is 
crossing national and re

gional boundaries, undermining old 
social and economic institutions, and 
planting the seeds of new ones. It is 
challenging slow-moving bureaucra
cies, both public and private, and 
changing the way we learn, work, 
heal, and govern ourselves. This rev
olution is called the Global Informa
tion Infrastructure, or GII. 

When fully realized, the GII will 
be a vast web of hundreds of thou
sands of networks that will affect 
everything from manufacturing and 
health care to the democratization of 
nations. These networks will run our 
factories, process our financial trans
actions, organize our work, increase 
our productivity, instruct us and our 
children, help physicians and hospi
tals to care for us, connect us more 
closely with friends and family, en
tertain us, and perform a myriad of 
other services not yet conceived. 
Electronic commerce is expected to 
expand quickly from about $2 billion 
today to around $300 billion by the 
year 2000. 

In order to fully realize the bene
fits of the GII, it must be widely used 

,-~c.-~--~-----,------....-·-··--- .. ,-~. 
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and be accessible through a wide va
riety of products and networks. Pri
vacy and data security rules and reg
ulations must be adequate and they 
must ensure a high level of trust. 
The best way for governments to en
courage the growth of the GII is to 
eliminate trade, investment, techni
cal, and other barriers that hinder 
competition. 

Global benefits of Gll 
Creating and expanding markets. 

The GII is creating and expanding 
domestic and international markets 
as well as reducing the cost of trade. 
Indigenous artisans, small and medi
um businesses and multinational en
terprises are selling goods and ser
vices in markets they never reached 
before. Cheaper and easier-to-use 
computers, as well as improved ac
cess to advanced telecommunica
tions networks-both private and 
Internet-are making this possible. 

For example, after successfully im
plementing a pilot Asynchronous 
Transfer Mode (ATM) network in 
1997, Bulgaria is now building a full
scale, state-of-the-art, broadband in
formation infrastructure to facilitate 
communications and commerce. 
IBM is working with the Bulgarian 
Telecommunications Company to 
develop the first Eastern European 
high-speed network for transmitting 
data, voice and video using the ad
vanced ATM technology. Bulgaria's 

capital, Sofia, will become one of the 
first European cities to provide ATM 
broadband telecommunications ser
vices that will enable large compa
nies and their branches-cable tele
vision, banks and others-to offer 
and use video-on-demand, high
quality video conferencing and high
speed enhanced data services. 

Expanding the economy. Develop
ing the GII will add billions of dol
lars to the world economy. Integrat
ing computing and information net
works into the economy will make 
companies more productive, more 
competitive, and more adaptive to 
changing conditions. New job op
portunities will be created in the 
processing, organizing, packaging, 
and dissemination of the commer
cial, information, and entertainment 
products that will flow through the 
GII. One of the most critical issues 
will be reforming education systems 
and training programs to prepare 
citizens to take advantage of emerg
ing and future opportunities. Simi
larly, economies may need to adjust 
in order to produce goods and ser
vices more marketable in a global, 
networked economy. 

Improving productivity. Expanding 
productivity is vital to the long-term 
economic viability of nations be
cause firms are increasingly insisting 
on using fewer resources to create, 
provide, and maintain goods and 
services. As a result, overall costs will 
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decrease while valuable resources will also continue to improve health cess to medical databases and experts 
will be freed to invest in other care access and quality while reduc- in developed countries. School chil
sources of economic growth and ing medical costs. Efficient access to dren can communicate with their 
productivity. For example, electronic adequate and reliable data can help national and international peers. 
trading will save stock buyers and determine how nations and societies Realizing the benefits of the GJI 
sellers millions of dollars annually can grow efficiently without damag- will require economic and technical 
and permit more efficient trading. ing the environment. Information resources beyond those ordinarily 

Promoting democracy. The GII will technology is also revolutionizing available in developing countries. Be
permit individuals to learn more education around the world and cause market and other risks limit 
about their governments and to par- changing the ways teachers instruct international private investment, 
ticipate more actively in governing. and students learn. multilateral development banks 
Most agencies of the US, Canadian (MDBs) are critically important. 
and European Union governments Benefits for developing economies These institutions can play a key role 
maintain home pages on the World Nowhere on the globe are these in providing project finance assis
Wide Web, as do international agen- potential benefits of the GII greater tance to developing country govern
cies such as the United Nations, Or- than in developing countries. The ments and private firms. The MDBs 
ganization for Economic Coopera- emerging GII, with its vast networks have traditionally focused on such 
tion and Development, World Trade for connecting and processing data infrastructure projects as ports, dams 
Organization, World • " · -. · · -~ - · · -- -------- -~ ~ and transportation systems. 
Bank, International Mon- PeopLink, a US-based, non profit organization, is In the future, however, 
etary Fund, and Asia Pa- using the Internet to enable indigenous artisans in they will need to put 
cific Economic Coopera- Bangladesh, Guatemala, Haiti, Cambodia, Morocco, greater emphasis on de-
tion. Many other govern- and other developing countries to market their handi- veloping the information 
ments are in the process k ld h h h infrastructure which can wor around the wor . T roug t e PeopLink Web 
of making their informa- site (http://www.peoplink.org/genlabout.htm), people help improve education, 
tion available, and politi- around the world can learn about these artisans, their communications, public 
cal parties are also using cultures, and their crafts as well as purchase their safety, banking and fi-
the World Wide Web to 1 nance, environment, and handiwork from an electronic cata og using a credit 
disseminate their mes- health. The possibilities • card. In this way, the Internet can give isolated artisans 
sages and to provide ser- access to a global market and expose visitors to the of having more complete 
vices to members. and timely access to in-' Web site to cultures and peoples they never may have 

Exchanging ideas and known about. formation through the 
information. Access to Gll, whether in banking, 
ideas and information ---- --------- ---·----· manufacturing or agri-
from around the world will perhaps and images, can help countries leap- cultural sectors, will open new av
do more than anything else to em- frog technological handicaps, thereby enues of growth and stability for 
power people and improve their accelerating economic development these countries. 
lives. In some instances, the ability to and advancing social progress. 
access information can help save Some countries have incomplete 
lives. For example, the Pan American telecommunications systems or have 
Health Organization conducted a not invested heavily in infrastruc
hemisphere-wide teleconference to ture. They may actually be well posi
present new methods for diagnosing tioned to rapidly join the GII be
and preventing the spread of AIDS. cause they will not need to write off 
Without the innovations of the GII, large-scale investments in copper 
crucial information on personal wire systems as will be required in 
health and safety would not reach pop- other parts of the world. 
ulations in need as quickly or easily. The information infrastructure 

Sector benefits. GII applications will also help developing countries 
will assist manufacturers in coping compete on equal footing with their 
with the complexities of exchanging trading partners in industrial coun
information and data about product tries. Through the development of 
development between companies new networks, physicians in develop
and across international borders. GII ing countries can have low-cost ac-
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Building the foundation of Gll 

To fulfil! its promise, the GII must 
integrate the following four essential 
elements: 

Communications networks. This 
first building block comprises inter
connected and interoperable com
munications networks, including 
telephone, cable, cellular/PCS, and 
satellites. The networks will provide 
services over a range of speeds and 
bandwidths, allow a variety of uses, 
and be capable of transmitting infor
mation in a combination of varied 
formats including text, image, audio, 
and video. 
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Computers. High-performance 
computers resident on the commu
nications networks will be central to 
the ability of the GII to provide intel
ligent switching and enhanced net
work services. Easy-to-use network 
computers, laptops, palmtops, per
sonal computers and workstations 
will mask the power and complexity 
of the underlying system and enable 
individual users to tap into the GII as 
easily as they now dial a phone. De
veloping this type of system depends 
on software, including operating sys
tems and application packages. Ap
plications to help users perform tasks 
quickly and easily must be widely 
available and easily accessible over 
the network. 

Information and services. The vast 
range of information and services al
ready available through the GII will 
continue to expand. For example, 
public and private databases and dig
ital libraries that include material in 
text, video, image, and audio formats 
are already proliferating, as well as 
information services, network direc
tories and search engines that assist 
users in locating, synthesizing and 
updating information. Two related 
features will also be important for 
successful GII implementation: mul
timedia and access through a single 
vendor. While the components of 
multimedia have been available indi
vidually for some time, it is the inte
gration of these media that repre
sents the sea change. Customers will 
seek a single vendor who can provide 
access to these multimedia services. 

People. GII requires appropriate 
education and training, and this will 
affect what skills are taught and how 
the teaching is carried out at every 
level from grade schools to universi
ties. GII will depend on the abilities 
of business people, medical person
ne!, educators, scholars, government 
employees, and ordinary individuals 
to take advantage of the rich and var
ied resources available through the 
system. The organizations that cre
ate, package, communicate, and sell 
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information through the GII must be 
staffed by people with a high level of 
technical education. 

Removing barriers to building Gll 
Outlined below are several public 

policy principles and recommenda
tions that are critical to extending a 
robust information infrastructure to 
the developing world. 

Private-sector leadership and com
petition. In order to realize the full 
benefits of the innovations in the in
formation technology industry, the 
private sector and the competitive 
marketplace must be the driving 
forces behind the evolving GII. Many 
governments have agreed in princi
ple on the necessity of opening mar
kets but engendering the political 
will to move forward is often diffi
cult. Dismantling the regulatory bar
riers is a prerequisite for enabling 
competition and the new services 
that GII generates. 

Market access. Governments can 
best contribute to building the GII 
by promoting an environment of 
open competition. This involves 
eliminating regulatory, trade, invest
ment, and other barriers that stifle 
competition. The GII involves not 
only the telecommunications sector, 
but also service providers and manu
facturers of hardware and software 
that create the physical networks. All 
these sectors must be open and 
competitive. 

Governments can also enhance 
market access by being committed to 
national treatment that should apply 
to all investors. A country that seeks 
to limit trade or investment in these 
markets will slow the rate of growth 
of its infrastructure, deprive its com
panies and citizens of the best prod
ucts and services at the best price, 
and undercut its competitiveness and 
quality of life. 

Promoting competition. To ensure 
a rapid transition to a competitive 
marketplace in the telecommunica
tions industry, the following mea
sures should be taken: 

0 All telecommunications services 
and infrastructure should be 
opened to competition. 

0 Incumbent telecommunications 
operators must provide competi
tors with nondiscriminatory ac
cess to unbundled network facili
ties and services. 

0 The incumbent telecommunica
tions operator's tariffs should be 
rebalanced to reflect costs that are 
free of distorting cross-subsidies. 

0 Regulatory authorities should be 
independent, and they should use 
objective, transparent procedures. 

Eliminating barriers. Eliminating 
trade, investment, technical, and 
other barriers that hinder or prevent 
foreign competition should be a high 
priority for governments that want 
to promote the GII and enjoy its 
benefits. These include trade barriers 
that stifle imports and exports, in
vestment barriers that hinder domes
tic and international foreign invest
ment, and other government barriers 
that discriminate against foreign 
suppliers. 

The 46 countries that signed the 
Information Technology Agreement 
(ITA) in December 1996 largely 
eliminated tariffs on information 
technology products. Other coun
tries-China and South American 
and African nations-should agree 
to the ITA as soon as possible. In ad
dition, the signatories to the ITA 
should adopt the ITA 11 with as 
broad a product coverage as possible. 

Export control policies may ad
dress legitimate national security and 
foreign policy requirements, but they 
can also create major market access 
disincentives for the GII. Export con
trols on sophisticated new systems, 
such as massively parallel computers 
that are ideally suited for serving the 
technology needs of the GII, must 
also be relaxed or eliminated. Export 
controls should also be rapidly ad
justed in order to take into account 
the rapid pace of technological ad-
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vancement. Otherwise, even laptop 
computers can be subject to control. 

Discriminatory investment barri
ers must be eliminated. The GJI will 
require massive domestic and foreign 
investment, much of it in the services 
sector. Investment impediments in
clude lack of national treatment, 
screening of foreign investment, re
strictions on foreign service 
providers, market reservations, per
formance requirements, and domes
tic manufacturing requirements. In 
addition, withholding taxes on pay
ments of dividends, royalties and in
terest should also be lowered. 

Additional government policies 
contribute to restricting market ac
cess. These include discriminatory 
procurement practices; the absence 
of open and transparent procedures 
and regulations, such as the lack of 
harmonized trade-related adminis
trative practices; inadequate or un
enforced protection for intel
lectual property rights and 
licensing; restnctwns on 
transborder data transmis
sion; and restrictions on the 
transborder movement of 
people. These and similar 
government barriers and 
policies should be eliminated 
as soon as possible in order 
to promote the free flow of 
goods and services on which 
the GJI depends. 

Interoperability. The Gll 
would be an impossibility 
without interoperability. In
teroperability refers to the 
ability to use any informa
tion equipment to plug into 
any part of the Gll and ac
cess any database or commu
nicate through any network 
in any other part of the in
frastructure. It allows diverse 
systems made by varied ven
dors to communicate with 
each other, thereby facilitat
ing communications among 
users. User demand for en
hanced interoperability is a!-
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ready driving the industry to re
spond aggressively, and market forces 
will cause interoperability to develop 
more rapidly compared to a formal 
standards process or governmental 
intervention. 

Where appropriate, standards can 
further the goal of interoperability, 
however. The private sector is best 
positioned to weigh various factors 
in setting standards, including time
liness, breadth of support, technical 
superiority, and implementation 
costs. The industry-led, voluntary
standards development process is the 
best way to achieve the interoperabil
ity required for the GII. 

In competitive markets, the pri
vate sector must lead the develop
ment of standards for interoperabili
ty. Competition drives innovation 
and the development of products. In 
noncompetitive markets, regulatory 
intervention may be necessary to en-

sure that internationally accepted 
standards are implemented. 

Industry members of standards 
bodies and other forums that address 
GII interface specifications should 
ensure prompt action in accepting 
and adopting interfaces whose tech
nical specifications are open to other 
manufacturers and service providers. 

Developers of proprietary tech
nology critical for GJI interface stan
dards should be able to license the 
technology on reasonable terms and 
conditions. This process is already 
functioning and can be seen in the 
work of the American National Stan
dards Institute (ANSI), a nonprofit, 
privately funded organization. All in
terested parties are free to participate 
in the development of national stan
dards under the procedures ap
proved by ANSI. In 1994 ANSI estab
lished the Information Infrastructure 
Standards Panel (liSP) to accelerate 

the development of 
voluntary standards 
critical to the GII. The 
work of ANSI and liSP 
provides a model for 
the international stan
dards-setting process 
that will ensure contin
uing interoperability in 
the GII. 

Data security and 
privacy. The GII will 
evolve only if users are 
confident that their in
formation and transac
tions are private. It is 
essential that sensitive, 
personal and pr9pri
etary information be 
protected and made 
available in accordance 
with internationally ac
cepted guidelines. 

Data security in-
volves protecting infor

i' mation from unauth-3 
"' orized or accidental ] 
~ access, modification, 
~ destruction, or disclo
~ sure. Encryption is cur-
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rently the best way to ensure security, 
particularly when transmitting infor
mation over electronic networks. En
cryption can enable a number of secu
rity services, such as data integrity, au
thentication and data confidentiality. 

Eliminating barriers 
However, many countries, includ

ing the United States, impose export 
controls or usage restrictions that in
hibit truly secure communications. 
These measures create an interna
tional environment that discourages 
or prevents businesses and other 
users from acquiring, employing, 
storing, or selling those cryptograph
ic methods that best meet their 
needs. What is needed is an interna
tional policy that eliminates unnec
essary barriers between nations and 
promotes broader' international 
awareness of the importance of secu
rity on the networks without under
mining legitimate government re
sponsibilities and concerns. 

Users need varied cryptographic 
techniques to fulfill the multiplicity 
of their needs. Users should have the 
freedom to choose the strength of the 
encryption, the method for encoding 
communication, and the key man
agement system appropriate to its ap
plication and eventual destruction. 

In order to ensure international 
acceptance and public confidence, 
encryption-based solutions must be 
available for public scrutiny. To as
sure complete interoperability, in
dustry-led technical standards must 
be adopted in sufficient detail to 
meet the communication needs of 
users who employ varied crypto
graphic solutions. This will ensure 
complete disclosure and specification 
of interfaces. 

Encryption methods must be 
widely accepted by business and gov
ernments around the world and re
main free of unnecessary govern
ment control. National encryption 
methods that are not internationally 
acceptable do not satisfy the needs of 
international business for secure 
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worldwide communications and can 
create serious harm to networks in 
home countries and abroad. 

Encryption should be implement
ed in a flexible way. It should be us
able in either hardware or software, 
and vendors and users should be free 
to make technical and economic 
choices about modes of operation 
and implementation. 

The unauthorized disclosure of 
keys can have significant and possi
bly unrecoverable economic conse
quences. Therefore, those holding 
keys or key recovery information in 
trust for others should be liable for 
any improper disclosure. These 
trusted parties, including govern
ment agents, should be liable for 
theft, loss or any improper disclosure 
of keys. 

Governments should agree that 
their lawful access to encryption keys 
or recovery information should be 
no greater than the access they have 
for the underlying plain text. 

Intellectual property protection. 
Strong protection of intellectual 
property will fuel competition and 
innovations that are the engines for 
the GII. Creators of hardware, soft
ware and content will not participate 
in the GII unless there are appropri
ate systems in place internationally 
that enable them to set and enforce 
the terms and conditions under 
which their works are made avail
able. Moreover, the public will not 
buy the products and services avail
able on the GII unless they are pro
vided under equitable and reason
able terms and unless reliability and 
integrity are assured. 

The copyright, patent and other 
intellectual property issues involved 
with the global network are not fun
damentally different from those 
faced by right-holders in the pre-net
worked environment. Copyright law, 
for example, protects intangible 
rights in authors' intellectual cre
ations, regardless of their form. 
Copyright law is well suited as a 
framework to protect software and 

other types of works in the digital 
realm. Also, an effectively function
ing patent system that encourages 
and protects innovations in technol
ogy should also address the require
ments of the GII. 

However, because of national vari
ations in these laws, international 
harmonization has become increas
ingly important. Such international 
agreements as the Berne Copyright 
Convention and the GATT Trade
Related Aspects of Intellectual Prop
erty Agreement provide useful 
frameworks within which to develop 
greater international consistency to 
protect intellectual property rights. 

The following critical issues illus
trate areas where greater harmoniza
tion is necessary: 

0 Countries should not discriminate 
in granting and protecting intel
lectual property rights of their 
own nationals and foreign na
tionals. This rule prevents in
equities in national legal schemes 
and reduces international retalia
tion in the fields of intellectual 
property and trade. 

0 Compulsory licensing of intellec
tual property rights should be 
prohibited. Intellectual property 
rights should be licensed and ex
ercised only with the author's or 
right-holder's free consent. tNi 
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by Kimberly Bartlett and Rebecca Schneider 

@) he Internet has become an 
invaluable tool in develop
ing countries for think 

tanks, advocacy groups and business 
associations. Because connecting to 
the World Wide Web is often very ex
pensive in areas where the telecom
munications infrastructure is unde
veloped or highly regulated, these 
groups use the Internet primarily to 
communicate with individuals and 
other groups via email. 

However, if they use the Internet 
creatively, they will find that its func
tions go far beyond a simple two-way 
communication tool. For example, 
on the Internet: 

0 think tanks can disseminate their 
research, conduct research on 
unemployment statistics, find 
other organizations that conduct 
similar work, and locate a paper 
delivered at a conference. 

0 advocacy groups can educate the 
public about a newly passed law, 
engage the community in a debate 
about an issue, and directly lobby 
government officials. 
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Kimberly Bartlett is Training Coordina
tor and Rebecca Schneider is Information 
Technology Specialist at Sabre Founda
tion, Inc. Cwww.sabre.org), a nonprofit 
organization that conducts Internet and 
information technology training for peo
ple from developing countries. 

0 business associations can recruit 
new members, offer services that 
are only accessible to existing 
members, and lobby the govern
ment for pro-business policies. 

The activities of the Internet can 
be divided into four overlapping and 
complementary realms: two-way 
communication, conducting re
search, disseminating information, 
and public relations. Each of the fol
lowing discussions introduces the 
basic steps and instructions connect
ed with that particular use of the In
ternet. Users who are more experi
enced with the Internet can 
concentrate on the specific functions 
of the World Wide Web. In addition, 
there is a glossary attached to this ar
ticle that explains some technical 
terms. 

Two-way communication 
The ability to communicate 

quickly, inexpensively and informally 
with individuals and organizations is 
a hallmark of the Internet. Electronic 
mail can be an excellent tool for 
communicating within and between 
organizations, and it creates new 
possibilities for conducting business 
with target audiences. Individuals 
can use the Web to set up a free email 
account. The Internet can be ac
cessed at many public sites such as li
braries, universities and nonprofit 
community centers. 

Users can use email to enter into 
electronic discussion groups. Inter
net Relay Chat (IRC) allows partici
pants to conduct a text-based live 
conference or "chat:' Individuals can 
create a channel, or chat area, while 
others in that channel can see what 
has been written. Private channels 
can be easily created for multi-per
son conferences. For instructions on 
how to get started with IRC, see the 
Web site http://www. undernet.org/ 
documents/. Groups that do not 
have access to the World Wide Web 
can send email to this address to re
trieve instructions. 

Conducting research 
The World Wide Web is the pri

mary navigation tool used by people 
to "travel" the Internet via hypertext 
links. The Web gives users the ability 
to go laterally from one document to 
another, while search engines can as
sist researchers in finding papers, 
bibliographies and contacts. These 
search engines include Altavista 
(http://altavista.digital.com), "assist
ed" search engines that use natural
language processing (Askjeeves, 
http://www.askjeeves.com), and "di
rectory" sites that group Internet re
sources by topic (Yahoo!, h11J2;LL 
www.yahoo.com ). 

Researchers can access thousands 
of discussion groups, which are also 
known as "newsgroups," via Usenet 
ilit!J?://usenetminingco.com). The Web 
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contains thousands of newsgroups, 
each focusing on a different topic. 
Because newsgroup messages are 
stored on newservers, to retrieve 
messages a user must have access to 
both a newserver and a newsreader 
such as those available through Mi~ 
crosoft Explorer and Netscape Navi~ 
gator, or a specific newsreader soft~ 
ware program such as NewsWatcher 
(Macintosh), Free Agent (Windows) 
and "nn" (UNIX). Users must have 
access to these newservers in order to 
access such groups as soc.org.non~ 
profit (those involved in non profit 
work) and alt. usenet.newbies (peo~ 
pie new to Usenet who have to ask 
questions). 

Those who are new to the Internet 
may find HELPNET@vm.temple.edu 
a useful discussion list. To subscribe 
to this list, send the command "SUB~ 
SCRIBE HELP~NET Firstname Last~ 
name" in the body of an email mes~ 
sage to LISTSERV@vm.temple.edu. 

A user can gain access to a news
group or electronic discussion list 
without having access to the World 
Wide Web. However, those who have 
access to the Web can search a news~ 
group for specific information. One 
such site is DejaNews (http://www. 
dejanews.com). A description of the 
many discussion lists that are avail~ 
able on the Web can be found at 
http://www.liszt.com, "Liszt: the mail~ 
ing list directory:' 

Disseminating information 
It is helpful to conceptualize the 

Internet as a place with a ready~ made 
audience, where the only effort need~ 
ed to "introduce" oneself is develop~ 
ing a Web site or posting a message 
to a discussion list or newsgroup. 
This type of electronic communica ~ 
tion reaches a much wider audience 
than paper publishing or telephone 
calls. 

Most Internet~based publishing is 
carried out on the World Wide Web, 
and documents can be offered in a!~ 
most any language of any country. 
The two most popular methods are 
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Private and public granting agencies often place their grant guidelines 
and information on particular programs on Web sites. Some agencies 
accept proposals via email which saves valuable time for proposal writ~ 
ers. On-line organizations, such as the Foundation Center (http:// 
www.foundationcenter.org), have extensive links to grant-making in
stitutions on the Internet as well as links to other resources of interest 
to the grant-seeker. 

"HTML" (HyperText Markup Lan~ 
guage) and Adobe Acrobat. HTML 
allows individuals to format a World 
Wide Web-document to include im ~ 
ages, links and sophisticated graphic 
displays. More information about 
HTML can be found at the World 
Wide Web Consortium Web site at 
http:/ /www.w3.org. 

Adobe Acrobat Exchange (!illp_;li 
www.adobe.com) gives institutions 

the capability to use non-English 
language materials that require spe
cial fonts to communicate with In
ternet users who do not have such 
fonts. For example, Russian language 
documents in a Cyrillic font can be 
viewed by people in Latin America 
who do not have Cyrillic fonts on 
their computers. These documents 
can also be distributed via email. As 
mentioned above, electronic discus
sion lists and Usenet newsgroups can 
announce electronically published 
materials. 

In order to improve its communi
cation capabilities, an organization 
should have both an email address 
and, when possible, a Web page. A 

Web page is identified by an Internet 
address, also known as URL (Uni
form Resource Locator). The URL 
defines the address of the document 
and begins with "http:", "gopher:", or 
"ftp:". Letters of introduction sent by 
regular mail should include an email 
address and URL so that people will 
know the Web site address if they 
want to correspond via email. An or
ganization may also design an inter
active Web page that solicits "audi
ence" participation or offers atten
tion~grabbing "news" that brings 
readers to a calendar and current 
events list before they begin navigat
ing the rest of the site. 

An organization can expand read
ership by creating an electronic dis
cussion list. A Web page should be 
designed in a way that makes it sim
ple for interested parties to sign up 
to automatically receive updates 
from the organization. Additionally, 
an organization may want to post ar
ticles on its Web site to inform visi
tors of topical and information news. 
This will also encourage readers to 
return to the site. 

Public relations 
The image that an organization 

portrays on its Web site may deter
mine how users perceive the organi~ 
zation. A professional presentation 
style may capture the interest of a 
funder or policymaker. 

The Internet and the World Wide 
Web can provide organizations with 
significant exposure to outside audi~ 
ences. A simple, well~designed Web 
site that provides current informa~ 
tion about an institution can readily 
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inform individuals of project devel
opments, opportunities for collabo
ration and volunteer positions. 

ton.org). Both sites are examples of 
organizations that successfully incor
porate the Internet into their out
reach efforts. It is important to re
member that this information can 
also be retrieved through email. 

duced-cost Web hosting services to 
nonprofit organizations. One exam
ple is Interglobal Media (http://www. 
interglobal.com). Web Pages Inc. 
(http:!/ www. webpagesinc.com) 
offers free Web page design 
services. ~ 

For helpful suggestions on how to 
use the Internet for outreach purpos
es visit the NetAction Web site (http:// 
www.net action.org) or the Benton 
Foundation site (http:/lwww. ben 

There are for-profit organizations 
on the Internet that offer free or re-
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Internet Research Without Internet Browsing 

Even if you only have email you can ob
tain considerable information through 
the Internet. The technology behind this 

is known as email-on-demand, where 
an email message from you will 

prompt the computer on the re
ceiving end to automatically 

send you information. 
For example, CIPE's 

email on-demand-ser
vice can provide you 

with articles from 
recent issues of 
Economic Reform 
Today. The entire 
library of these re
cent issues that are 

)~ 
available on the 

4,;,,;,;.;;.;,;9 Web are also avail-

--...;:::;:::~IW•••••••••-f able via email. All 

~~~~~~~~~~ you need to do is send the appropriate 
email message to have a 

selected article sent to your 
email box. The text -only format 

makes it easy to work with the docu
ment in any word-processing software 
you may have. 

To use CIPE's email-on-demand 
service, just send an email message as 
follows: 

1) address it to: 
majordomo@mail.cipe.org 

2) leave the Subject line blank 

3) type get cipe-flles INDEX into the 
body of your message. This will auto
matically bring you a complete index 
of available Economic Reform Today 
articles along with the proper com
mand to send for receiving each one. 

An important note: this system is 
case-sensitive. For example, if you type 
get cipe-files index the computer will 
not understand your request. 

If you encounter any difficulty using 
the service, feel free to contact CIPE at 
cipe@cipe.org. 

Offering Services to Members-Only 

Business associations may find 
it useful to offer special members
only services on their Web site. In 
addition to information available 
to the general public, an associa
tion can set up a separate section 
that is accessible only to those 
with a password. This service may 
not only be helpful to provide 

timely information for ex1stmg 
members, but also as a recruiting 
tool to attract potential members. 

Coparmex, a federation of 
business associations in Mexico, 
offers several services only for its 
members on its Web site (hlll1JL 
www.coparmex.org. mx). For ex
ample, it publishes two monthly 

publications, Entorno and Boletin 
Tecnico, concerning labor, legal 
and ecology issues. While the gen
eral public can read only a few ar
ticles on the Coparmex Web site, 
members can access the entire text 
of all the articles by entering their 
passwords. 4il(jj 
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+ Backbone- A high-speed line or se
ries of connections that form a major 
pathway within a network. 

+ Bandwidth-Your Internet connec
tion's capacity to transfer data. Usual
ly measured in bits-per-second. A full 
page of English text is about 16,000 
bits. A fast modem can move about 
15,000 bits in one second. 

+ Browser-Software that enables you 
to see Web pages. Mosaic was the first 
browser, while Netscape and Internet 
Explorer are the most commonly 
used nowadays. The advent of 
browsers transformed the Internet 
into the colorful, user-friendly Web 
we know and use. Browsers take text 
files written in HTML (see HTML) 
and assemble all the relevant pieces 
into one colorful, easy-to-view page. 

+ Domain name---The unique name 
that identifies an Internet site. The 
Internet is divided into domains on a 
hierarchical basis. A domain is an in
dividual network. The domain name 
system maps Internet protocol ad
dresses to individual computers with
in the domain. Internet email ad
dresses include domain name 
information. 

+ E-commerce--The buying and sell
ing of goods and services over the 
World Wide Web and the Internet, 
electronic funds transfers, smart 
cards, digital cash, and all other ways 
of doing business over digital net
works. 

+ Encryption---The process of convert
ing data into "unreadable code" so 
that prying eyes cannot understand 
the content. Encryption is neces
sary because valuable and sensitive 
information is often sent from one 
computer to another via a network 
that technically can be accessed by 
anybody. 

+ FAQ--Frequently Asked Questions. 
FAQs are online documents that list 
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and answer the most common ques
tions on a particular subject. There 
are hundreds of FAQs on the Inter
net, on subjects as diverse as garden
ing and virtual reality. FAQs were 
developed by people who grew tired 
of repeatedly answering the same 
questions. 

+ Host-Any computer directly con
nected to a network that acts as a 
repository for services-for example, 
email, Usenet, newsgroups, FTP, or 
World Wide Web-for other comput
ers on the network (see also Server). 

+ HTML-HyperText Markup Lan
guage. The coding language used to 
create most documents used on the 
World Wide Web. HTML looks a lot 
like old-fashioned typesetting code, 
where you surround a block of text 
with codes that indicate how it should 
appear. You can also specify that a 
block of text, or a word, is linked to 
another file on the Internet. 

+ Internet-Sometimes simply called 
"the Net," the Internet is a worldwide 
system of computer networks-a net
work of networks in which users at 
any one computer can get informa
tion from any other computer. To ac
complish this all the computers on 
the Internet have to use a common 
set of rules for communication. 
Those rules are called protocols, and 
the Internet uses a set of protocols 
called TCP/IP (Transmission Control 
Protocol!Internet Protocol). Many 
people equate the World Wide Web 
with the Internet. In fact, the Internet 
is like the highway, and the World 
Wide Web is like a truck that uses that 
highway to get from place to place 
(seeWWW). 

+ Interoperability--The ability of dis
parate hardware and/or sofuvare sys
tems to communicate with each other 
in order to accomplish a particular 
task. This can be done by adhering to 

certain standards or providing spe
cialized technical accommodations. 

+ ISDN-Integrated Services Digital 
Network. A way to move more data 
over existing regular phone lines. 
ISDN is rapidly becoming available in 
much of the US, and in most markets 
it is comparably priced to standard 
analog phone circuits. It can provide 
speeds of roughly 128,000 bits-per
second over regular phone lines. 

+ ISP-Internet Service Provider. A 
company that provides access to the 
Internet by handling the link from 
your PC to the rest of the Internet. 
The ISP's central computer is linked 
to the rest of the Internet so the per
sons using its services only pay the 
telephone charges to connect from 
their home computer to the ISP's cen
tral computer. 

+ Leased-line-A phone line that is 
rented for exclusive 24-hour, seven 
days-a-week use from your location 
to another location. The highest 
speed data connections require a 
leased line. 

+ Network-You have a computer net
work when you connect two or more 
computers so that they can share re
sources. 

+ Protocol-The standard or set of 
rules that two computers use to com
municate with each other. It assures 
that different networks can work to
gether. The success of the Internet
indeed, its very existence-depends 
on people voluntarily agreeing to 
configure their hardware and software 
to the TCP/IP standard protocol. Take 
FTP (File Transfer Protocol) as an ex
ample. When you contact a computer 
to download a file, the computers 
communicate with a series of pre
agreed-upon rules. The "conversation" 
between the computers goes some
thing like this: "I want that file;' and 
"here it comes." (Also see URL.) 
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+ Search engine-A program that lets 
you do keyword searches for infor
mation on the Internet. The search 
may cover titles of documents, URLs, 
headers, or a full text. Online search 
engmes include Excite, Infoseek, 
Yahoo, and AltaVista. Yahoo and Ex
cite are expansive catalogs of Web 
sites that have been intuitively divid
ed into categories. Others, like Hot
Bot or AltaVista, look for any sites 
containing the keyword you seek. 

+ Server-A computer or a software 
package that provides a specific kind 
of service to client software running 
on other computers. The term can 
refer to a particular piece of software, 
such as a World Wide Web server, or 
to the machine on which the software 
is running. A single server computer 
could have several different server 
software packages running on it, thus 
providing many different servers to 
clients on the network. 

+ URL-Everything on the Web has its 
own distinct address, or URL. Web 
pages, images and scripts all have a 
distinct location, which usually be
gins with "HTTP" ("hypertext trans
fer protocol") followed by a colon 
and two slashes (http://). Although 

based on the file you're accessing, the 
preamble can vary, replacing HTTP 
with FTP, or "file transfer protocol" 
(used to transfer software or other 
large files); telnet (which is used to 
log onto a remote computer); or file, 
which means the browser is reading a 
document from your computer 
rather than from a remote server. 

+ WIPO-The World Intellectual 
Property Organization. An intergov
ernmental organization responsible 
for promoting the protection of intel
lectual property throughout the 
world. Intellectual property compris
es inventions, trademarks, industrial 
designs, and appellations of origin. It 
also includes copyrights for musical, 
artistic, photographic, and audiovisu
al works. 

+ WWW-World Wide Web, the most 
widely used part of the Internet. Its 
outstanding feature is hypertext, a 
method of instant cross-referencing. 
In most Web sites, certain words or 
phrases appear in text of a different 
calor than the rest; often this text is 
also underlined (for instance, 
www.cipe.org). When you select one 
of these words or phrases, you will be 
transferred to the site or page that is 

relevant to this word or phrase. Using 
the Web, you have access to millions 
of pages of information. Web "surf
mg" is done with a Web browser; the 
most popular are Netscape Navigator 
and Microsoft Internet Explorer. 

+ Y2K-The Year 2000 problem. The 
inability of computer programs to 
correctly distinguish the century 
from a date that has only two year 
digits. During the seventies and 
eighties, the turn of the century 
seemed so remote and memory/disk 
was so expensive that most programs 
stored only the last two digits of the 
years. It is difficult to estimate how 
serious the "century meltdown" will 
be. Although few programs written 
decades ago are still being used in 
their original form, blocks of code 
might have migrated to newer soft
ware, thereby trying to track all of 
them down seems impossible. Even 
setting the computer's clock forward 
to 11:59 PM December 31, 1999 and 
waiting to see what happens is only a 
partial solution if the computer relies 
on other systems over which you have 
no control such as customers' or sup
pliers' computers. 

Disseminating Economic Research in China 
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The China Center for Economic 
Research ( CCER), a research and 
teaching institute affiliated with 
Beijing University, plans to use the 
Internet to publish research and 
information on key economic 
issues, such as the reform of state
owned enterprises and pension 
systems. An electronic clearing
house, to be known as China Eco
nomics Network (CEN), will serve 
as a channel for Chinese econo
mists to communicate domestically 
and internationally about econom
ic liberalization and development. 

Nothing like this currently exists 

in China. CEN will create a nation
a! network of economists and eco
nomic policymakers, provide them 
with constantly updated informa
tion on market economics, and fa
cilitate communication and infor
mation-sharing among them. 
CCER plans to put online informa
tion on economics education, bi
ographies of Chinese economists, 
research papers or abstracts related 
to China's economic reforms, and 
papers on world economic devel
opment and cooperation. 

In late 1998, CCER will link eco
nomics departments at ten top 

universilies in China. In the fol
lowing years, it will include all 
major universities and economic 
think tanks throughout the coun
try. CEN will also be linked to all 
the major overseas economic orga
nizations, including the US Na
tional Bureau of Economic Re
search and the American Econ
omics Association. CCER plans to 
become a hub for exchanges and 
interactions involving reform and 
development issues in China and 
other countries. 
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Letter from the Publisher 

As an affiliate of the US Chamber of Commerce, the Center for In
ternational Private Enterprise has always placed a high priority on 
business as the engine of economic growth, job creation and prosper
ity. In the United States, private enterprise in the form of small-scale 
business constitutes the backbone of the economy. 

The broad-based experience of business-both large and small-is 
an important input for the policymaking process of this country. 
When public policy incorporates business concerns, this allows the 
business community to do what it does best-create jobs. That is why 
unemployment is so low in the United States. Our experience has also 
taught us that when regulatory structures or tax policy gets heavy handed, small business gets 
hurt first. This is a fact that every government in the world needs to learn. 

The fostering of entrepreneurship discussed in this issue of Economic Reform Today is high
ly dependent on sound public policy that builds institutions supportive of business. The inter
view with Paul Holden of the Enterprise Research Institute emphasizes that entrepreneurship 
training can only be effective in this framework. 

The education of entrepreneurs can take many forms-all of which are important for slime 
ulating jobs in small business. Allan Gibb in his technical paper discusses how entrepreneur
ship training differs from building business skills. His article is useful for educators because it 
explains the importance of establishing an appropriate curriculum for entrepreneurship trainc 
ing at various educational levels. 

Also in this issue, Victor Pratt, Ion Anton and Sarah Kreimer and )ennifer Hidde highlight 
important examples of organizations that have set up successful training programs in Kenya, 
Romania and the West Bank!Gaza Strip. Going beyond the classroom, it is especially impor
tant to provide ongoing education for entrepreneurs in public policy issues that affect them. 
Our special feature article "Strengthening the Voice of Business" explores how the advocacy 
programs of business associations and grassroots organizations in five countries are meeting 
this need. Finally, several articles explore the special training requirements of different societal 
groups: Andrina Lever and Lorraine Corner discuss women entrepreneurs, while·Margaret 
Worthington-Smith and Fiona Macaulay describe a special program for younger, less educated 
entrepreneurs in South Africa. · 

We hope this issue of Economic Reform Today is useful for policymakers, e.ducators and 
business leaders to formulate effective entrepreneurship training programs. We look forward 
to hearing your comments about it. 

Willard A. Workman 
Vice President, CIPE & Vice President, 
International, US Chamber of Commerce 
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develop the capactty to enJOY and cope 
How can policymakers ensure that en

trepreneurship thrives in their countries? 
Their first effort must be to establish an 
environment in which entrepreneurship 
can flourish. Secondly, they must instill 
the values of entrepreneurship in future 
generations through sound education 
policies and programs. 

Experience has shown that nations that 
support their courageous entrepreneurs 
have grown and prospered over the last 30 
years, while nations that have placed bar
riers to the growth of their small business 
enterprises have done poorly. Even among 
countries that previously discouraged or 
prohibited such activity in favor of the 
government as the driving force for eco
nomic growth, there is now growing 
recognition of the importance of fostering 
entrepreneurial activity. 

Professor Alien Gibb, Chairman of the 
Small Business Centre at Durham Univer
sity Business School in the United King
dom and one of the authors in this issue 

with an increasingly competitive, uncer
tain and complex world involving higher 
rates of innovation and change. 

Government plays its most important 
role in helping its entrepreneurs blaze a 
trail of prosperity by implementing poli
cies that create a business-friendly en vi
ronment. These conditions must be in 
place before sustained growth and pro
gress can be achieved. 

What are the right elements? The an
swer, of course, will not be exactly the 
same for every country, but there are 
some basic principles that serve as a 
framework. Policymakers should focus 
their efforts on three key areas: 

+ A Market-oriented Environment 

The path to prosperity begins with gov
ernments creating an environment where 
the private sector can flourish. This en
abling environment requires sound poli
cies in four basic areas: securing private 
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property rights, rationalizing the 
legal system, improving government 
administration, and building physi
cal infrastructure. 

Private Property Rights. The right to 
own private property is a vital aspect 
of building up the private sector. The 
desire for profit is the reason entre
preneurs take the risks of engaging 
in new business ventures or other 
forms of economic activity that ben
efit society as a whole. Along the 
same lines, the opportunity to earn 
and use profits as they wish moti
vates corporations to make business 
decisions that maximize profits. As 
they engage in lines of business 
where they perceive opportunities 
for profit, corporations meet the de
mands of consumers, which agam 
benefits society as a whole. 

Legal System. The legal structure of a 
market economy creates a market
place that functions smoothly and 
efficiently for both producers and 
consumers. An impartial judicial 
system is the key to enforcing con
tracts. Contracts evolved as a legally 
enforceable way to establish the con
ditions and obligations under which 
transactions take place. 

Government Administration. In cre
ating an environment that encour
ages business, government institu
tions play the key role. Effective 
government institutions are open, 
decentralized, stable, and impartial. 
They create conditions that allow 
citizens to participate and compete 
in the marketplace under conditions 
of equality. It is especially important 
for the private sector to be able to 
voice its concerns and participate in 
the formation of laws that will affect 
business operations. In many coun
tries, this is accomplished through 
voluntarily formed business associa
tions that make sure their members' 
interests are represented as policies, 
laws and regulations are developed. 

Infrastructure. Finally, a healthy busi
ness environment must rely on ade-
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quale physical infrastructure and 
support services to flourish. Roads, 
ports and telecommunications facili
ties must be modern and in good 
condition. Support services, such as 
legal advice, insurance, accounting, 
and consulting services must be al
lowed to operate in response to mar
ket demand. 

+ Business Training 

Business training and development 
programs are important, especially 
in countries where the private sec
tor has not flourished in recent 
years or in fact has never existed. 
Effective programs focus on several 
important areas: improving hands
on business skills, improving the 
general economic knowledge of en
trepreneurs and teaching them the 
importance of broader public policy 
issues and how these affect them as 
business owners. Many of the orga
nizations presented in this issue of 
Economic Reform Today provide in
novative examples of programs that 
effectively meet this pressing need 
for education and training. 

+ Finance and Credit Assistance 

While government's most important 
function is to create a sound busi
ness environment, there are other as
sistance programs that may also help 
small businesses prosper and grow. 
Small businesses are a vital part of 
the private sector as a whole, but 
are more vulnerable to harsh eco
nomic climates. Perhaps the greatest 
obstacle for small enterprises lies 
in getting loans from banks to fund 
their operations. This problem is 
especially acute in developing coun
tries, where many small businesses 
operate outside the legal economy. 
The entrepreneurs who run these 
ventures usually have little to offer 
for collateral and often have had 
no prior contact with the banking 
system. 

Programs that can provide access 
to risk capital for new and small 
businesses can help these enterprises 
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get off the ground. One useful example of 
how the government can play an effective 
role in this process is the network of pri
vately-owned and profit-seeking small 
business investment companies (SB!Cs) 
that exist in the United States. Using capi
tal and funds borrowed from the U.S. 
Small Business Administration (SBA), 
they provide financing to small business
es in the form of equity securities and 
long-term loans. 

All three of these elements are vital, 
but they are also interdependent. It is not 
enough just to provide training and tech
nical assistance or to create small, special 
lending programs. In too many countries, 
entrepreneurs must deal with laws and 
regulations that have become so complex 

that it is nearly impossible to start a new 
firm or expand existing operations. In a 
now-famous example of bureaucratic 
overkill and its stifling effects on eco
nomic activity, the Institute for Liberty 
and Democracy in Peru discovered that 
to register a business required 11 differ
ent procedures lasting a total of 289 days. 
The lesson is that entrepreneurship 
thrives under conditions where citizens 
participate and compete in the market
place under conditions of equality and 
are not unduly burdened by regulation. 
Under such conditions entrepreneurs can 
apply the creative process that drives eco
nomic growth and propels their nations 
forward. ew 
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Making Education Count 

Paul Holden 

• 

hat is the proper role of educa
tion in fostering entrepreneur
ship? The answer to that question 

depends on where a country is in its over
all economic reform effort. In this Eco
nomic Reform Today interview, Dr. Paul 
Holden discusses how entrepreneurial ed
ucation is an important part of instilling 
the values of democratic, market-oriented 
reforms and reforming the business envi
ronment. His point is that business educa
tion cannot be successful unless the 
groundwork is laid for a strong business 
environment. In Latin America) the region 
he focuses on, it is clear that national re
form agendas remain unfinished. 

ERT: Where does entrepreneurial educa
tion fit into the economic reform process? 

DR. HOLDEN: It depends what you 
mean by entrepreneurial education. If it 
means trying to teach someone to be an 
entrepreneur, I would say that it's unlikely 
to be successful. If it's trying to teach bet
ter business techniques to potential or ex
isting entrepreneurs, then I would say it's 
filling a real need. Many people who have 
started small businesses do not have a 
good grounding in business skills such as 
organization, accounting) and systems 
controls. This is where there is a huge 
need for further education. Combined 
with other institutional reforms, this ap
proach has the potential to make a real 
difference. 

By contrast, an increasing number of 
countries are promoting small business 
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assistance programs, and many of them 
involve subsidies and financial guarantees. 
None of them is effective because they 
work around existing barriers, as opposed 
to identifying the barriers and doing some
thing about them. Not only are they third 
or fourth best solutions, but they're typi
cally captured by vested interests, includ
ing those government agencies promoting 
the programs-they often exist more to 
provide employment to government offi
cials than to help spur businesses. 

This is one of the strongest messages 
that we try to convey in our courses. 
You do not promote entrepreneurship by 
helping a favored few work around the 
obstacles that are inherent in the existing 
system. You work on removing the barri
ers that are stifling business formation 
and growth. So in this sense general re
form and business education are comple
mentary. Policy should be creating a pro
business environment while at the same 
time promoting entrepreneurial educa
tion. As the business environment im
proves, an increasing number of potential 
entrepreneurs will try to put their ideas 
and vision into practice by starting their 
own businesses. In addition, educating 
people will provide a pressure group for 
change, because once they encounter the 
hoops they have to jump through in es
tablishing a business, they will want to 
alter the policy environment. 

ERT: How would you describe the gener
al state of the business environment in Latin 
America? 

Dr. Paul Holden is the 
Director of The Enterprise 
Research Institute (ERI) 
and The Enterprise Re
search Foundation. He is 
also co-author of "Un
shackling the Private Sec
tor," a World Bank publi
cation that describes and 
analyzes the reforms that 
have taken place in Latin 
America and how they 
have affected the private 
sector. 
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DR. HOLDEN: The problem is that the 
reform agenda has not been completed. In 
many countries, significant parts of the 
economy remain in state hands, labor reg
ulations hamper the effective working of 
labor markets, and the institutions that 
support economic activity are inadequate. 
Latin America still needs a second genera
tion of reforms to improve judicial dis
pute resolution mechanisms, strengthen 
property rights, and reduce regulation. In 
particular, strengthening property rights 
for both fixed and movable property is a 
vital part of the process of reform. This 
has the potential to greatly improve the 
welfare of the poor by giving them secure 
title to the land on which they are squat
ting, as well as to contribute to financial 
market development by providing better 
collateral for loans to businesses. 

Latin America has an underdeveloped 
financial system. The ratio of credit to 
GDP is very low, and the main source of 
lending is banks. Because it is often im
possible to use anything but prime real es
tate as security for loans, many of the sec
ond-and third-tier financial institutions 
that are prevalent in industrial countries 
"which usually take business assets as col
lateral for their lending" don't exist in 
Latin America. The rich array of institu
tions channeling savings towards invest
ments that exists in the United States is 
very underdeveloped in Latin America. 

Markets need effective institutions to 
work properly. They provide the rules that 
underpin market exchange. Economic de
velopment requires that transactions take 
place over longer distances and over 
longer time horizons. It involves substan
tial investment of both physical and 
human capital. People need to be able to 
take risks, which is why we need institu
tions that help manage risk effectively. For 
example, the legal system is needed to 
help formalize and enforce contracts. 
Property rights are needed to provide col
lateral for loans. Institutional strengthen
ing is a key element in fostering further 
progress. 

ERT: Latin America's economy has un
dergone tremendous change since adopting 
market-oriented reforms about 15 years 

ago. In particular, inflation has fallen 
sharply in most countries and income has 
risen. In spite of the higher growth rates, 
however, income disparities are growing 
and people are viewing economic reforms 
with increasing skepticism. Even though 
they have generally been market-oriented, 
have the policies implemented in most 
countries in the region been misguided? 

DR. HOLDEN: No, not at all. Com
pared with how things were in the 1980s, 
virtually every country in Latin America is 
far better off now. For example, inflation 
was endemic in the region. This placed a 
particular burden on the poor. In most 
countries now, prices are relatively stable. 
In spite of this, however, the reforms that 
have taken place have not produced the 
results that many people had hoped for. In 
particular, the vast disparities in income 
and wealth have not diminished and, in 
some cases, have actually increased. 

ERT: In your book, you argue that the 
absence of formal institutions or the pres
ence of weak institutions induces the private 
sector to develop its own methods of con
taining risks. This increases transaction 
costs and warps private sector growth. 
Could you explain this process? 

DR. HOLDEN: Institutions determine 
the transactions costs that underlie pro
duction, exchange and interactions in the 
marketplace. As an economy develops and 
changes, the nature of the institutional 
structure must evolve to accommodate 
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the more complex and specialized nature 
of transactions. In the absence of for
mal institutions the private sector has 
developed its own methods of contain
ing risk, including resorting to informal 
arrangements, avoiding complex, imper
sonal or long-term contracts, and hiring 
facilitators to deal with the inefficien
cies of existing institutions. All these 
activities raise transactions costs and in
hibit private sector development. 

Where formal institutions are weak, 
high transaction costs undermine the 
ability of the private sector to engage in 
increasingly specialized activities. More 
highly evolved institutions allow for a 
greater division of lab or and specializa
tion, which in turn promotes higher pro
ductivity and reduces the costs of doing 
business. As specialization increases, the 
minimum scale of production rises. This 
is a process that demands widespread 
markets and increasingly complex and 
impersonal transactions. To attenuate the 
risks of such impersonality, property 
rights need to be clearly delineated, and a 
framework for enforcing contracts needs 
to be developed. In order for markets to 
function efficiently, these transactions 
costs need to be kept to a minimum. 

In Latin America, this process has 
evolved into two very distinct patterns of 
exchange, both of which point to weak in
stitutions. First, the very rich in Latin 
America tend to deal primarily with those 
whom they know, thereby making it very 
hard for outsiders to break into the mar
ket. Entrepreneurship-one of the chief av
enues for upward mobility in the United 
States and other industrial countries-is 
only available to a very limited group of 
people in Latin America. 

The second type of market behavior 
that has evolved is informality. Latin 
America's informal economy is huge, and 
for good reason: there are incentives for 
people to stay in the informal sector. This 
typically involves cash or spot transac
tions, which are antithetical to long-term 
economic growth. Latin America lacks 
the incentives for people to move into 
the formal market. They are cut off from 
access to the institutions that underlie 
the market economy. 
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ERT: How does informality hurt eco
nomic growth? 

DR. HOLDEN: Because it does not 
provide incentives for investment in either 
knowledge or equipment that would im
prove productivity and raise living stan
dards. ER! has conducted surveys in a 
number of countries which show that the 
informal economy is primarily made up 
of people who are struggling to feed their 
families. They are pushed into this type of 
activity because they can't get jobs in the 
formal sector, not because they are bud
cling entrepreneurs. I'm not saying that 
there isn't any entrepreneurship in the in
formal economy. For example, the mini
bus/taxi sector in Peru is certainly an ex
ample of powerful entrepreneurial activi
ty. But, in general, most people who work 
in the informal economy don't want to be 
entrepreneurs. They want to have jobs in 
the formal economy. 

ERT: What kind of policies can be adopt
ed in order to eliminate or reduce informal
ity in these countries? 

DR. HOLDEN: First, removing some of 
the costs of becoming formal will reduce 
the size of this sector. Reducing the cost of 
company formation, making the judicial 
system more accessible, reforming restric
tive laws regarding hiring and dismissing 
workers, and simplifying the tax system 
are examples of measures that will reduce 
the size of the informal seCtor. Second, 
policy measures should be aimed at en
couraging informal firms to become for
mal rather than trying to directly aid 
members of the informal sector. There
fore, improving the overall business envi
ronment is one of the most effective ways 
to encourage formality. 

For example, Peru conducted an exper
iment that I find quite interesting. The 
most significant development was the ti
ding program that gave secure title to 
slum dwellers in Lima and other Peruvian 
cities using techniques developed by Her
nando de Soto's Instituto Libertad y 
Democracia, much of it under CIPE 
sponsorship. For the first time this al
lowed real property to be used as security 
for loans and, as such, mobilized wealth 
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that had been ineligible for use until 
this happened. As a result close to a 
million new properties have been ti
tled and registered. Many have used 
their new titles as security for loans 
to improve their properties or to 
start small businesses. 

At the same time, the government 
adopted a combination of "a stick 
and carrot" approach towards infor
mality. There were very few taxpayers 
in the informal sector, and a lot of 
social costs associated with informal
ity in terms of crowded streets, 
crime, sidewalk squatters, and so on. 
Informal retailers in the downtown 
area of Lima were forced into the 
formal economy through a combina
tion of penalties and rewards. Any
body trading in the street was moved 
into covered premises with sanita
tion and security. In return all are 
forced to pay the value-added tax 
(VAT). If these entrepreneurs in the 
informal sector did not have tax re
ceipts, they were fined and evicted, es
sentially putting them out of business. 

Realizing that information on the 
status of small business tax payments 
would help banks with decisions on 
loans, the tax authority, SUNAT, ap
proached the Inter-American Devel
opment Bank for funds to put it on
line. This proved to be an inspired 
move. The banks identified timely 
tax payments as a key character issue 
for prospective borrowers. Since the 
VAT is paid as a percentage of sales, it 
also allowed the banks to check the 
accuracy of sales data given by bor
rowers who rarely have formal ac
counting information to support 
their applications. Most banks in 
Pern now access the SUNAT database 
on a regnlar basis. 

Demonstrating the usefulness of 
such information also led to a de
mand for credit bureaus. Initially a 
company took the SUNAT data and 
packaged it in a more easily accessi
ble format. Once the Superinten
dency of Banks forced the commer
cial banks to make available the 
credit histories of their customers, 
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three widely used credit bureaus 
were founded. TRW and Equifax, 
large US credit bureaus, have entered 
into partnerships with two of them. 

The result of more secure proper
ty rights on the one hand and much 
better credit information on the 
other has been a revolution in bank
ing practices. Banks, including for
eign banks which entered after the 
financial sector was liberalized, 
are now targeting small businesses, 
graphically demonstrating the bene
fits of opening up the banking 
system to foreign entrants. Locally 
owned banks have been forced to be
come more efficient. Credit to the 
private sector in Pern has jumped 
from the equivalent of 10% of GDP a 
few years ago to nearly 30% of GDP 

effe jtivf;:! institu I ions 

to work properly. 
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now. Although this is far lower than 
in the industrial countries, it is a re
spectable figure in Latin America. 

The fact that property-tiding re
form was done in conjunction with a 
new approach to informal trading is, 
in my view, extremely important be
cause a piecemeal approach to re
form is rarely successful. The new in
centives in Lima have pushed people 
in the informal sector towards enter
ing the formal economy and gradu
ally escaping the spiral of poverty. As 
a result there's been significant small 
business growth in the area. 

ERT: What else constitutes a sec
ond generation reform? 

DR. HOLDEN: The high cost of 
business registration must be re-

duced. This is a significant barrier to 
small business development and 
growth. The process is not only cost
ly, but procuring licenses and per
mits from many different govern
ment offices requires a significant 
time investment. The cost of register
ing businesses in Latin America is 
significantly higher than in the Unit
ed States, and in terms of average in
come it is probably higher by a factor 
of ten. 

In addition, business regulations 
need to be simplified and rational
ized. Businesses are regulated by a 
myriad of conflicting rnles and regu
lations at nearly all levels of govern
ment. In my book, I write about a 
factory in Sao Paulo that was subject 
to a variety of fire regulations in 
terms of how high the fire extin
guisher should be hung on the wall. 
Because of conflicting state and fed
eral regulations, the businessman 
had two hooks on the wall. Depend
ing on which inspector was outside, 
he hung the fire extinguishers on the 
appropriate hook. Eventually, the in
spectors realized what was happen
ing and they conspired to arrive at 
the same time, forcing the factory 
manager to pay them off. In this way, 
regulation can be a source of a great 
deal of corrnption. 

Another reform area lies in im
proving and strengthening property 
rights, particularly in secure transac
tions. In most Latin American coun
tries it is enormously difficult for a 
business to use its assets as security 
for loans. This also applies to farm
ers. Due to the way that property is 
defined, the possibility for a farmer 
to borrow money to buy seeds and 
fertilizer using future crops as securi
ty doesn't exist. Defining property 
rights strnctures by providing 
stronger incentives for productive 
behavior is an important area for im
proving the way markets function. If 
we were to start here, we'd see huge 
progress.~ 
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Policy Options to Promote Entrepreneurship 

The OECD recently conducted an in
depth study of the policies that foster 
entrepreneurship in five countries
Australia, The Netherlands, Spain, 
Sweden, and the United States. The 
following presents some of its broad 
policy guidelines that can be applied 
to developing countries as well. Each 
country needs to examine how these 
could best be applied within its own 
situation. 

Broad policy guidelines 

Examine the overall institutional 
framework within which economic 
activity takes place in order to estab
lish whether it provides maximum 
scope for entrepreneurship to flour
ish. In particular: 

+ Identify and dismantle remaining 
barriers to competition which 
limit the incentives of enterprises 
to innovate and perform more dy
namically. Promote competition 
in all sectors of the economy, in
eluding the provision of public 
services. Provide effective protec
tion of intellectual property. 

+ Examine whether current regula
tions governing financial institu
tions and/or financial markets in
hibit or facilitate the availability 
and optimal allocation of finance 
for entrepreneurial activities. 

+ Allow scope for flexible employ
ment contracts to be negotiated, 
with remuneration arrangements 
and working conditions that are 
well adapted to the needs of dy
namic enterprises. Relax employ
ment protection measures that in
hibit restructuring or discourage 
entrepreneurs from taking on new 
workers. 

+ Examine the costs of complying 
with government-imposed ad
ministrative or regulatory require
ments and identify where reduc-
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tions could be made, either by re
moving the requirements to com
ply or by reducing the ad
ministrative burden involved (in
cluding through better coordina
tion among various government 
agencies). 

+ Examine the overall effects of the 
tax system on entrepreneurship, 
and identify features that discour
age entrepreneurs or the financing 
of entrepreneurial activity. Ensure 
that the tax system is transparent 
and that compliance is straight
forward. 

+ Review and simplify the registra
tion procedures required to create 
a business. Ensure that firms are 
able to close quickly should they 
wish to do so. 

+ Ensure that personal bankruptcy 
legislation provides an appropri
ate balance between encouraging 
risk-taking and protecting credi
tors. 

+ Reexamine the effects that social 
insurance provisions may have on 
encouraging or discouraging 
would-be entrepreneurs. 

Ensure that specific programs de
signed to foster entrepreneurship op
erate as part of an integrated and co
herent strategy that complements the 
framework conditions. In particular: 

+ Avoid policies that stem from a 
too-narrow definition of entrepre
neurship (e.g., that entrepreneur
ship is only about start-ups or 
only about high-technology) and 
which may divert attention from 
getting the broader economic pol
icy settings right. 

+ Widen the target population 
for entrepreneurship programs, 
where possible, to attract the par
ticipation of women, the young 
and minorities. 

+ Undertake regular and compre
hensive evaluation of programs, 
and ensure that evaluation find
ings are acted on. 

Improve the effectiveness of entre
preneurship programs by drawing on 
the knowledge of local levels of gov
ernment. In particular: 

+ Ensure that resources for pro
grams to foster entrepreneurship 
are decentralized where appropri
ate in order to better tailor pro
grams to the specific needs of an 
area and its business. 

+ Provide regular opportunities to 
exchange information at a na
tional level on the experiences 
of local authorities in designing 
and implementing entrepreneur
ship programs. 

S eek to identify and implement 
low-cost and effective programs with 
minimal distortionary effects on 
market incentives. For example: 

+ Promote public awareness of en
trepreneurship and examine the 
role the education system could 
play in developing entrepreneurial 
skills and attitudes. 

+ Increase opportunities for the 
unemployed to create their own 
jobs through self-employment 
schemes. 

+ Facilitate networking among firms 
in order to foster a culture of mu
tual cooperation and risk-taking. 

+ Promote the entrepreneurial non
profit sector by contracting-out 
where possible the delivery of 
public services that meet pressing 
demands in economic and social 
development. ew 

OECD. Fostering Entrepreneurship, 1998. 
pp. 28-30. Used with permission of OECD . 
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Sharing Business Skills 
in Kenya 
by Victor Pratt 

® 
ince its inception twelve years 
ago, Kenya Management Assis
tance Program (K-MAP), has 

grappled with the arduous task of dealing 
with the three main obstacles that stifle 
the development of small enterprises: lack 
of management skills, lack of access to 
credit and lack of an enabling environ · 
ment. In tackling these constraints, K
MAP has sought to develop mutually ben
eficiallinkages among large, medium and 
small enterprises. These ties are vital to 
the sustainability and growth of all busi
nesses. Large, well-established companies 
and small-scale entrepreneurs have been 
attracted by the relevance, simplicity and 
applicability of this strategy that transfers 
technical and management skills. 

Counseling out of self-interest 

In 1986, 74large, well-established com
panies in Kenya agreed to release some of 
their top and middle managers for one 
day a month to provide one-on-one busi
ness counseling to existing and potential 
small-scale entrepreneurs. The one-on
one counseling method was adopted be
cause most small-scale African entrepre
neurs lack a strong formal educational 
background and thus prefer a practical, 
interactive form of business education. 

Apart from being pragmatic, this ap
proach makes it possible for entrepre
neurs-otherwise known as ((clients"-to 
discuss their business problems freely and 
privately with people who have succeeded 
as executives in larger organizations. It 

also allows counseling to be conducted in 
a local language which helps to establish 
rapport. Moreover, counseling is conduct· 
ed at the business premises of the client. 

Over the years, the program has pro
vided one-on-one counseling to over 
10,000 small businesses in the manufac
turing, commerce, engineering, agribusi
ness, communications, textile, insurance, 
tourism, and service sectors throughout 
Kenya. Counselors assist small entrepre
neurs in business planning, marketing, 
product development, quality assurance, 
costing and pricing, record keeping, in
ventory control, and import -export trade. 

By sharing its management know-how 
with smaller enterprises, the Kenyan busi
ness community has introduced a new di
mension to African private-sector think· 
ing: those who succeed in business can 
and should assist upcoming, less experi
enced entrepreneurs. They realize that 
support for small business means more 
jobs, which in turn translates into more 
purchasing power and an expanded tax 
base. With over 500,000 people entering 
the job market every year and with fewer 
than 100,000 jobs being created in the for
mal sector, Kenya's private sector real
ized that creating small businesses of· 
fered the only hope for the jobless. The 
ranks of the unemployed include univer· 
sity graduates and high school dropouts, 
as well as those who have been laid off. 

The businesses that participate in K
MAP's program have also recognized that 
helping to foster the growth of efficient 
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small businesses provides their own com
panies with opportunities for subcon
tracting, distributorships, franchising, and 
other forms of productive linkages. This 
helps them to achieve economies of scale 
that enhance their competitiveness in an 
increasingly competitive world where pro
tectionism and import substitution are 
giving way to globalization and market 
liberalization. 

This was the mindset of the original 7 4 
companies that agreed to support the im
plementation of K-MAP's concept. These 
initial sponsors laid the foundation for a 
membership that has grown to 200 com
panies that contribute roughly 800 coun
selors to a skills bank. They have invested 
more than 120,000 hours guiding and ad
vising over 10,000 existing and potential 
small businesses in the manufacturing, 
tourism, engineering, agribusiness, com
munications and service sectors through
out Kenya. Multinational corporations 
represent 26% of the total member
ship, while the remaining 7 4% are domes
tic Kenyan companies. The sponsors 
include multinationals such as Phil
ips Electronics, Toyota Motors, Shell 
Kenya, PricewaterhouseCoopers, Procter 
& Gamble, and General Motors. 

Enhancing counselors' skills 

In order to sustain this program, the 
linkages among large, medium and small 
businesses must be based on a shared vi
sion, common goals and mutual prof
itability and growth. Therefore, K-MAP 
equips its counselors with necessary guid
ance tools while giving them something to 
take back to their own companies. This 
capacity enhancement program focuses 
on improving interpersonal, team build
ing, communication, leadership, diagnos
tic and problem-solving skills. So far, 
some 400 counselors have benefited from 
this plan. K-MAP counselors provide 
guidance from startup through the opera
tional phase of the business. 

As part of its business counseling ser
vices, K-MAP recently introduced a week
ly business Q&A column in the influential 
weekly newspaper, The East African. This 
column tackles issues confronted by busi-

In addition to counseling and training, 
K-MAP carries out research on matters 
that are pertinent to small business. Re
search enables K-MAP to develop new 
products, improve current ones and en
rich its knowledge base. It also publishes 
booklets on issues related to small busi
ness development. Topics of current pub
lications include how to plan and start a 
business, negotiating a small business 
loan, and export/import trade. 

Facilitating credit 

Inability to access credit is as much an 
obstacle to developing a small business as 
is the lack of management and technical 
skills. It is particularly unfortunate when a 
small business has developed expansion 
plans but lacks the financial resources to 
implement them. In 1991, K-MAP made a 
breakthrough when Barclays Bank agreed 
to require only 50% collateral of the loan 
value-in the past it required 100% col
lateral-when extending working capital 
loans. Loans extended under this special 
program range from $2,200 to $80,000 
and are available exclusively to small busi
nesses backed by K-MAP management 
skills and know-how. 

ness operators in East Mrica. African entrepreneurs prefer practical business education. 
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Barclays relies on K-MAP to identify 
and assess the financial needs of its clients 
and to assist them in preparing bankable 
business plans, which are then recom
mended to the bank for consideration. 
The bank retains all lending decisionmak
ing authority. 

In the recent past, formal financial in
stitutions in Kenya viewed small enter
prises as "high risk-high cost entities." 
Kenya's small enterprise sector received 
less than 3% of total lending. By reducing 
the risks and transaction costs through its 
business counseling and training pro
grams, K-MAP has convinced fin an
cial institutions to regard the small enter
prise sector as an opportunity for growth, 
not a risk to be avoided. Because of this 
new perception, these institutions are be
ginning to base their lending decisions 
more on cash flow than on demonstrated 
capital. 

In addition to its skills-leveraging pro
gram, K-MAP is active in the Small Enter
prise Credit Association (SECA). SECA is 
a nonprofit organization that unites 
banks, non-bank financial institutions 
and other nonprofit entities to develop in
novative approaches for increasing credit 
flows to small and medium-size enterpris
es (SMEs). 

Changing the policy environment 

The small business environment in 
Kenya, and throughout much of Africa, is 
characterized by repressive laws and im
posing administrative barriers. Thirty-five 
years after the country's political indepen
dence, colonial laws and administrative 
systems that were designed to keep 
Africans out of business still remain in
tact. Policymakers are generally suspicious 
of and sometimes hostile to profit mak
ing, although profit is the basis of taxation 

How K-MAP's CouNsELING PROGRAM WoRKS 

K-MAP targets small and medium
sized enterprises that employ up to 
30 employees in a variety of sectors. 
Prospective clients are screened for 
commitment and their potential for 

success. Upon registration and pay
ment of a $50 fee, a client is entitled 
to five counseling sessions. Should 
counseling be required after the first 
five sessions, which is usually not the 

case, the client is required to pay an 
additional $50 fee. A counselor is as
signed to a client for eight hours a 

month. 

After reviewing applications and 
resume, K-MAP's guidance coun
selors interview the short-listed can
didates to determine their business 
experience, education, and personali

ty suitability for counseling. Those 
who are accepted undergo an induc

tion process to introduce them to 
K-MAP and its approach to business 
development services. K-MAP con
ducts quarterly counselor training 
programs for new counselors that 

are designed to improve their tech

niques and human relation skills. 

Counselors have found these courses 
very valuable for their guidance activ

ities, as well as for their individual 

professional development. 
In assigning counselors to clients, 

K-MAP first identifies the client's 
perceived and real needs. Then, the 
counseling coordinator matches what 

the client needs with a specific skill 
area and identifies suitable coun

selors, including location of the client 

and language compatibility. K-MAP 
then sends a letter to both the coun-

selor and the client, informing each 

of the arrangement. K-MAP leaves 
the client and counselor to agree on 

timing and work methods that are 
convenient to both. This is done in 

order to promote rapport and own

ership of the counseling process. 
Counselors produce a short stan

dardized report for K-MAP after 
each session describing the session's 

details. Clients are encouraged to re

port back to K-MAP with feedback, 
and they may change counselors if 
they feel that their current counselor 

is unsuitable. 

Workshop training sessions, which 
are run on a fee basis, supplement 

one-on-one counseling, thereby per
mitting small-scale entrepreneurs to 

interact and learn from each other. 

The workshops are facilitated by ex
perienced K-MAP counselors and in
clude a mobile training unit for rural 

outreach. 
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and government revenues. Entrepreneurs 
complain of long delays in obtaining busi
ness registration and trade licenses, over
centralization of services, complicated tax 
forms, too many controls, as well as out
right misinterpretation of laws by those 
entrusted to administer them. 

Of the total 900,000 businesses in 
Kenya, more than 70% operate in the in
formal sector. This high informality rate 
clearly suggests the need for drastic re
forms in the legal and administrative 
landscape. A K-MAP survey carried out in 
1995 led to the establishment of a broad
based, private sector, nonprofit organiza
tion, the Committee for the Improvement 
of Small Business Environment ( CISBE). 
This group is currently working with a 
government inter-ministerial committee 
to simplify laws and administrative proce
dures. The importance of this work is un
derscored by the key role SMEs must play 
in creating jobs and enhancing the com
petitiveness of Kenyan products. Simplify
ing legislation-and repealing restrictive 
laws when necessary-will help create the 
conditions where micro-enterprises will 
grow into small modern enterprises. As 
part of its lobbying activities, K-MAP 
provides input into the work of several 
government-established national bodies 
that are aimed at improving the environ
ment for small business. 

Sales growth and job creation 

K-MAP'S programs have helped its 
clients increase their sales revenues, assets, 
job creation, and overall survival rate. 
From 1992-1994, revenues among its 
clients grew 292%, asset size 189%, and 
employment 106%. From 1994 to 1996, 
sales grew by 7 41%. Moreover, the task of 
creating one job was achieved at a cost of 
$400, compared to the World Bank's esti
mate that $4,000 is needed to created one 
job in other developing countries. 

The quality of the advisory services is 
also reflected in the extremely high sur
vival rate enjoyed by the enterprises re
ceiving K-MAP assistance. From 1994 to 
1997 the overall survival rate within the 
first two years of operation among K
MAP clients was 94%, compared with the 
national average of less than 10%. 
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K-MAP is sustainable because local 
people are pulling together to use their 
talents to pursue local solutions to their 
economic challenges. The Kenyan busi
ness community contributes over 80% of 
K-MAP's operational budget in the form 
of skills and cash. K-MAP plans to achieve 
100% financial sustainability by 2000, and 
an endowment fund has been set up as 
part of an overall strategy to become 
completely self-reliant. The long-term 
sustainability of K-MAP as an institution 
lies in its ability to develop affordable 
market -driven products and services that 
are vital to the success of SMEs. 

Future challenges 

K-MAP faces the major challenge of 
mobilizing additional resources to cope 
with ever-growing demand for its ser
vices. It plans to mobilize additional re
sources in order to expand its outreach 
into all 64 of Kenya's districts. Of particu
lar importance is the need to continue to 
enhance the capacity of its counselors in 
order to sustain the spirit of "give and 
take" which is central to the philosophy of 
K-MAP. 

Because lack of access to credit con
strains SME development, K-MAP will 
continue to provide the information that 
financial institutions need to base lending 
decisions more on cash flow rather than 
on tangible collateral. To this end, K-MAP 
will seek collaboration with support insti-
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tutions such as the SME Guarantee Trust 
and the Small Enterprise Credit Associa
tion (SECA) to improve the situation. 

Investment enterprises in Kenya and 
other developing countries must prepare 
themselves for competition. Through 
its newly launched training program, 
K-MAP has positioned itself to assist 
SMEs in gaining access to information, 
technology, as well as to contacts that will 
enable them to effectively compete in the 
global marketplace. 

The Committee for the Improvement 
of Small Business Environment ( CISBE) 
will expand its scope to encourage the pri
vate sector and civil society to take a 
broader role in participating in policy for
mulation and legislative review of the 
economy. Similarly, CISBE plans to em-

bark on a campaign to convince policy
makers that the profit motive benefits the 
economy. 

The success of K-MAP's approach to 
small-business development has attracted 
considerable interest from other develop
ing countries in the region. Some-Nige
ria, Uganda, South Africa, Cameroon, 
Zambia, Zimbabwe, Namibia, Malawi, 
Ethiopia, Madagascar, Mauritius, Tanza
nia-have expressed their desire to repli
cate the concept. African Management As
sistance Program (A-MAP) is being 
established in response to such requests. 
A-MAP will provide a continental forum 
for sharing of experiences and network
ing as well as promote joint research on 
common problems and publish training 
material.~ 

How COUNSELING HELPED A TILE MAKER 

joseph Munene is an entrepreneur who has tried to build his business by utilizing 

local materials. In 1989 he started making roofing tiles using sand, cement, and sisal 

fiber with one machine. As the number of orders started to increase, he realized 

that he would need more financing to keep up with growing demand, as well as ad

vertising that would target individual developers. Munene obtained a loan from the 

Small Enterprise Finance Company, a provider of credit to small enterprises, to 

construct a workshop and to purchase machinery that would allow mass produc

tion of the tiles. 

Munene had heard about K-MAP. One day he saw an advertisement for a seminar 

on "Production Management and Quality Assurance." Because this was a topic he 

felt he needed to know more about, he registered to be a K-MAP client. Leonard 

Radoli of McCann Erickson was assigned as a counselor to guide Munene, and they 

focused on developing an effective marketing strategy. 

Implementing the promotion strategies has paid dividends for Munene. His compa

ny. Shelter Works Limited. now produces fiber concrete roofing for less than the 

cost of clay or conventional concrete tiles. His nine employees operate four ma

chines, and he has found affordable advertising in K-MAP's quarterly magazine, 

Small Business Forum, which targets his market. 
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West Bank and Gaza Strip: 
Teaching Entrepreneurship 
and Democracy 

· bySarah Kreimer and Jennifer Hidde 

he Palestinian e\:onomy needs to 
create jobs. Unemployment cur
rently runs between 40% to 50%. 

The very young population-roughly 
60% are under the age of 17 -means that 
the economy must create 10,000 new jobs 
each year to accommodate new job seek
ers. In addition, the number of Palestini
ans who work in Israel has dropped to 
40,000-50,000, down from 150,000 before 
the 1991 GulfWar. 

Ironically, the Palestinian economy has 
significantly deteriorated from the onset 
of the peace process. Since 1993 the bor
der between the Palestinian Autonomous 
Area and Israel has been partially dosed. 

·Furthermore, following every Palestinian 
bomb attack in Israel, the Israeli govern
ment closes the border with the Palestin
ian area. It periodically imposes an inter
nal closure, limiting movement between 
Palestinian towns, thereby hampering the 
free flow of goods, services and people be
tween Palestine and Israel. Because Israel 
is the primary market for Palestinian 
products and access to all international 
markets occurs through Israeli ports and 
airports, these closures severely damage 
the Palestinian economy. 

· Against this restrictive political and 
economic backdrop, the Center fpr Jewish 
Arab Economic Development (CJAED), 
an Israeli nonprofit organization founded 
by Israeli Arab and Jewish business lead-
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ers, together with the Palestinian Associa
tion for Vocational Training (PAVT), of
fers entrepreneurial courses to stimulate 
the Palestinian economy. The courses help 
entrepreneurs create jobs and make the 
Palestinian economy less dependent on 
goods and services that are brought from 
Israel. 

Self-reliant in business 

C)AED and PAVT offer basic courses in 
entrepreneurial strategies, tactics and 
skills. This year, in order to strengthen the 
practice of civil society in the private sec
tor, they added a civil society and democ
racy component to these business classes. 

The courses include about 100 hours of 
study over four to five months and are 
taught in Arabic. The lecturers-Palestini
ans and Israeli Arabs-teach practical 
skills, such as business planning, market
ing, financial management, and commer
cial and labor law. 

The courses feature guest lecturers, 
such as local bank officials. There are 
many banks in the Palestinian Area, but 
the politically risky environment has 
made them extremely conservative. It is 
generally the case in these areas that loan 
applicants whose families have ample col
lateral receive loans, while those without 
collateral encounter tremendous obsta
cles. During C)AED's courses, loan offi
cers discuss the kind of financial informa-

Sarah Kreimer is Go
Director of the Center for 
Jewish-Arab Economic 
Development. 

]ennifer Hidde is the 
Center's Development 
Director. 
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tion they look for when considering a 
loan application. In addition, they repre
sent important contacts with whom en
trepreneurs will be in touch during their 
business career. In the future loan officers 
may be a little more willing to take an ap
plicant's business plan more seriously if 
they know he took an entrepreneurship 
course at C)AED/PAVT. 

One of the criteria to be admitted to a 
class is that students have an idea of the 
kind of business they want to establish or 
expand. Throughout the course, they will 
develop a business plan based on this 
idea, and by the end, they will decide 
whether to go forward with their original 
plan, alter it, or drop the idea altogether. 

Students come from a variety of back
grounds and with all types of business 
ideas. For example, one class may be com
prised of a woman in her fifties with little 
formal education who wants to provide 
additional income for her family, a man 
in mid -career who operates a business, 
and a young college graduate looking to 
open a business because there are no for
mal jobs in his field. One student saw a 
business opportunity in the large number 
of foreign nationals who live in Ramallah. 
She wanted to open up an English-speak
ing preschool. The feasibility study con
firmed the viability of the idea, and she 
began working on it. 

In )enin, an agricultural area, many 
students have explored the potential mar
ket for canned goods. Because fresh toma
toes, cucumbers and eggplants may rot in 
trucks that are forced to wait to cross into 
Israel during a border closure, canning 
may provide farmers with an alternative 
way to market their produce. 

One Palestinian graduate signed a joint 
venture agreement with an Israeli ex
porter of Christmas-related products. 
Under the agreement, the Palestinian 
partner will provide olive wood and glass 
products from Bethlehem and Hebron, 
while the Israeli partner will market the 
goods abroad. 

More than profits 

While the courses have always focused 
on skills needed to develop a business 
strategy and the basics of developing or 

enlarging an entrepreneur's business idea, 
C)AED this year incorporated a civil soci
ety component to its regular business 
classes. This module teaches students that 
profits are not the sole measure of the 
success of a business. A successful busi
ness also contributes to society and people 
of its community. CJAED wants its stu
dents to realize that a business communi
ty has certain needs and demands, and 
also that it can influence the government. 

Associations must act 

Business associations can play a crucial 
role in countries undergoing democratic 
and market transitions. It is in the inter
ests of the private sector, government and 
other constituencies to unite entrepre
neurs so that they interact in an orga
nized yet participatory manner in order to 
promote business opportunities. With 
these concepts as a starting point, CJAED 
has developed a preliminary course out
line for the civil sociery component. It in
cludes examining the role of business as
sociations in democratic sociery, relations 
between governments and public systems, 
and business as a tool for democracy. 

The business community needs to be 
more vocal in letting the Palestinian Au
thority know what policies are required to 
strengthen the economy. The Palestinian 
Authority has been overwhelmingly con
cerned with political goals, with the result 
that there has been relatively little focus 
on economic development. More specifi
cally, the business community needs to 
promote easier trade across borders and 
to ensure that laws, especially tax collec
tion, are applied in a uniform way. 

Many Palestinian business people do 
not belong to a chamber of commerce or 
a manufacturers' association. This means 
that the Palestinian business community 
does not wield the same kind of power as 
does the Israeli business community. In . 
the democracy component of its classes, _ 
CJAED introduces Palestinian entrepre
neurs to Israeli business institutions. Stu
dents learn from the Israelis' experience of 
lobbying. their government as well as how 
to contribute toward the expansion of ef
fective business associations in the Pales" 
tinian Area. 
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In addition to running courses, CJAED 
has initiated a Palestinian-Israeli business 
forum, designed to stimulate joint ven
tures between Israeli and Palestinian busi
nesspeople. The forum brings together Is
raeli and Palestinian business leaders from 
different sectors-as varied as software 
and textiles-to meet one another, ex
change business ideas, examine the eco
nomic environment in which each works, 

. and propose specific ideas for business co
operation. 

During the period of political turmoil 
preceding President Clinton's late 1998 
visit to Israel and the Palestinian Area, the 
textile arm of the forum met, involving 40 
of the region's textile producers. Almost 
20 business owners from Gaza received 
permits to cross the border into Israel in 
order to attend the meeting. Virtually all 

of the participants came with a specific 
proposal for business cooperation, and 
many left with important contacts. 

The participants concluded that for the 
next meeting they should tour Palestinian 
textile businesses, hoping that Israeli pro
ducers will become acquainted with the 
business capabilities of their counterparts. 
In the current political climate, when 
most Israelis fear to enter the Palestinian 
Areas, this step demonstrated the degree 
of trust that has developed among partici
pants of the forum. 

Through the courses and forum, 
C]AED hopes to strengthen the local 
economy in the Palestinian Area and 
stimulate a network of Palestinian
Israeli business connections, thereby 
building a broader base for peace and 
democracy. ~ 

------------------· ·- -· 

CIPE'S NEWEST PUBLICATIONS 

CIPE is proud to announce the release of two new publications, which tackle head-on the in
creasingly important issues of corporate governance and financial management. 

In Search of Good Directors: Corporate Boards in Market and Transition Economies is a 
timely publication that addresses the role of directors and shareholders in a corporation. Due 
to increased demand for information on corporate governance, CIPE recently updated this 
publication and added invaluable material from the National Association of Corporate Direc
tors and the Institutional Shareholders Services. The cost per copy is $18 plus shipping 
charges. 

CIPE's Finandal Management Handbook is designed expressly for association executives 
given that many of them do not have a background in finance. The book not only details the 
many aspects of accounting, but also provides useful tips on how to design successful strate
gic plans and budgets. An essential manual for anyone seeking to better manage an associa
tion regardless of its size and Location, the handbook costs $15.00 plus shipping charges and 
is available in English, French and Russian. 

To purchase these books-or to Learn about other CIPE publications-visit our electronic 
bookstore Located at www.cipe.org, or contact Amy Wormwood by fax (202) 721-9250 or by 
email cipe@cipe.org 

~" ·---------- ------~-- ----- ...... -
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Strengthening the Voice 
of Business 
byCIPE 

® o be comprehensive and 
effective, entrepreneurial 
training must be conducted 

in an environment that allows busi
ness to flourish. Education certainly 
helps people to hone their business 
skills, but experience has shown that 
it alone cannot spark an entrepre
neurial process. A successful effort is 
one that couples educational goals 
with an advocacy program for politi
cal reform in areas that affect small 
business. 

For grass-roots organizations and 
business associations, this means ed
ucating their members about gov
ernment policies and gathering their 
often disparate views into one voice. 
Organizing in this way increases the 
likelihood that the government will 
adopt specific reform measures. In 
addition, small entrepreneurs, the 
larger business community and pub
lic policymakers alike will discover 
that the very act of advocating for re
form strengthens the democratic 
process of governance itself. 

The following article takes a look 
at how several CIPE-funded projects 
have organized various interests
companies, business associations, 
and women-operated businesses-to 
develop policy positions and repre
sent a unified voice before the gov
ernment, and at the same time edu
cate their members on policies that 
affect them. 

18 

The Nigerian Association of 
Chambers of Commerce, Industry, 
Mines and Agriculture (NACCIMA) 
is a voluntary business association 
that promotes the interests of busi
ness through advocacy. In 1998, it 
outlined its positions on important 
business and economic issues in a 
booklet, National Business Agenda. 
This 33-page pamphlet discusses 30 
major issues that are vital to the ef
fective and efficient management of 
the Nigerian economy. They include 
tax reform, foreign exchange, privati
zation, external debt, non -oil ex
ports, rural development, political 
stability, and reform of Nigeria's 
stock exchange. 

This presentation is part of its 
strategy to influence public policy by 
actively engaging the government. 
"NACCIMA will not only make 
suggestions about business and 
economic agendas," said Lawrence 
Adekunle, its Director General. "We 
will also examine the process of 
implementation of these agendas, 
including the degree of success or 
failure of some of these programs 
and policies as they affect business 
and the economy." 

One issue that NACCIMA will pay 
close attention to is privatization. 
Adekunle complains that the coun
try's poor infrastructure inhibits the 
growth of its economy and business. 

"Nigeria cannot compete with the 
rest of the world," he said. "Public 
utilities are not efficient. Electricity is 
sporadic, roads are inadequate, and 
communication is poor. All this in
creases the cost of doing business in 
Nigeria and impedes our ability to 
compete globally. In this context, pri
vatization is key." 

Guardedly optimistic, Adekunle 
points to recent signs that the gov
ernment may be moving in the right 
direction. For instance, it recently in
vited private sector companies to 
purchase parts of utilities, including 
electricity, the downstream oil sector, 
and other government -owned corn
panies. Adekunle argues that if the 
government allowed competition to 
come about through privatization, 
these institutions would be more ef
ficient and consumer-oriented. 

According to him, NACCIMNs 
work, coupled with its National Busi
ness Agenda, has encouraged the 
government to remove a number of 
laws that inhibit competition. In par
ticular, the telecommunications in
dustry-previously a government
controlled industry-has opened to 
competition. The oil refining busi
ness is currently being opened up to 
allow private companies to import 
and sell oil. 

Positive signs? 

In the past, Adekunle argues, the 
government believed that it had all 
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the answers to Nigeria's many busi
ness and economic problems. It did 
not allow other groups to provide 
input into its decisionmaking 
process. He believes he has seen a 
shift in the government's willingness 
to listen to the views of the private 
sector. To facilitate this process, 
NACCIMA is encouraging a deeper 
level of public-private coopera
tion by promoting workshops and 
through advocacy work. 

((Govern~ent officials are recog
nizing that they do not have all the 
answers and cannot solve all the 
problems," he said. "Now they solicit 
opinions and seek input from NAC
CIMA. For instance, the government 
wanted to know our view of improv
ing infrastructure, and we pointed 
out the opportunity to privatize as
pects of road construction and 
maintenance. This is a dimension 
that was not there before!' 

Malawi 

The National Association of Busi
ness Women (NABW) is a nonprofit 
organization in Malawi that acts as 
an incubator of small businesses op
erated by women. It not only pro
vides small loans to members, but 
also promotes their interests with the 
government. Since NABW was estab
lished seven years ago, its ranks have 
exploded from 2,000 to over 14,000 
members. 

Malawi is one of southern Africa's 
poorest nations, with a per capita 
GDP of $210, average life expectancy 
of 40 years, national literacy averag
ing 22%, and a high dependence on 
agriculture. Seventy percent of the 
population is unable to read and 
write, 850/o lives in rural areas, and 
34% of all households are headed by 
women. According to a survey con
ducted by NABW, only 21 o/o of 
women have received education be
yond the primary school level. 

NABW's efforts to promote the 
economic empowerment of women 
culminated in a national meeting in 
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1998, attended by high government 
officials, where its members spelled 
out the issues that particularly affect 
women. NABW distributed thou
Sa!fds of copies of its "National Call 
to Action" to government, media, its 
members, and other business and 
civic organizations. 

'"The Call to Action' was a mani
festo of the private community," ex
ulted Joyce Banda, NABW's Execu
tive Director. "The meeting was the 
first time in Malawi that ordinary 
persons have sat at the same table 
with government policymakers to 
discuss issues that concern them. 
This is a bottom-up approach to in
fluencing the government. For the 
first time, the government realized 
that it would have to take women se
riously, and it has begun to address 
some of the issues." 

NABW identified some barriers to 
women in starting and developing 
businesses in four sectors: agribusi
ness, soft goods (textiles, garments, 
handicrafts), tourism, and profes
sional services (legal, accounting, 
health, and consulting). At the meet
ing, the women called on the govern
ment to actively promote their inter-

ests in these sectors. They expressed 
particular interest in reforming 
Malawi's land titling system because 
it discriminates against them as busi
ness operators. "Women in the infor
mal sector can operate businesses, 
but they cannot own land;' Banda 
complained. "Because they do not 
have title deeds, they can't use land 
as loan collateral at banks." 

NABW's work has begun to pay 
dividends. It is providing input to 
government committees that are ex
ploring ways to change the land-ti
tling policy and improve government 
services to women-operated busi
nesses. In addition, the government 
has agreed to adopt a preferential 
purchase plan whereby it will in
crease the amount of government 
supplies purchased from women-run 
businesses, and it will increase the 
number of women who can enter vo
cational training centers. 

To prepare for Poland's impend
ing integration into the European 
Union, businesses have united to 
present their policy recommenda-

'~~ NACCIMA's PosiTION oN SMALL BusiN&SSl!s 

:i¥-~¥6elssue 
,J~i )Vhat sort of assistance do small and medium-size enterprisesneedr' 

~J-iWi,y the Issues are Important _ i 
,C;£f~a.croeconomic, financial, legislative, fiscal, infrastructural and gener:}t; 
•(;~~<!!-Ps>licies directly affect tbe growth and competitiveness of small and> 
,;)J,fuedium-size enterprises (SMEs). Currently these polices are worki11g •.• / 
~:;;aJjainst the SMEs. In the past, a number of measures that were putiil~ ; !/ 
f;>J~lace by tbe government to promote the growth of SMEs proved to be., · '; 
--/~-_-_- --'':' _- --_. - -- ----_-/_'_ 
!J:~iileffective. There were bureaucratic bottlenecks, institutional proliferc>.t'; 
:~i:i{tion and rigidity problems. SMEs also face the problems of gaining. ~ ,;;~: 
~~;~ccess to financial and credit systems. ·· .· ';,/; 

~NACCIMA's Position l 
NACCIMA believes that SMEs are central to strengthening thetechno'\ ;~ 

>logical base of the Nigerian manufacturing sector and increasing em,·- •;~ 
>;pployment. The government must deliberately encourage innovati<m of,~;~ 

~_the SMEs in order for them to develop new products and services for·> '''\ 
/. ;:domestic consumption and export. · ·Z 
~ ·.~ 
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lions to the government. In 1998, 
representatives from the business 
community, a coalition of business 
organizations and high-level officials 
from the government formed a com
mittee to study ways to bring about 
tax reform. It summarized its find
ings-simplify payment procedures 
and overhaul tax rates-in the 
"White Book of Taxes;' which it for
mally presented to parliament. After 
debating the proposal, however, par
liament decided to postpone a deci
sion on the issue of tax reform. 

Despite this setback, Mieczyslaw 
Bak, President of the Institute for 
Private Enterprise and Democracy, 
which was a member of the commit
tee, is optimistic that parliament will 
pass the tax reform. He explains, 
"The trade unions are very strong in 
parliament right now and they op
pose many of our proposals. We 
must convince them otherwise." 

He said that the committee will 
continue to present the government 
with its position on critical economic 
reforms necessary to the country's 
integration into the European 
Union. "If we want our businesses to 
be ready for the increase in competi
tion that will come with integration, 
we need to reform many regulations, 
especially in the area of taxes. The 
government has four to five years to 
make the necessary changes. It 
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knows it must listen to the business 
community." 

According to Bak, one of the more 
valuable lessons to be learned from 
this experience is the effectiveness of 
a unified position of the business 
community. "A coalition of private 
sector companies can be very effec
tive in presenting its conclusions to 
the government," he said. "In the 
past, business spoke through a vari
ety of organizations, which splin
tered its voice. In recent years the 
private sector reorganized in order to 
present a unified front and formally 
lobby the government. A coalition of 
business interests can be an effective 
lobbying force." 

The Federation of Production, In
dustry and Commerce (FEPRINCO), 
founded almost 50 years ago, repre
sents approximately 70 Paraguayan 
business organizations from the in
dustrial, manufacturing and com
mercial sectors. It is the country's 
central business organization and the 
principal voice of the business com
munity vis-a-vis the government. In 
order to help unite the private sector 
in advocating for reform, FEPRIN
CO developed a National Business 
Agenda as a vehicle for launching a 
legislative advisory program. The 

agenda contains a general set of eco
nomic principles from which it will 
base specific policy positions on 
market reforms. 

The National Business Agenda re
viewed the government's economic 
program and identified further re
forms that would consolidate the 
country's transition to democracy 
and a market economy. The agenda 
also identified opportunities for 
reform in such areas as public 
administration, transparency in 
the policymaking process, electoral 
reform, investment in human cap
ital, a new legal framework for 
informal economic activities, and 
poverty alleviation. 

According to Virgilio Levaggi, an 
International Labor Organization of
ficial who was a consultant to the 
FEPRINCO project, the agenda was 
beneficial because it presented a uni
fied voice of the private sector to the 
government. It was also extremely 
instructive in informing both the 
business community and govern
ment policymakers about economic 
reform and thrusting them into the 
process of governance, thereby 
strengthening their commitment to 
democracy. 

Levaggi adds that members of the 
different business organizations in 
Paraguay worked on a variety of is
sues and became familiar with eco
nomic policies of which they had not 
been aware. "Now the leaders of the 
private sector are informed about the 
guidelines of the economic reform," 
he said. "In addition, the government 
has received clear information about 
the needs of the private sector, some
thing that is unusual in most Latin 
American countries. In this way, the 
National Business Agenda has 
strengthened the linkage between 
employers' organizations and the 
government, which is crucial to both 
parties in the national effort to estab
lish a stable reform policy." 

The National Business Agenda has 
also helped foster a closer relation
ship between FEPRINCO and the 
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country's legislature, opening oppor
tunities to work together to craft leg
islation. Collaboration between the 
public sector and the government 

' , has not been the norm in Paraguay, 
', but members of congress now fre

quently request opinions and recom
m,endations from FEPRINCO and its 
member associations. As a result, 
several new legislative initiatives have 
been approved, including the follow
ing areas: copyrights and patents, 
leases, reactivation of the agricultural 
sector, construction of new roads 
and infrastructure, and modification 
of the use of social security funds. 

In the future, FEPRINCO plans to 
build upon its National Business 
Agenda to launch a separate legisla
tive advisory program. It will develop 
bulletins on critical issues contained 
in the agenda that will be used to 
create business and public support 
for specific market reforms. To com
plement the bulletins, FEPRINCO 
will organize seminars to present its 
recommendations and hold press 
conferences to disseminate informa
tion to a wider audience. 

W/ Nicaragua. and Bolivia 11 
Pro Mujer is a non profit organiza

tion created to help women in devel
oping countries raise themselves and 
their families out of poverty through 
training, credit and access to other 
resources. Its clients are very poor, 
low-skilled women with minimal ed
ucation in Nicaragua and Bolivia. 
According to Lynne Patterson, Pro 
Mujer's Executive Director, they 
work in the informal sector because 
they do not have the education or 
skills that would qualify them to 
compete for jobs in the formal sec
tor. 

Pro Mujer offers a training pro
gram that includes six areas: com
munal banking, business skills, civic 
education, empowerment, child de
velopment, and health. The commu
nal banking component provides 
women with small loans ranging 
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from $50 to $600. Prior to receiving a 
loan, women receive basic business 
training and produce a business 
plan. The plan entails identifying the 
purpose of the business and the loan, 
as well as projecting the business's 
expected expenses and income. 

In addition, women learn how to 
organize and operate the communal 
bank through which the loan is 
granted. The bank elects a board of 
directors and establishes a credit 
committee that approves the loans 
which are solicited by its member
ship. Because women do not have 
property or other types of collateral, 
the bank operates by peer guarantee. 
In the event an individual defaults, 
the rest of the group must pay off 
her loan. 

Not a panacea 

Patterson argues that while micro
credit can play a role in reducing 
poverty, it is not a stand-alone inter
vention. "It should not be viewed as 
the panacea that will alleviate pover
ty," she said. "Poor people have other 
needs that are not met by small 
loans. When they receive loans, 
women tend to do what they know 
best, which is to sell products on 
the street. This means that they often 
end up competing with each other 
in a highly saturated market. In 
Nicaragua, women sell to each other 
and nobody has very much money to 
buy anything." 

To be truly effective, Patterson 
reasons, micro-credit needs to be 
part of a comprehensive package that 
offers economic analysis and educa
tion. Examining the economy-in
eluding sector analysis and market 
studies-will help to identify growth 
opportunities for small businesses. In 
addition, women must be given busi
ness training that will enable them to 
develop these opportunities. 

According to Patterson, an anti
poverty package should also include 
organizing women in order to make 
them more effective in changing 
policies detrimental to their busi-

Micro-credit is not enough. 

nesses. Pro Mujer encourages busi
nesswomen to either join or form or
ganizations in order to represent 
their interests before the government 
and policymakers. For instance, 
women may find that the govern
ment needs to facilitate policies that 
help them obtain stalls in the market, 
pay taxes, or receive licenses. 

The poor also have health needs, 
Patterson notes. A small loan cannot 
keep a woman or her children 
healthy. A program that empowers 
women and eliminates poverty must 
also focus on providing basic health 
services, such as pre- and post-natal 
care, child immunizations and con
traceptives. If a woman gives birth 
every year or if that child is sick, she 
will be not be an effective business 
woman.~ 
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From Entrepreneurship Educatiol}/ 
to Policy Advocacy 
by lonAnton 

@ he biggest obstacle to con
d~cting business in Roma
ma rs mstrtutwnal. Inade

quate access to information and 
poorly developed markets, along 
with legal impediments and bureau
cratic red tape, conspire to thwart the 
plans of the aspiring businessperson. 
The International Center for Entre
preneurial Studies (ICES), a Roman
ian think tank, was founded in order 
to bring business education to the 
incipient private sector. However, 
years of educational programs and 
participant feedback have .shown 
ICES it needs to broaden its mission 
to also focus on public advocacy. The 
country's business environment 
must be reformed in order to allow 
entrepreneurs to implement their 
skills and plans. 

Founded as a nonprofit organiza
tion after the 1989 Romanian anti
Communist revolution and support
ed by the Center for International 
Private Enterprise (CIPE), ICES of
fers entrepreneurial programs that 
have trained more than 3,000 entre
preneurs and managers. In its early 
stages, the Center emphasized entre
preneurial development and private 
enterprise development through en
trepreneurial education. It operated 
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Ion Anton is President of the Internation
al Center for Entrepreneurial Studies in 
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on the premise that skilled human 
resources can strengthen the private 
sector, thereby facilitating the coun
try's transition to a market-oriented 
economy. ICES sought to stimulate 
the formation of private businesses 
by introducing such courses as "Fun
damentals of Market Economics," 
"The Role of Entrepreneurs," and 
"How to Start a Business." 

The course curricula and materi
als used in the Entrepreneurial De
velopment Program have been pro
gressively refined to reflect the 
growing need for practical informa
tion expressed by course partici
pants, and to ensure the continued 
relevance of the material in the 
rapidly evolving Romanian environ
ment. Topics include market eco
nomics, entrepreneurial motivation, 
starting a business, developing a 
business plan and the legal environ
ment for private businesses, as well 
as marketing, financing, banking, 
and accounting. Training material 
includes case studies of existing Ro
manian enterprises. 

In addition, ICES has offered sem
inars about privatization, covering 
such topics as the legal framework, 
asset evaluation, privatization tech
niques, restructuring, raising capital, 
and business planning. ICES also 
worked with emerging local business 
associations to train their members 
and their own trainers. These efforts 
were intended to multiply the educa-

tional impact and create public 
awareness about issues that affected 
the business environment. 

There was evidence of better
than-average performance of pro
gram participants-as evidenced by 
business startups and growth of ex
isting businesses-despite the fact 
that Romania's barriers to business 
persisted and even increased. Many 
entrepreneurs believed that the un
friendly business environment ob
structed and discouraged their goals 
and they expressed deep dissatisfac
tion with the overall climate towards 
entrepreneurship. As a result, many 
businesses, while aspiring towards a 
transparent system, preferred to re
main in the informal sector, which is 
estimated to account for 35% of Ro
mania's GDP. 

One entrepreneur from a major 
Transylvanian city privately admitted 
to conducting business in the infor
mal sector, despite his attendance at 
two ICES entrepreneurial training 
programs. He said that he felt de
fenseless in the country's current 
anti-business environment. 

Institutional barriers 

Romania's business environment 
represents a serious concern for 
the business community, according 
to a survey of entrepreneurial 
program partrClpants. Feedback 
showed that participants felt educa
tion alone was not enough in order 
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to succeed in business. The trainees 
were asked to what extent they 
agreed with the statement that "they 
can succeed under any circum-

)) )L " 1 d" stances. 2'}o very strong y agree 
with the statement, 16% "strongly 

agreed," and 50% "slightly agreed." 
The remaining 31% "very slightly 
agreed" with the statement. 

Based on the survey feedback, 
ICES identified some of the major 
legal and regulatory barriers that 

confront entrepreneurs. One way to 
overcome these obstacles is to create 
specific legislative-focused actions 
that promote private-sector growth 
through advocacy targeted at policy
makers. To this end, ICES arranges 
regular meetings with representatives 

Advocating for Reform 
of major independent business asso
ciations at the national level to dis
cuss recommendations and urge 

Once the great hope of reform 
in southeast Europe, Romania has 
moved from the potential of cut
ting-edge reform to become a 
leading example of the perils of 
special-interest politics in a coali
tion government. Far from pro
viding entrepreneurs with the 
conditions needed to operate 
freely and profitably, the Roman
ian government continues to de
velop legislation that favors estab
lished interests which can cir
cumvent the democratic process 
at the expense of small and medi
um entrepreneurs who struggle to 
have their voices heard in policy 
development circles. 

It is against this backdrop that 
the Strategic Alliance of Business 
Associations (SABA), a coalition 
of 30 chambers of commerce and 
business associations, launched 

1 
its activities. SABA is an ad 
hoc coalition of market reform
minded organizations that collab
orate to improve advocacy for 

~ SMEs. It has grown to become the 
' leading representative of small

and medium-sized businesses 
throughout Romania, and has 
grown in stature to the point that 
the Romanian Chamber of Com
merce and Industry has joined 
SABA's ranks. 

SABA has pressed the Roman
ian government for action in 
many areas including foreign in
vestment law, tax reform, SME fi
nancing, competition policy, and 

I privatization. L -~A~A has shown itself to be a 
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well-organized and vocal repre
sentative of business interests. It 
has begun to establish a track 
record of successful advocacy ini
tiatives including: 

+ stopping an initiative to create 
a public-law system of cham
bers controlled by the Roman
ian government; 

+ progress in reopening the Ro
manian Development Agency, 
following its closure and incor
poration of its functions into a 
'(super-ministry;" 

+ progress towards establishing 
a Small and Medium Enter
prise Development Agency with 
wide input from the country's 
entrepreneurs; 

+ acceptance of SABA recom
mendations on tax reform 
legislation, which the US-Ro
mania Action Commission also 
supports; 

+ a successful "fiscal strike" by en
trepreneurs to force the govern
ment into regular consultations 
with SABA members; 

+ inclusion of SABA into the 
Economic Advising Council of 
the President of Romania; 

+ the establishment of a govern
ment-led working group to ex
amine SABA's recommendation 
to develop an industrial policy 
based on "economic clusters', in 
which economic development 
is created around a large, com
petitive regional producer or 
industry. 

' them to join together to submit poli
cy proposals to the government and 

, parliament. One-on-one meetings 
were held with key policymakers to 
promote the implementation of 
these policy recommendations. 

Emphasizing advocacy 

Meanwhile, formal businesses 
• have been establishing a large num

ber of business associations, includ
ing local chambers of commerce and 
industry, employers' associations, 
and professional associations-the 
latter through voluntary member
ships. Because these organizations 
are geographically and functionally 
diverse, they wield more authority 
when representing the interests of 
their members to the government. 

One of the first collaborations be
tween ICES and business associa
tions involved advocating the inclu
sion of the emerging private sector in 
designing and implementing the 
country's overall privatization pro
gram. ICES believed that including 
the business community in the con
struction of this vital plan would im
prove economic democracy and cor
porate governance. 

The focus of ICES reached a turn
ing point when a group of 30 busi
ness associations set up a strategic al
liance in order to pursue joint 
advocacy. The group requested that 
ICES provide technical assistance in 
its lobbying efforts. As a conse
quence, ICES adopted a dual-track 
approach to its goals by expanding 
its activities to include entrepreneur
ship education and advocacy. 

ICES advocacy efforts have since 
focused on disseminating law drafts 
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to members of the Strategic Alliance 
of Business Associations (SABA) for 
feedback, collecting their recommen
dations, and presenting them as poli
cy papers. These papers have been 
used as background for policy 
roundtables, to which policymakers 
have also been invited. As a result, 
the government has adopted several 
ICES/SABA policy recommenda
tions. ICES has also conducted 
strategic policy research concerning 
tax reform, private sector develop-

ment, and private sector financing 
through venture capital. 

Benefits of dual-track approach 
The current hostile business envi

ronment is characterized by high 
taxation, high and volatile interest 
rates, contradictory laws, corruption, 
and bureaucratic red tape. However, 
training programs can certainly help 
business people cope with this envi
ronment, and ongoing contact be
tween ICES and entrepreneurs will 

provide essential feedback concern
ing their needs and requirements. 

Entrepreneurs have also appreci
ated the dual-track approach which 
ICES has taken. They want the gov
ernment to adopt pro-business poli
cies, while education supports their 
entrepreneurial spirit and offers 
management skills to make market 
risk-taking more manageable. To be 
globally competitive, training and 
advocacy must continue.~ 

i -
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A Teachers Guide 

In the early 1990s, the International Center for Entrepreneurial Studies, the University of 
Maryland's Dingman Center, and CIPE developed a core curriculum for Romanian trainers. 
The courses covered the essential elements needed to expose potential entrepreneurs to the 
realities of business life. The following list presents some of the subjects included in the 
core curriculum: 

Introduction to Business and Economics 
Global economy 
Wealth distribution 
Relationship between government and industry 
Regulation in a "free-market" economy 
Tax structure 
Stock, bond, and futures markets 
Banks and thrifts 

Basic Concepts of Entrepreneurship 
Dynamics of change 
Opportunities and resources 
Entrepreneurial viewpoint and personality 
Risk and risk/reward factor 
Case histories 

Venturing 
Innovation 
Objective analysis 
Creation of a team 

Strategic Planning in New Ventures 
Business definition 
Market research and analysis 
Competition analysis 
Formulation of overall business strategy 

Financial Planning in New Ventures 
Financial statements 
Financial projections 
Determination of funding requirements 
Debt and equity financing 
Valuation of company 

Winning Business Plan 
Business plan objectives and targets 
Step-by-step guide to business plan preparation 
Presentation of business plans to financial community 
Operations plan from business plan 

Raising Capital 
Fundraising tools and team 
Financiers' considerations 
Sources of funding: equity and debt capital 
Negotiating the deal 

Organization for Success 
Company name 
Organization forms 
Board of directors 
Structuring the company organization 
Attracting outstanding key employees 
Infrastructure without bureaucracy 

---.---·--J 
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Montenegro: Laying the 
Foundation of Entrepreneurship 
by Petar lvanovic 

he Center for Entrepreneurship 
(CEP) in Podgorica, Montenegro 
offers a wide range of products 

for entrepreneurs, including seminars, 
consulting and research. It also trains en
trepreneurs on how to write business 
plans, run their businesses and introduce 
new products. In 1998 more than 50 new 
businesses started due to CEP's consulting 
and training services. 

Challenges run deep, however. Yu
goslavia's history has made people resis
tant to the concept of entrepreneurship. 
Although unemployment is high in Mon
tenegro--around 45%, according to CEP 
surveys-most people do not have an en
trepreneurial spirit. 

Since social ownership of property was 
the predominant form of ownership 
over the last 45 years, people born after 
the Second World War view the private 
sector and the notion of risk with a large 
degree of skepticism. Business persons 
often make decisions without being con
cerned about risk because they assume 
that the government will cover their losses 
if they do not succeed. 

Despite these deep-seated attitudes, 
however, CEP sees an opportunity among 
young people. Therefore, it also focuses 

Petar Ivanovic is one of the founders and Ex
ecutive Director of the Center for Entrepre
neurship in Podgorica, Montenegro. CIPE 
has opened an office in Montenegro and is 
funding a program with CEP. 
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on elementary and high schools. It has 
launched a project to establish entrepre
neurship as a new curricula subject. If this 
pilot project is successful, CEP will train 
teachers about entrepreneurship, thereby 
enabling them to pass their skills on to 
their students. Introducing young people 
to the concept of entrepreneurship will 
make them less resistant to the private 
sector, as well as help them understand 
what government needs to do in order to 
make the business community develop. 

CEP plans to help graduate students to 
find jobs in the private or public sectors. 
This project is based on the long-term 
goal of influencing future policymakers. 
With the right training, graduates who 
work in the government may be able to 
create an environment receptive to busi
ness interests, especially in 
the areas of privatization 
and property rights reform. 

CEP also plans to educate 
government officials about 
the potential rewards of the 
private sector. In order to 
understand the benefits of 
economic reform and priva
tization, they must learn 
about key issues such as 
how to reduce government debt, 
strengthen capital markets and in
crease competition and investment. 
They must also recognize the econ
omic consequences of politically moti
vated decisions, and they should adopt 
a regularized and transparent legislative 
process.~ 
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Educating Women: 
Teaching the Very Poor 
by Lorraine Corner 

!though women's and men's 
gender roles in developing 
countries are clearly differ

ent, it may seem that women and 
men entrepreneurs have very similar 
business roles and therefore similar 
training needs. However, the experi
ence of the United Nations Develop
ment Fund for Women (UNIFEM) 
over the past decade in several East 
and Southeast Asian countries sug
gests that poor women have some 
distinct needs that should be explic
itly addressed in entrepreneurial ed
ucation programs. 

Unique situation 

The unique training requirements 
of women entrepreneurs who live 
near the subsistence level arise pri
marily from the convergence of 
women's businesses and traditional 
gender roles. Particularly in micro 
and cottage enterprises, women's 
businesses are linked very directly to 
their gender roles of housewife and 
mother. Women in developing coun
tries usually start up small businesses 
to help meet the primary responsi-

·------------
Lorraine Corner is Regional Program 
Adviser of the East & South East Re
gional Office of UNIFEM in Bangkok, 
Thailand. UNIFEM is a catalytic fund 
in the UN system that supports innova
tive programs which reach large num
bers of women entrepreneurs. 
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bility of providing their families with 
food, clothing, education, and health 
care. Women's businesses also tend to 
utilize skills acquired through their 
domestic roles, and many businesses 
are physically located in the domestic 
environment. 

In contrast to most men's busi
nesses, women's businesses are often 
so closely integrated into household 
activities that there is no clear dis
tinction between business and 
household activities. For example, 
many women who operate small 
sundry stores or food processing en
terprises draw freely on their busi
ness stocks and earnings for house
hold consumption. As a result, they 
have little idea of the real earnings of 
the business and are unable to ana
lyze its performance or price goods 
appropriately. 

In entrepreneurial education pro
grams for women, learning how to 
separate the enterprise from the 
household should be a key focus of 
training. The results of such a sepa
ration can be quite dramatic and em
powering for women. For example, 
in a Philippines slum area, both the 
women operating small sundry (sari
sari) stores and their husbands as
sumed that the stores merely supple
mented the husband's cash earnings, 
on which the households and the 
women were mainly dependent. A 
business training program imple
mented by a nonprofit organization 

taught the women easy methods of 
maintaining separate accounts, 
thereby showing that the stores actu
ally provided the major share of 
household income. 

This simple finding empowered 
women in two ways. First, they began 
to take their enterprises and their 
own economic roles much more seri
ously, and they began to invest time 
and effort to upgrade their business
es. Second, the discovery that they 
were not economically dependent on 
their husbands encouraged some 
women to gradually negotiate a more 
equal relationship within the house
hold, particularly in relation to deci
sion making. 

A related training need that often 
has greater implications for women 
than men is that of simple business 
analysis skills. The failure to main
tain separate accounts means that 
women cannot accurately identify 
and measure income and expendi
tures. In particular, since women's 
primary household responsibilities 
are unpaid, they tend to overlook the 
costs of their own labor, thereby sell
ing their products below cost. As a 
result, many small women's business
·es are considered to be vehicles to 
generate a cash flow rather than a 
profit. That is, while the cash gener
ated by the business may enable the 
household to meet its basic short
term needs, a financial analysis may 
reveal that the business actually in-
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curred losses since the numbers do 
not include the opportunity cost of 
the women's labor. 

Wanted: business skills 

Access to credit. If women are un
able to analyze their enterprises, they 
cannot identify their business weak
nesses and vulnerabilities. Since 
women entrepreneurs usually have 
more difficulty than men in gaining 
access to credit, women in the micro 
and cottage enterprises often empha
size credit as the biggest obstacle to 
business development. 

Women fish processors in Vi et
nam approached a UNIFEM project 
for access to subsidized credit, on the 
grounds that their small enterprises 
could not pay market interest rates. 
However, most of the women were 
actually using informal sources of 
credit from money lenders, friends 
or family. They did not realize that 
their effective interest rate was often 
well above the market rate because it 
was not clearly identified in the re
payment method. 

The availability of credit was a 
problem, but the rate of interest was 
not. The real credit issues were the 
women's lack of access to collateral 
and their need for flexible repayment 
arrangements that would take into 
account the long gestation period be
tween the purchase of raw materials 
and the readiness of the fish sauce 
and fish paste produced by fermenta
tion methods for the market. 

Solid bookkeeping practices not 
only help women to accurately iden
tify the nature of their credit prob
lems, they also enable women to 
place the issue of credit in proper 
perspective. Although often consid
ered the primary need of small busi
nesses, credit should only become an 
issue after analysis has established 
that the business is economically vi
able and has the potential to generate 
profit. 

From this perspective, the major 
training needs of most small busi
nesses, particularly those operated by 
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Women's businesses are often too closely integrated with their households. 

women, lie in the areas of product 
development, productivity and tech
nology development, and marketing. 
At the micro and cottage level, 
women entrepreneurs are particular
ly handicapped in these areas by the 
combined impact of gender stereo
types and their more limited busi
ness experiences relative to men 

Developing the right products. 
When they come to the market as 
consumers, poor women tend to be 
almost completely price driven. The 
key for them is to find the cheapest 
price. When they enter the market as 
producers, they tend to extend this 
experience, automatically position
ing themselves at the low end of the 
market where compelltwn is 
strongest and the potential for 
adding value is minimal. 

Women have less exposure than 
men to education, travel and the 
media. As a result, most poor women 
entrepreneurs do not understand 
that some buyers might be motivated 

by quality, usefulness or fashion. 
Therefore, they often do not even 
consider targeting their products to 
the middle, much less the higher 
end, of the market. 

Mastering technology. Gender 
stereotypes also tend to exclude 
women from information about 
technologies and from learning the 
skills needed to master the often 
quite simple mechanized technolo
gies that could greatly increase the 
productivity and profitability of their 
enterprises. The Vietnamese fish pro
cessing project mentioned above 
trained women to use very simple 
fish grinding machines that were 
readily available and affordable to 
many households. The project found 
that the training not only enabled 
the women to utilize this technology, 
it also encouraged some to become 
more adventurous in seeking other 
forms of mechanization. ~ 
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Building Strength and 
Confidence 
by Andrina G. Lever 

(f) 
he trend towards entrepre
neurship and self-employ
ment has exploded in the 
last decade of the 20th cen

tury, and women have played an im
portant role in this phenomenon. 
There are several major reasons why 
the number of women-operated 
businesses has grown so dramatically 
in some countries: 

+ better education; 

+ increase in opportunities; 

+ developments in technology; 

+ better access to credit; and 

+ improved access to information. 

However, there are also several 
negative developments that have 
fueled this trend: 
+ the increase in single mother 

households; 
+ the need for more than one family 

income; 
+ dissatisfaction with the work envi

ronment; and 
+ the need to support oneself and 

one's family. 

Although most woman-owned 
businesses are small or medium
sized and many operate in the infor
mal sector, they substantially con
tribute to their countries' economies. 
However, in many developing 
economies, women's business ven
tures are often not regarded as "busi
ness" because they are a necessity for 
survival. 

Many of the challenges that 
women in business encounter are 
similar to those all small businesses 
face regardless of ownership or gen
der. The challenge may be more 
complicated for women, however, 
because of gender or the influence of 
cultural, ethnic, political, and eco
nomic biases. Women's management 
styles also tend to differ from men's 
due to their different skill sets and 
life experiences. 

However, as in business in general, 
women entrepreneurs benefit dra
matically, especially in strength and 
confidence, from learning, training, 
sharing, and association. Women 
prosper from networking, sharing 
their knowledge and experiences, 
and mutual support. 

Benefits of association 

Women entrepreneurs show up in 
the most amazing places with inter
esting tales about doing business 
against all odds. One such young 
woman is Hilda Broomfield Letem
plier, a native Canadian Inuit 
woman, who lives in the remote, 
northern community in Labrador, 
Canada. In 1991, with great difficul
ty, she went into the pressure-pipe 
steel fabrication business with her 
husband. 

In November 1997, Ms. Letempli
er attended Canada's first ever busi
nesswomen's trade mission to the 
United States. At the conference in 
Washington, DC, she joined more 
than 100 other Canadian business

Andr.ina G. Lever is President of the 
Women Entrepreneurs of Canada 
Fqundation. 

women to participate in policy dis
' cussions with government officials, 

workshops about conducting busi

'"-·~~---~~-·-····~-~----······-·-------·---·· -' ness across the border, and business-
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matching sessions with other busi
nesswomen and business leaders. 

Her participation in the trade 
mission to Washington taught her 
about the standards and certification 
required for US-bound exports. 
Today she is president and majority 
shareholder of Labrador's first man
ufacturing company. She has since 
obtained her ISO 9002 certification, 
developed her Web site, and is well 
on the way to meeting the require
ments for US certification. In addi
tion, although Ms. Letemplier lives in 
one of the most inaccessible parts of 
Canada, she now feels connected to 
women entrepreneurs across Canada 
and no longer alone in her business 
venture. 

While the purpose of the trade 
mission was to encourage and assist 
Canadian women to conduct more 
business across the border, it also 
brought other very important but 
less tangible benefits. The Canadian 
women participants conducted more 
business among themselves than 
with US companies, and they formed 
new support organizations, such as 
the Women in Software and Technol
ogy Association and a Canadian 
chapter of Organization of Women 
in Trade. In addition, many partici
pants joined existing organizations 
such as the Women Entrepreneurs of 
Canada and the Women Business 
Owners of Canada. 

Training women entrepreneurs 

Barbara Mowat, President and 
CEO of Impact Communications 
Ltd. in Canada, has developed a 
highly successful and unique training 
program that provides practical 

NUMBER FOUR 1998 ECONOMIC REFORM TODAY 



training to entrepreneurs, as well as a 
means for them to sell and distribute 
their products. Participation in Ms. 
Mowat's program is done by apply~ 
ing and submitting a product for a 
strict adjudication process. Her goal 
is to help people, especially those in 
remote and rural communities, bring 
their products to the market. 

Upon acceptance into her pro~ 
gram, entrepreneurs participate in a 
series of practical business work~ 
shops delivered by experts. After they 
graduate, they design their own dis~ 
play and participate in the largest 
trade shows in Canada. In the 12 
years that Ms. Mowat has been run~ 
ning her program, she has helped 
more than 5,000 micro~entrepre~ 

neurs establish viable businesses and 
export their products. She is now ex~ 
panding her own business. 

Women mentors 

Recent research in both Canada 
and the US has shown that women 
benefit tremendously from a formal 
mentoring program. Such programs 
as Canada's "Step In;' "Step Up" and 
"Step Ahead" programs have proved 

very successful. Originally started as 
an initiative of the Ministry for Eco~ 
nomic Development, they are now 
run privately by various business~ 
women's associations. These pro
grams are available in various parts 
of Canada and apply to specific 
stages of growth of a company. 

Most of the programs pair a sue~ 
cessfully established woman entre~ 
preneur with a protegee. The pro~ 
grams require part!C!pation in 
specific workshops and training ses~ 
sions each month over a ten~month 
period. In addition, the mentor must 
agree to spend a minimum of two 
hours per month on a one~on~one 
basis with her protegee. Mentoring 
by established women entrepreneurs 
is an ideal way to learn about the 
practical aspects of business while 
enriching the experiences of both 
women. 

Carol Rock is an innovative 
woman in rural Ontario who has 
created Women in Rural Economic 
Development (WRED). Ms. Rock's 
program, Web site (www.sentex.net/~ 
wred) and newsletter, which is deliv~ 
ered to isolated women across Cana~ 

da, have given support and opportu ~ 
nities to hundreds of women who 
have sound business ideas. 

Help for rural business women 

As a nonprofit organization, 
WRED ensures women's participa~ 
tion, builds local leadership capacity, 
offers a rural perspective, and seeks 
to build partnership alliances. In Oc~ 
tober 1998, Ms. Rock hosted the 
Connections 1998 Conference in 
Stratford, Ontario, which was attend~ 
ed by more than 350 women from 
across Canada. They received strong 
business direction from community 
leaders, bankers, professional ad vi~ 
sors, and experienced entrepreneurs, 
along with the opportunity to show~ 
case their products and services. 

As women entrepreneurs continue 
to grow and face the challenges of 
managing new ventures and expand~ 
ing their businesses, the value of 
their connections, and continued 
learning will provide some of the 
most valuable and insightful experi~ 
ences of entrepreneurship. ew 

HANDBOOK AVAILABLE 

ClPE has published a "how to" study to assist women en~ 
trepreneurs build effective business organizations world
wide. The ideas in the handbook were presented at CIPE's 
1997 conference attended by more than 120 women from 
over 55 countries. As a result of the conference women 
entrepreneurs already have created new organizations in 
Brazil, China, Croatia, Nicaragua, the Philippines, and Roma
nia. News about these new organizations and the achieve
ments of conference participants are detailed in a bi
monthly women's newsletter launched by CIPE this year. 

The conference study contains invaluable information on boosting membership, using today's tech
nology, building Web sites, and contains a one-of-a-kind directory of international businesswomen. 
To obtain these valuable publications, contact Amy Wormwood either via fax (202/721-9250) or email 
(cipe@cipe.org). The study sells for $10, and the annual subscription to the newsletter is $12 or is sent 
to readers free via email. 
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Educating Tomorrow's 
Entrepreneurs 
by All an Gibb 

@ ver the past two decades 
there has been a growing de
bate about how well educa

tional systems prepare young people 
for adult life in general and "enter
prise" in the world of work in partic
ular. This debate recognizes the need 
for societies, organizations and indi
vidual citizens to improve their ca
pacity to cope with an increasingly 
competitive, uncertain and complex 
role involving higher rates of innova
tion and change. While the concept 
of "enterprise, is ambiguous enough 
to embrace a wide range of educa
tional initiatives-including industry 
awareness, business management, 
new venture creation, and the devel
opment of personal and social skills, 
among others-there is an increasing 
awareness of entrepreneurship as a 
distinct educational challenge that 
needs to be addressed. 

This need raises several major is
sues for educational systems. The 
most important is how to opera
tionalize the ''entrepreneurship" con
cept in an educational context. Sec
ondly, in an area of much confusion 
there is an important need to be 
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quite clear as to why the issue is of 
such importance. Thirdly, there is a 
need to consider what entrepreneur
ial educational initiatives mean for 
the organization of schools and col
leges and for teacher competence. 
This is of great importance if entre
preneurship education is to become 
embedded within the standard cur
riculum, as opposed to being an 
"add-on" in certain classes. 

Finally, there is a range of ques-· 
tions relevant to the "process" of de
veloping entrepreneurial initiatives 
in schools. These include: how to es
tablish clear objectives and targets; 
how to distinguish among the needs 
of different groups within the educa
tion system; how to make decisions 
concerning where entrepreneurship 
fits into the curriculum at different 
levels (primary, secondary and fur
ther education); deciding how to as
sess and accredit entrepreneurship 
education; and how to determine the 
most effective links between the 
business community and education. 
This article will briefly address each 
of these issues. 

Concept into practice 

Academics have debated the no
tion of entrepreneurship for several 
centuries and still there is little agree
ment. Much of the debate seems 
more concerned with identifying 
further researchable questions than 

. ' 

·' 
with meeting the needs of practi
tioners. However, there is almost 
universal agreement that entrepre
neurship is centrally concerned with 
the way that individuals and organi
zations create and implement new 
ideas and ways of doing things, re
spond proactively to the environ
ment and thus provoke change in
volving various degrees of 
uncertainty and complexity. 

In the educational context, it is the 
behaviors associated with entrepre
neurship that are important. These 
behaviors, widely associated with the 
more generic notion of an "enter
prising person" are spelled out in the 
next page. Underpinning these be
haviors are certain skills and attri
butes. There has been much academ
IC debate about whether the 
attributes can be developed in indi
viduals or are the product of genet
ics. The weight of opinion supports 
the notion that they can be influ
enced considerably. 

Knowledge is a contextual element 
in "developing" behaviors in educa
tion. For example, it is possible to 
encourage entrepreneurial behavior 
within the context of the standard 
curriculum subjects, such as lan
guage and literature, mathematics, 
geography, history, science and so 
on. It is also possible to address it 
within a more specific business edu
cation context, for example, the task 
of creating a new venture where the 
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Entrepreneurial Behaviors 

• grasping opportunity 

• taking initiative 

• solving problems creatively 

• managing autonomously 

+ taking responsibility for, and 
ownership of, things 

• seeing things through 

• networking effectively to 
manage interdependence 

• putting things together 
creatively 

• using judgment to take 
calculated risk. 

Entrepreneurial Attributes 

• achievement orientation and 
ambition 

• self confidence and self esteem 

• perseverance 

• high internal locus of control 
(autonomy) 

t action orientation 

• preference for learning by 
doing 

• hardworking 

• determination 

• creativity 

Entrepreneurial Skills 

• creative problem solving 

· • persuading 

• negotiating 

• selling 

• proposing 

• holistically managing 
business/projects/situations 

• strategic thinking 

• intuitive decision making 
under uncertainty 

• networking 
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knowledge base will be substantially 
related to the process of venture 
start-ups and associated tasks and 
learning requirements. it is impor
tant to recognize that, in taking this 
approach, skills in themselves will 
also have a knowledge context relat
ing to the task in hand. 

With this understanding, entre
preneurship/enterprise can therefore 
be defined as follows for educational 
purposes: 

Behaviors, skills and attributes ap
plied individually and/or collectively 
to help individuals and organiza
tions of all kinds to create, cope with 
and enjoy change and innovation 
involving higher levels of uncertain
ty and complexity as a means of 
achieving personal fulfillment. 

it is important to note that this 
definition embraces organizations of 
all kinds. It is not solely a function of 
business activity. There are social en
trepreneurs, educational entrepre
neurs, religious entrepreneurs, and 
entrepreneurs in a range of nonprofit 
organizations. 

The behaviors most commonly as
sociated with the entrepreneur are 
shown at left. In general, they paint 

an image of the active person who 
gets things done, thinks strategically 
on his/her feet, and harnesses re
sources imaginatively. 

Backing up these behaviors are a 
number of attributes which, it is ar
gued, can be developed, although na
ture has undoubtedly endowed indi
viduals with different combinations 
and quantities of these. They support 
the notion of an individual or team 
wanting to achieve and be capable of 
driving change through new ideas 
and innovations, rather than sitting 
back and responding to events. 

Unlike attributes, it is possible to 
assert with more certainty that the 
skills commonly associated with en
trepreneurship can be developed. 
These skills are tightly tied to entre
preneurial attributes and support the 
pursuit of behaviors as identified at 
left. 

Different from business 

it is very important not to confuse 
entrepreneurship with being "busi
ness-like" or "professional" in the ad
ministrative management sense. Such 
confusion is dangerous. Many of the 
mechanisms and associated values 
and beliefs of corporate and adminis-

DIFFERENT PERCEPTIONS, DIFFERENT NEEDS 

Qualities governments 
and corporations value 

order 
formality 

accountability 
information 

clear demarcation 
planning 

corporate strategy 
control measures 
formal standards 

transparency 
functional expertise 

systems 
positional authority 

formal performance appraisal 

vs Qualities of entrepreneurial 
organizations 

untidiness 
informality 
trusting 
personal observation 
overlapping 
intuitive 
"tactically strategic" 
"I do it my way" 
personal monitoring 
ambiguous 
holistic 
"feely" 
owner managed 
customer/network exposed 
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trative management are the antithe
sis of entrepreneurship (see the left
hand side of the table on page 33). 
Yet at times they are brought into the 
educational curriculum and even 
management systems under the en
trepreneurship label. 

The entrepreneurial organization, 
particularly small businesses, can be 
characterized by the right hand side 
of the table. Large organizations have 
been dramatically downsizing and 
decentralizing over the past decade 
or so in search of the flexibility asso
ciated with qualities on the right side 
of the table. Young people in the 
future are more likely to find them
selves working in organizations closer 
to the entrepreneurial mode. 

In the developing country context, 
it can be argued that the two 
columns in the table characterize the 
divide between the "modern" corpo
rate and bureaucratic sector and cul
ture and the massive informal sector 
of micro-business. The divide is 
clearly evident through Asia, Africa 
and Latin America and is unfortu
nately now manifesting itself in the 
transition economies. The lack of 
real empathy between the two sides 
means that building relationships 
based upon trust is difficult and, 
without this, the emergence of a dy
namic, entrepreneurial, indepen
dently owned business sector is al
most impossible. 

In the transition economies, it is 
the absence of an entrepreneurial 
culture among the stakeholder envi
ronment of banks, professional ser
vices, government, regulatory au
thorities, and the education sector 
that prevents the legitimization of 
entrepreneurial activity. The result is 
the channeling of most of the emer
gent individual entrepreneurial be
havior into the informal sector or 
criminal activity. 

Education underpins culture. The 
lesson from this is that entrepreneur
ship education is for everyone, not 
just the small business entrepreneur. 
Unless this is accepted, the emerging 
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EDUCATION AND THE CHANGING WORLD 

Individual Repositioning 

independent business sector will face 
substantial barriers to growth and 
entrepreneurial energy will be si
phoned off into deviancy. 

In the educational and managerial 
contexts, it is important to under
stand that entrepreneurship is em
bodied in sets of values and beliefs 
relating to ways of doing, seeing and 
communicating things. In turn, this 
is reflected in ways of organizing 
things and, importantly for educa
tion, ways of learning things. 

Another common mistake is to as
sume that entrepreneurial behaviors, 
skills and attributes are synonymous 
with interpersonal or transferable 
skills. They are not. Problem solving 
is very different from creative prob
lem solving. Communication, pre
sentation skills, numeracy, and litera
cy underpin entrepreneurial skills 
but are not at all identical with them. 
It is perfectly possible to utilize 
fully conventional interpersonal 
skills in bureaucratic occupations 
and organizations. 

Overall, a greater focus upon en
trepreneurship in the education sys
tem will demand reexamination and 
questioning of many existing educa-

lion/industry models that claim to 
be entrepreneurial, but are not. For 
example, it is perfectly possible to 
have substantial work experience 
programs in schools that are not en
trepreneurial in nature. There are 
many "new venture' programs that 
are not organized in a particularly 
entrepreneurial manner. Students 
may undertake individual projects, 
accumulating business knowledge 
without any notion of the experience 
being entrepreneurial. 

For the future 

Why is the question of entrepre
neurship in the education system be
coming more important? The simple 
answer is that we are living in a soci
ety that is increasingly demanding all 
kinds of entrepreneurial behavior. 
Most of the political and policy state
ments concerning the need for entre
preneurship and entrepreneurial ed
ucation are wrapped up in the 
rhetoric of international competi
tiveness. Space does not permit for 
analysis here, but the pressures for 
greater individual and collective en
trepreneurial behavior, in response 
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to global pressures upon society, or
ganizations and individuals, are set 
out in Chart 1 (see page 34). 

At the global level, many factors 
combine to bring much greater op
portunity but also greater uncertain
ty, including political realignments, 
reduced trade barriers, the great sig
nificance of information and com
munication technologies, higher 
rates of product and technological 
obsolescence, greater product differ
entiation, international standards for 
business. Other factors at play in
clude greater opportunities for travel 
and personal transfer, the growth of 
the English language as an interna
tional medium of exchange, wider 
lifestyle choices, and the impact of 
massive international capital flows. 

At the societal level, there are 
many factors contributing to greater 
complexity and uncertainty. These 
include the withdrawal of the bound
aries of the state, public spending 
pressures, privatization, deregulation, 
the creation of "markets" in public 
services, the outsourcing of social 
services, more business involvement 
in partnerships with governments 
and resulting new forms of gover
nance including nonprofit organiza
tions, the growing use of business 
methods in all walks of life, standard 
setting and benchmarking. There is 
also the growing impact of pressure 
groups in society, the legitimization 
of activities earlier thought of as de
viant, the decline of religion, mount
ing concerns over the environment, 
the growing power of minority rights 
groups, and increasing propensity to 
challenge issues in courts of law. 

The same climate of growing com
plexity and uncertainty presents itself 
at the organizational level as a result 
of the downsizing, delayering, decen
tralization, re-engineering, higher 
levels of subcontracting, new forms 
of purchasing partnerships and 
strategic alliances, capital mobility, 
international sourcing, spin -outs and 
spin -offs, the impact of software on 
virtual reality management, merg-
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ers/alliances and global company ra
tionalizations. Other prevalent trends 
are the demands for flexibility in the 
workforce and mobility of personnel, 
and the growth of professional, white 
collar small businesses linked with 
the increasing dominance of the 
human knowledge base of the com
pany over that of physical assets. 

As a reflection of everything 
above, the individual is faced in the 
work environment with greater ca
reer rewards and job uncertainty, a 
greater probability of part-time and 
contract employment, greater pres
sure for geographical mobility, more 
pressure and wider responsibility at 
work and more stress. At home, 
he/she is increasingly likely to be di
vorced, to be a single parent, to have 
multiple relations, to be faced with a 
reduced public social security net, 
and with a greater imperative to pro
vide for his own pension arrange
ments, for taking responsibility for 
property, and for managing credit. As 
a consumer, the individual is increas
ingly faced with the bewildering 
choice of products and services about 
which there is growing information 

and with greater responsibility for 
choice in learning. 

If these scenarios are projected 
into the future, it becomes clear that 
there will be a greater need for all 
kinds of entrepreneurial behaviors. If 
there is to be an educational response 
of value, it must be sensitive to the 
factors identified above, as well as the 
pressures that this will place on the 
individual and the organization. 

The basic educational challenge 

Much of what currently goes on in 
schools under the label of entrepre
neurship is an "add on)) to the cur
riculum sometimes "taught" by visit
ing business mentors. However, in 
order to embed entrepreneurship in 
the education system, it must reflect 
the culture of the school itself, the or
ganization of the classroom and the 
ability of the teacher. 

It has long been evident that maxi
mizing the contribution of entrepre
neurial behavior to organizational ef
fectiveness requires high degrees of 
decentralization and empowerment. 
Enterprise is the antithesis of corn-
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mand and control. In order to create 
a climate for teaching entrepreneur
ship, schools need to: 

+ create and reinforce a strong sense 
of individual ownership, activities 
and outcomes; 

+ reinforce associated feelings of 
freedom and personal ability to 
make things happen; 

+ maximize the opportunity for in
dividuals to take responsibility for 
a wide and integrated range of 
tasks; 

+ reinforce the notion of responsi
bility to see things through; 

+ strongly focus the organization on 
defining excellence through the 
eyes of its key stakeholders; 

+ encourage staff to develop their 
own stakeholder networks in line 
with strategy; 

+ link rewards to satisfying stake
holder needs and thus school ex
cellence; 

+ tolerate ambiguity and allow mis
takes as a basis for learning; 

+ encourage strategic thinking be
fore formal planning; 

+ emphasize the importance of per
sonal trust and "know who" as a 
basis for management rather than 
formal relationships; 

+ avoid too strict demarcation and 
encourage informal overlap be
tween departments and groups as 
a basis for developing a common 
culture; and 

+ build ways of learning on the job 
through staff development. 

If the school/college "lives" entre
preneurship, the institution will give 
more support to risk-takers. The re
ward for entrepreneurial organiza
tion is that teachers will be in a posi
tion to gain considerable insight. 

In the classroom 

The challenge in bringing entre
preneurship into the classroom is to 
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organize it around the structural 
characteristics identified above. The 
aim should be to allow young peo
ple to experience and feel the con
cept, rather than just learn about it 
in the conventional sense. The em
phasis must be upon pedagogy as it 
encourages learning: by doing; by 
exchange; by copying and learning 
from the experience; by experimen
tation; by risk taking and "positive" 
mistake making; by creative prob
lem solving; by feedback through 
social interaction; by dramatization 
and role playing; by close exposure 
to role models; and in particular in
teraction with the outside/adult 
world. 

Excellent teachers have always 
used such enterprising methods as 
learning vehicles. Yet such ap
proaches are often seen to be part of 
a "progressive" and "trendy" educa
tional method, opposed by those 
who look for more discipline in the 
classroom with a greater emphasis 
upon traditional learning. This prej
udice will need to be overcome be
fore substantive progress can be 
made in entrepreneurship educa
tion. 

It seems perfectly possible to 
combine good exam results with the 
development of personal entrepre
neurial skills, and to mix progressive 
with more traditional methods as 
appropriate. This is certainly the ex
perience of Durham University 
Business School in running pro
grams for hundreds of teachers in 
the United Kingdom and across the 
world over the past twelve years. 

The "excellent" teacher will take 
easily to the entrepreneurial concept 
and will see it as central to educa
tional objectives. The entrepreneur
ial teacher will be one who masters 
the art: knowing how much owner
ship and control of learning to give 
to students; maximizing social 
learning; encouraging student net
working; developing motivation and 
commitment of students to see 
things through; encouraging calcu-

lated risk taking; seeking and taking 
up opportunities in an innovative 
fashion; and involving students in 
taking personal responsibility for 
development of learning. 

The challenges ahead 

If we are to take entrepreneurship 
education more seriously and seek 
to establish it as a fundamental part 
of the curriculum, a number of ad
ditional major issues need to be ad
dressed. These include setting clear 
objectives; differentiating the pro
gram to cater to students with dif
ferent needs; maximizing the gate
ways into the curriculum; and 
finding appropriate methods of as
sessment and accreditation. 

Objectives and outcomes 

Introducing entrepreneurship 
into the school and college curricu
!urn will mean building upon exist
ing industry/community links and 
related programs. Once this has 
been done, care must be taken in 
distinguishing among various ob
jectives, m deciding which ap
proaches are most relevant to the 
school and college context, in deter
mining whether they will be special
ist programs or a part of the wider 
curriculum, and in determining ex
actly what outcomes should be tar
geted. The key issues are: 

The Curriculum Objectives Question 

+ to create the capacity to start a 
new venture 

+ to provide insight into working in 
a small venture 

+ to develop "business" understand
ing in general 

+ to develop personal "enterprise" 

The Appropriate Location 
+ at school 
+ at a vocational institute 
+ at a higher education institute 
+ at a business location 
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The Program Approach 

+ a specialist business program 
+ full academic curriculum for all 

subjects 
+ extra-curricular program 

Desired Outcome for Participants 

+ to start a new venture 

+ to work effectively in a small orga
nization 

+ to work effectively in the flexible 
labor market 

+ to develop personal entrepreneur
ial skills 

In practice, there can be consider
able overlap and integration among 
the above choices. For example, in 
terms of outcomes, young people can 
be prepared to enter a world of work 
in which they are more likely to be
come part of the increasingly flexible 
lab or market. They will have to man
age their lives in the world described 
earlier. At the same time most, but 
not all, will work in small organiza
tions. A minority will become self 
employed and/or start new ventures. 
The choices presented are of impor
tance in the process of careful objec
tive setting. However, it is important 
to note that the outcomes set out 
above do not just focus upon busi
ness but upon organizational settings 
for work of all kinds. 

Students' different needs 

The above discussion of objec
tives, targets and outcomes is a re
minder that within the education 
system, different student groups have 
different needs that might be served 
by entrepreneurship education. 
Within secondary schools, there are 
many groups with different needs. 
These include school leavers; low 
academic achievers; drop-outs; high 
academic flyers; those who face un
employment; those heading towards 
higher or further education; those 
who because of their personal back
ground are more likely to engage in 
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family activity; students with disabil
ities or special educational needs; 
women; and ethnic minorities. 

There are also different needs at 
the primary, secondary and tertiary 
educational levels. Primary school 
objectives are more likely to con
centrate upon personal "enterprise" 
development and cross curricula 
activity and socialization with 
adults. Tertiary education efforts 
may focus more upon the "hard" 
business end of self-employment 
and entrepreneurship. 

Gateways into the curriculum 

Entrepreneurship as defined 
above can find its way into a broad 
swath of the curriculum. It can be 
introduced anywhere as part of the 
teaching process. Decisions about 
what should be included and at 
which level follow from considera
tion of desired outcomes, the needs 
of different groups and priorities, the 
dictate of the existing curriculum, 
notions of progression and, impor
tantly, the degree to which entrepre
neurship training is regarded as an 

((extra curricular" activity rather than 
an intrinsic part of the school cur
riculum (see Chart 2 below). 

Assessment and accreditation 

Assessment of entrepreneurial be
haviors, attributes and skills as set 
out earlier is a formidable task. 
While there is some evidence that 
teachers can recognize entrepreneur
ial behaviors, there is no common 
code for recognition, and no satisfac
tory measurement system that allows 
behaviors to be coded comparatively, 
and thus weighs development 
progress over time. 

However, there are proxies in 
terms of measuring and evaluating 
outcomes from entrepreneurial 
processes, such as progress in project 
development and completion. Some 
would argue that a business plan is a 
measure but it is not altogether a sat
isfactory one. One can be very entre
preneurial in producing a business 
plan. Equally, the plan can be the re
sult of a very formal and uninspiring 
process. Setting up and running a 
venture (real or simulated) is also 

GATEWAYS INTO THE CURRICULUM 

Matb, language, 
-dram!\, music; 

science, history, 
geog!'llpJiy' · 

Chart 2 
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another measure perhaps nearer to 
the mark, because assessing the de
gree of entrepreneurship involved in 
the process and the personal devel
opment resulting from this is very 
subjective indeed. This work has 
been done in assessing adult entre
preneurial attributes but not applied 
to the education system. Unless more 
progress is made in assessment 
methods, the issue of accreditation 
will be kept on the back burner. 

The way forward 

Around the world, entrepreneur
ship and enterprise education is be
ginning to take hold. Programs with 
these labels have appeared in the 
school curricula in India, Malaysia, 
Canada, Australia, Russia and many 
countries of Central and Eastern Eu
rope, in Latin America and across 
Western Europe. The US leads in in
novative approaches. A visitor to the 
EPCOT Center receives a clear sense 
of this. 

There is worldwide potential to 
build more entrepreneurial approaches 
around existing schools, business and 
industry initiatives. Existing programs 
that can be "entrepreneurially en
hanced" include those focused upon: 
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+ creating a much greater economic 
awareness among young people of 
all ages; 

+ creating a wider understanding 
of industry, business and 
management; 

• developing understanding of 
small business and its manage
ment systems; 

+ introducing young people to the 
concept of new venture develop
ment via simulation exercises in 
schools; 

+ developing transferable skills such 
as communication, presentation, 
negotiation, problem solving, as 
well as IT competency; 

• opening gateways to better career 
planning; 

+ providing work experience for 
students and teachers; and 

+ creating business partnerships be
tween schools and colleges and in
dividuals or groups of firms. 

The above list underlines the po
tential for the role of business in 
partnering education with entrepre
neurship. If this is to be successful, 
then care must be taken to find clear 
concepts and objectives so that the 
challenges of entrepreneurship edu-

cation are clearly recognized and not 
confused with broader aspects of 
schools. The business community 
must understand how the entrepre
neurship curriculum goes beyond 
the classroom to the culture of the 
school or college, its impact on the 
organization of classroom activity 
(perhaps redefining a classroom in 
this process), and the competencies 
and development needs of teachers. 
The challenge is to build from exist
ing practice to achieve a more coor
dinated approach, taking the best 
from different programs. Schools 
and businesses collectively need 
to reflect deeply upon issues of 
progression. 

Overall, business will need to 
reappraise its own role in designing 
new ways of preparing young people 
for the entrepreneurial challenge of 
the 21st century. There needs to be 
new kinds of partnerships between 
schools and business. Business men
tors need different skills and perhaps 
training and development. Without a 
substantial debate, it may be difficult 
to achieve the goal of adopting edu
cation to the diverse entrepreneurial 
needs of the next century. li}~ 
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Latvia: Entrepreneurship 
for the Masses 
by Janis Stabins 

n 1992, when the Latvian 
Entrepreneurship and Man
agement Academy, Ltd. 

(LEMA) launched its Working for 
Myself program, it was the country's 
sole educational establishment to 
teach the fundamentals of business. 
At that time, private business was in 
its very early stage of ,development, 
and there were no teachers who were 
qualified to teach enterpreneurship. 
LEMA's courses offered progressive 
thinking and an entirely new type of 
education. They were designed to en
able participants to absorb needed 
information while gaining practical 
experience. The enduring popularity 
of the courses can be attributed to 
the diverse range of age groups and 
experience levels they engage. 

Since 1993, LEMA has increased, 
with funding from CIPE, the number 
and variety of its classes. One pro
gram, Small Business Survival Sup
port, teaches basic tools of small 
business management, the psycho
logical aspects of entrepreneurship 
and risk-taking behavior. It is taught 
in both Latvian and Russian lan
guages at universities, high schools 
and vocational institutes, as well as in 
large government and medium-size 
private firms across the country. The 
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curriculum covers issues such as cash 
management, debtor/creditor rela
tionships, coping with inflation, 
basic business systems, finding new 
creditworthy customers and building 
international contacts, supply man
agement, and coping with the regula
tory environment. 

In 1996, LEMA launched Flexible 
Entrepreneurship Education for 
Adults, which promotes growth in 
the small business sector based on 
the principles of flexible learning. 
This correspondence education pro
gram targets adults who have little or 
no access to information or formal 
entrepreneurial training. It is partic
ularly popular in urban and former 
industrial areas with extensive un
employment. 

Teaching via TV 

This ten-month program com
bines LEMA's educational television 
series with monthly manuals and in
dividual evaluations with experi
enced instructors. The curriculum, 
which was developed in cooperation 
with Riga Commerce School, covers 
a variety of subjects including com
munication skills, computers and 
management. The current primary 
course, "Practical Entrepreneurship," 
will soon be joined by a course called 
"How to Increase My Earnings and 
Be in Demand in the Job Market." 

One of LEMA's more innovative 
programs is its weekly television se-

ries, "Business ABCs for Everybody." 
This program, which began in 1993, 
is broadcast across Latvia and has the 
potential to reach the country's pop
ulation of 2.6 million people. Cur
rently the country's second most 
popular educational series-55,000 
weekly viewers-and one of the most 
popular television programs overall, 
the series focuses on problems and 
challenges experienced by private 
businesses. According to LEMA sur
veys, the viewing audience primarily 
comprises people who want to start a 
business, develop their existing busi
nesses, or improve their skills. 

In the program, LEMA's trainers 
provide basic answers to issues such 
as using banking services, dealing 
with changing legislation, choosing 
trustworthy business partners, and 
advertising effectively. For people 
who want more advanced learning, 
LEMA offers course manuals to sup
plement the television series. By tak
ing tests through the mail, viewers 
can also earn completion certificates. 

In 1996, LEMA broadcast "Your 
Business Plan," which encouraged 
viewers to develop business ideas and 
formulate them in a business plan. 
When the series concluded, 64 view
ers sent business plans to LEMA. 
Plans ranged from tulip growning 
to trucking, and several plans were 
later implemented. w 

39 



1998 Number 3 

Information Technology 
in the Global Economy 

How Information Technology 
Can Promote Democracy 

byCIPE 

Taking Advantage of 
Information Technology 

interview with Carlos Braga 

Will Electronic Commerce 
Drive the World Economy? 

byCIPE 

Bulgaria's Internet: 
Nonprofit Organizations 
are at the Forefront 

by Dinka Dinkova 

Indian Association Hones 
Its Internet Strategy 

by Vijai Kapur 

Asia and E-commerce: 
Investment and Policy 
Imperatives 

by Michael C. Maibach 

South Africa: 
WiiiTelkom's Monopoly 
Strangle E-commerce? 

by Arthur Goldstuck 

Postcards from Other 
African Countries 

by Arthur Goldstruck 

Software Piracy and 
the Global Economy 

by Brian T. ]ones 

Understanding the Global 
Information Infrastructure 

by P. Bai Akridge 

Making Creative Use 
of the Internet 

by Kimberly Bartlett and 
Rebecca Schneider 

Glossary of IT Terms 

40 

1998 Number 2 

Business Views on 
Combating Corruption 

New Tools to Fight Corruption 
by Nancy Zucker Boswell 

Will the OECD Anti-Bribery 
Convention be Effective? 

interview with Eleanor Roberts Lewis 

How Bad is Corruption? 

Brazii:Targeting Corruption in 
Public Bidding 

by Arthur Maranhao Costa, 
Luiz Pedone and David Fleischer 

Corruption in Bulgaria 
Threatens Social Stability 

byCIPE 

Combating Corruption in 
Oil-Rich Azerbaijan 

byCIPE 

Corruption Versus Clean 
Business in Ukraine 

by Inna Pidluska 

Bribing Customs: 
A Case Study by Motorola 

How to Fight Corruption on 
the Ground 

by Fetter Langseth 

1998 Number I 

The Lessons of 
Privatization 

The Lessons of Privatization 
by Peter Young 

Trends in Privatization 
by Mary M. Shirley 

The Impact of Privatization 
by William L. Megginson 

Can Newcomers Learn from 
Countries Which Already 
Privatized? 

interview with Roman Frydman 

Capitalization: Privatizing 
Bolivian Style 

by Jose A. Valdez 

Privatization in Bulgaria: 
Pushing Forward 

by Maria Prohaska 

Policymaking and Privatization: 
Ten Lessons from Experience 

by Madsen Pirie 

Building Transparency into the 
Privatization Process 

by Adam Smith Institute 

1997 Number 4 

Challenges for Policymakers 
in New Democracies 

Democracy and Economic 
Developme!lt 

by Car/ Gershman 

Challenges for Policymakers 
in New Democracies: 
A Roundtable Discussion 

by CIPE 

How Policymakers Can Attract 
Foreign Investment 

interview with Lord Brian Griffiths 

Making Transparency an 
Asian Value 

by John]. Callebaut 

Managing Economic Reform in 
New Democracies 

by Deborah Briiutigam 

Venezuela: Facing Tough 
Political Challenges 

by Cira Romero Barboza 

Turning the Corner: Improving 
South Africa's Economy 

by Eustace Davie 

ERTindex, 1996-97 

NUMBER FOUR 1998 ECONOMIC REFORM TODAY 



Categories 

ECONOMIC REFORM TODAY 

THE Cl PE MAGAZINE 

BusrNESS AssocrATIONS 

CHAMBERS OF COMMERCE 

WOMEN IN BUSINESS 

THINK TANKS 

PuBLICATIONS BY 

CIPE's GLOBAL PARTNERS 

CIPE Main Page 

- ... -' 

www.cipe.org/bookstore 
WELCOME TO THE CIPE ONLINE BOOKSTORE 

FIFTEEN YEARS OF WORKING TO BUILD INSTITUTIONS VITAL TO DEMOCRATIC 

AND MARKET-ORIENTED DEVELOPMENT HAVE PUT CIPE AND ITS GLOBAL 

PARTNERS AT THE FOREFRONT OF KNOWLEDGE IN THE FIELD. T 0 EXTEND THE 

BENEFIT AND IMPACT OF THIS EXPERTISE, CIPE HAS PUT INTO PRINT THE BEST 

IDEAS FROM ITS PARTNER ORGANIZATIONS AND IN-HOUSE PROJECTS ON A 

RANGE OF IMPORTANT ECONOMIC REFORM TOPICS. YOU WILL ALSO FIND 

THE CIPE MAGAZINE ECONOMIC REFORM n>DAY WHERE LEADING BUSINESS 

PERSONS, ACADEMICS, DEVELOPMENT EXPERTS, AND POLICY MAKERS COME 

TOGETHER TO ADDRESS ISSUES FACING EMERGING MARKET COUNTRIES. 

USE YOUR cREDrr CARD TO BLN CIPE PUBLICA nONS ON..M 




