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Origins of the institution of corruption in post-socialist states:
economic, legal and institutional aspects

Abstract. Which strategy of fighting against corruption proves to be more efficient - «fighting against the
evil» and «fighting for the good»? In which ways was the institutionalisation of corruption developing in post-
socialist countries and why in some of them the implemented reforms failed? What are the prospects for
deinstitutionalisation of corruption in Ukraine?

In search for replies to these questions the authors proceeded from the premise that research on corruption
as an informal social institution would allow identifying certain regularities in its formation and to create an
efficient national anti-corruption strategy upon this basis. The article comprises comprehensive analysis
of the process of institutionalisation of corruption in select post-socialist states, in particular Ukraine; the
paper further elaborates on a pressing need to create a new anti-corruption paradigm of transitional society
with focus on economic, legal and ideological tools; the work further contains substantiation for a formula
of deinstitutionalisation of informal corruption practices.
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BoHsik B. O.

OOKTOpP IOPUAMYHUX HayK, OOLEHT, 3aBigyBad, kadepa Teopii Ta icTopil gep>kasu i Npasa,
[HiNponeTpoBCbKMI Aep>KaBHWIN YHIBEPCUTET BHYTPILWHIX cnpas, AHinpo, YkpaiHa

Minka T. M.

OOKTOP opuanYHMX Hayk, OOLEHT, npodecop Kadeapn agmiHiCTpaTMBHOMO Ta MUTHOMO Npasa, AOLEHT,
YHiBepcuTeT MUTHOI cnpasu Ta diHaHcis, [Hinpo, YkpaiHa

Mucnusa O. O.

KaHOMAaT IoPUANYHUX HayK, CTapLumi BUKnagay kadeapu TakTUKo-cnewiasibHoOT NigroToBKuy,
[HiNponeTpoBCbKMI Aep>KaBHWIN YHIBEPCUTET BHYTPILWHIX cnpas, AHinpo, YkpaiHa

FeHe3nc iHCTUTYTY Kopynuii y nocTcouianicCTM4HNX KpaiHax:

€KOHOMIiYHi Ta opraHisauiiHo-NpaBoBi acnekTu

AHoTauiq. fka cTpareria npoTtugii kopynuii € 6inbll eekTUBHO — «6opoTbba 3i 310M» 4K «6opoTLHA
3a gobpo»? Ak BigbyBanacb iHCTUTYyLUianisauis Kopynuii y KpaiHax nocTcouianicTM4Horo NnpocTopy, i YoMy
B OEsIKMX i3 HUX NMpoBefeHi pedopMn He Manu ycnixy? Ski nepcnekTuBu AeiHCTUTYyuianisauii kopynuil
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B YKpaiHi? Y nowyky BignoBsigen Ha Ui NMMTaHHS aBTOPWU BUMXOAUN 3 TOrO, LLO AOCNIAXKEHHST KOpynuii siK
HedopManbHOro couianbHOro IHCTUTYTY [O3BOMUTL BUSIBUTU MEBHI 3aKOHOMIPHOCTI B MOFr0 CTaHOBJEHHI 1
nobyayBaTn Ha Ll OCHOBI e(heKTBHY aHTUKOPYNLiiHY cTpaTerito. Y cTaTTi NpeacTaBieHO KOMIMIEKCHNIA
aHanis npouecy iHcTUTyLianisauii Kopynuii B OKpeMmnx NocTCoLianiCTUYHNX KpaiHax i, 30Kkpema, B YKpaiHi;
[OBeAeHO HeOOXiOHICTb HOBOI aHTMKOPYMUIMHOI napagurmMu nepexiqHoro cycninbCTtBa 3 akueHTOM Ha
€KOHOMIYHOMY, MPaBoBOMY Ta ifeoNoriYHOMY iIHCTPYMEHTapil; 0brpyHToBaHO hopMyny AeiHCTUTYyuiani3auil
HedopManbHUX KOPYMUINHNX NPaKTUK.

Knio4yoBi cnoBa: Kopynuis; HepopMasibHi iIHCTUTYTU; EKOHOMIYHI i NpaBoBi CUCTEMU MOCTCOLaniCTUYHUX
KpaiH; iHCTUTYLUianisauis Kopynuii; aHTUKopynuiiHa cTpaTerisi.

BoHsik B. A.

OOKTOP I0panYecKnx HaykK, OOLEHT, 3aBefytoLLas, kadenpa Teopun 1 MCTopymn rocygapcTsa v npasa,
[HenponeTpoBCKNin rOCYAapCTBEHHbIV YHUBEPCUTET BHYTPEHHWX gen, OHenp, YkpaunHa

MuHka T. .

OOKTOP opuanvecknx Hayk, OOLeHT, npodeccop kadenpbl aoMUHUCTPATUBHOIO Y TAMOXXEHHOMO Npasa,
YH1BEpPCUTET TAMOXEHHOIO Aena n puHaHcos, [Henp, YkpanHa

MeicnuBas O. O.

KaHOuaaT Iopugnyeckrx Hayk, CTapmnii npenogasarenb Kadenpbl TaKTUKO-CNeLnanbHON NOAroToBKNY,
[HenponeTpoBCKUin rOCYAapCTBEHHbIV YHUBEPCUTET BHYTPEHHWX gen, OHenp, YkpaunHa

FeHe3uc MHCTUTYTa KOppPYynuum B NOCTCOLMANIMCTUYECKUX CTPpaHax:

3KOHOMUNYECKME N OPraHN3aLMoOHHO-NPaBOBbI€ aCMNEeKTbI

AHHoTauua. Kakas cTpaTerusi npoTMBOOENCTBUS KOPPYyNuuu sBAseTcsa Haubonee 3aMEMEKTUBHON —
«6opbba co 310M» Unn «6opbba 3a fobpo»? Kak nponcxoamna MHCTUTYUMannu3aums Koppynumm B cTpaHax
NMOCTCOLUMANUCTNHECKOro MPOCTPaHCTBa, U MOYEMY B HEKOTOPBIX N3 HUX NPOBEAEHHbIE PeOPMbI HE UMENU
ycnexa? KakoBbl MepcrnekTyBbl AeUHCTUTYyLuanm3auum Koppynumum B YkpanHe? B noncke oTBeTOB Ha 3Tn
BOMPOCHI aBTOPblI UCXOOUNN N3 TOro, YTO UCCNefoBaHMe KOppynuuM Kak HedopManbHOro couuasnbHOro
WHCTUTYTa NO3BOIUT BbISIBUTb OMNpefeneHHble 3aKOHOMEPHOCTU B €ro CTAHOBJ/IEHMM U NMOCTPOUTL Ha 3TOW
ocHoBe 3(hHEKTUBHYIO aHTUKOPPYMLMOHHYIO CTpaTeruto.

VHcTuTyumoHanmsaums koppynuum — 3To NpeBpaLLeHne ee N3 pa3psga NPeCcTynIEHNIN OTAENbHbIX YAHOBHUKOB
B MacCcoBO€e CoLMaNIbHOE ABMEHNE, KOTOPOE CTAHOBUTCH NPUBbIYHBIM 3/IEMEHTOM COLIMASTIbHO-3KOHOMNYECKOM
cuctemMbl. B ctatbe npeacTtaBneH KOMMIEKCHbIN aHanu3 npouecca WHCTUTYUMOHaNM3auun Koppynuum B
OTAENMbHbBIX MOCTCOLMAaNNCTUYECKMX CTpaHax W, B YacTHOCTU, B YKpanHe; foKasaHa HeOOXO4MMOCTb HOBOWA
aHTUKOPPYMNUMOHHON napagnrmMbl NEPexXofHoro obLllecTBa C akLUEHTOM Ha 3KOHOMWUYECKOM, MpPaBOBOM
U WOEONIOMMYECKOM WHCTPYMEHTapun; OBOCHOBaHHO hOpMyNy [AEUMHCTUTYUManusaumm HedopMasibHbIX
KOPPYMNUUOHHbIX MpakTuk. [JokaszaHo, 4To 60pbba C KOPPYMNuMEN B COBPEMEHHBLIX YKPaMHCKUX peanusix
OyOeT ycrnewHow Npu ycnoBnn NpYMeEHEHNs HOBOIO NoAaxo4a, korga 6opbba ¢ HoCUTENsIMM 3TOro «3na» 6yaeT
3aMeHeHa NOoCTPOEHMEM CUCTEMbI, HE MO3BOMISOLLEN eMY Pa3BMBaTLCS.

KnroueBble cnoBa: Koppynuusi; HedopMmasnbHble WHCTUTYTbl; 9KOHOMUYECKUE U MpPaBOBblE CUCTEMBbI
NOCTCOLMAaNNCTUYECKNX CTPaH; MHCTUTYLMann3aumns Koppynumm; aHTUKOPPYMLUMOHHAA cTpaTerus.

1. Introduction

Corruption is one of the most hazardous «diseases» of the modern society. It inflicts tremen-
dous amounts of damage to economy, undermines the confidence of the citizens in the political
and economic institutions and causes nationwide loss of moral and ethical compass. Every coun-
try develops its own strategy in the fight against corruption defined by historical traditions, religion,
political regime patterns, national culture’s peculiarities and social maturity degree of the civil so-
ciety. Specialists in this field tend to single out diverse models of successful anti-corruption policy
of the state («Singapore», «Swedish», «Finnish», «German» and many others), analyzing their posi-
tive and negative aspects as well as prospects of their implementation in other countries. Should
we abstract away from particular characteristics of such strategies, it becomes possible to consoli-
date them into two groups according to the anti-corruption activity’s objective: «fighting against the
evil» or «fighting for the good».

Ricardo Hausmann (2015) emphasizes that corruption is evil that is caused by the absence
of good. To fight against evil and to do good are different notions. The researcher points out that
people engage more actively in fighting against evil (e.g. hunger or poverty) than fighting for, say,
the economic growth and development that grants sustainable welfare. «The good» is strong law-
governed state, capable of protecting the country and its people, keep the peace, enforce adhe-
rence to the rules, maintain infrastructure and social services, regulate economic activity in a pro-
per manner and ensure tax revenues into state budget. It is the absence of a strong capable state
that causes corruption, as well as poverty and economic backwardness. Quoting Pope Francis that
«the corrupt deserve to be «tied to a rock and cast into the sea», Hausmann justly observes: casting
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all «evil» in the world into the sea does not imply the sudden appearance of « good» on the shores,
for which we aspire so much.

The unsustainability of the strategy of «fighting against evil» consists in the fact that the efforts
are directed at the carriers of «evil», not at the conditions favourable for its existence. In such case,
one group of corrupt individuals will be replaced by another similar group, however and more than
that, they will already be equipped with all the knowledge and experience of their predecessors,
as well better accustomed to functioning in an «informal mode», when the relevance is attributed
not to statutory provisions, but to arrangements and shadow interaction schemes. This way infor-
mal social practices become widely adopted and transform into being customary and functional,
acquiring all necessary attributes as time flows by: subjects, rules of conduct and communication,
instruments of counteracting external infringements. Institutionalisation of such practices ensues,
signifying the process of formalisation of social actors interaction to form the institutional system
with its elements acquiring universal acceptance and becoming rooted into real-life social relations
to create a «parallel matrix» of social life. This, in its turn, results in the gradual decline of the rule
of law and, consequently, criminalisation of the society. The trend towards the spread of informal
practices has a direct dependence on the degree of efficiency of reforms implemented in the coun-
try: successful reforming of economic sectors strategically important to the state renders informal
relations in the society virtually impossible.

Institutionalisation of corruption is a gradual legalisation of corrupt practices and processes
within regulatory and management activities. It is characterized by systemic nature, established
connections, a complex of standards, values and behavioural models, which establish conditions
for entrenching tolerant attitude towards corruption in the social consciousness. Spontaneous
corrupt behaviour of certain individuals transforms into regular actions of a broad group of sub-
jects and, consequently, establishment of a well-coordinated self-reproducing system that serves
in the interests of a certain group of individuals.

The problem of a majority of contemporary approaches to fighting against corruption and corre-
sponding national strategies is the lack of perception of this phenomenon as an integral social or-
ganism which encompasses its own «life cycle», its national specificity, particular structure, form
of manifestation in specific historical conditions. We are of opinion that the research on corruption
as an informal social institution with all its intrinsic structural elements and cause-effect relation-
ships will allow identifying certain regularities in its formation and creating on this basis an efficient
national anti-corruption strategy. An indicator of validity of such strategy will be a gradual deinsti-
tutionalisation - the process of «fading out», disintegration of the institution of corruption, deter-
mined by the change in social, economic, legal, political and other relations as well as the growth
of the anti-corruption cultural practices level on the level of political elites and government authori-
ties, as well as average citizens.

2. Brief Literature Review

There exists only a scarce number of works dedicated to the complex research of corruption
as an informal social institution. As a rule, this phenomenon is considered within a standalone re-
search domain: sectorial (in economy, policy, law enforcement authorities, etc.), territorial (in spe-
cific regions, country groups), cause-effect (determinants, conditions, consequences for the so-
ciety), temporal (within certain timeline, at specific historical stages), instrumental (instruments
of measurement and counteraction). Such «mosaic» view of corruption causes complications in
the efficient fight against it. Therefore, we primarily drew on such scientific works that comprised
the research of corruption as a multi-faceted phenomenon by its structure and means of realiza-
tion based upon the principles of systemic consistency, institutionality and synergy. For instance,
in the thesis by Binions (2018) the study of corruption is conducted with the use of institutional
analysis; MacMullen (2017) examines corruption from several historical perspectives and with a
comparison drawn between western and eastern cultures; Shedii (2015) substantiates the deter-
minants of institutionalisation of corruption as a social phenomenon; Walczak (2018) investigates
corruption from the standpoint of the choice of management methods and decision-making in so-
cio-economic environment. Working on the presented scope of studies, we found the research
works dedicated to corruption in post-Soviet states particularly useful, among them the studies
by Dimitrova-Grajzl, Grajzl & Guse, (2012); Ledeneva (2014); Djankov, Nikolova & Zilinsky (2015);
Pavlovska-Hilaiel (2016); Ledeneva, Bratu & Kdker (2017); Tomkiewicz (2018) and Uberti (2018), as
well as Basna (2019). A substantial contribution to disclosing specific features of fighting against
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corruption in Ukraine was made by Bratu (2016). Exposing the peculiarities of «fighting against
corruption» in a Ukrainian way, the author concentrates upon subjects, institutions and practices
of combating corruption.

In contrast to other research efforts within the presented scope of study, we have considered
corruption comprehensively as an informal social institution that possesses its own regularities and
cycles of development. Furthermore, this phenomenon was studied from two perspectives:

1) positive and negative experiences of countering manifestations of corruption in select post-so-
cialist states;
2) institutionalisation and prospects of deinstitutionalisation of corruption in Ukraine.

We selected three criteria of economic development, one legal criterion and one complex crite-
rion that exposes the level of corruption perception by a society as peculiar «indicators» of institu-
tionalisation of corruption within both Pan-European and national dimensions.

3. Purpose: study on the process of institutionalisation of corruption in select post-socialist
states, Ukraine in particular; substantiation of anti-corruption paradigm of the transitional society
with focus on economic, legal and ideological tools of deinstitutionalisation of informal corrup-
tion practices.

4. Results

4.1. Institutionalisation of corruption in the conditions of post-socialist states:

key problems and counteraction scenarios

Institutional system of society is comprised of specifically organized combination of insti-
tutions. The category of institution is multidisciplinary, spanning broad subject matter and in-
numerable interpretations. Classical interpretation of institution is considered to be given by
Douglass C. North in his work «Institutions, Institutional Change and Economic Performance»
(1990), according to which institution is defined as a combination of government-imposed for-
mal (laws, constitutions) and self-reproducing informal (agreements and willingly accepted
codes of conduct) norms as well as enforcement and control factors that structure their inter-
action. Together they define the incentive structure for development of society as a whole and
economy in particular. Creating new institutions requires synchronization of changes within for-
mal and informal constituents. Nonetheless, while the laws can be adjusted at a relatively quick
rate, informal norms would demonstrate slower change as they are deeply rooted in the na-
tion’s mentality.

Fundamental distinction between these two types of norms lies in the fact that the formal
norms are strictly defined, represented in the form of laws, by-laws, decrees, orders, etc., while
the informal ones are not officially documented, formed during many generations, becoming sub-
jectively entrenched in the human consciousness and functioning through customary norms of
social life organization. Informal norms are inclined towards value-oriented normative core of the
nation and are directly associated with its mental «framework» which defines specific properties
of social interaction.

If following formal rules creates obstacles to development of economic relations within the so-
ciety and results in additional costs, the subjects in such relations choose an alternative variant,
i.e. an informal norm that allows reducing such costs. This norm can be illegal or partially legal,
however due to its long existence and entrenchment into social consciousness it can be suffi-
ciently functional. Mass divergence from norms in conjunction with the thought rooted into the
social consciousness that «everybody does this» leads to such divergences acquiring regular, re-
current character. As a consequence, formal norms become covertly violated on a broad scale,
by silent consent and even with the public support. This results in the gradual decline of the rule
of the law and the spread of the rules of conduct that are illegal but more beneficial to the majo-
rity of actors in the social life.

In developed countries with well-established democratic regimes and efficient legal systems
people give preference to following formal norms as it is deemed more feasible, including the con-
siderations of economic benefit. On the contrary, in less developed countries with deficient le-
gislation, in the absence of adequate control over the compliance with law and political will on the
part of ruling elites, economic agents show preference to using informal rules, thereby expanding
the shadow economy.
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Hence, what are the determining factors of choice between formal or informal norms and how is
it connected with the institutionalisation of corruption?

We have carried out the analysis of data from 8 countries, 4 of which belong to former socialist
bloc and are members of the European Union (Group ), and the other 4 belong to former republics
of the Soviet Union (Group Il). The choice of these particular countries is stipulated by a number of
reasons, specifically due to their inherent «stepwise» dynamics according to one or several research
criteria or the absence of the expected correlation between specific indicators (e.g. a significant
share of «shadow» economy — high rate of corruption in the society). All countries from Group |,
except Romania, are the member of the European Union since 2004 (Romania - since 2007). The
countries from Group Il gained independence in 1991. Correspondingly, the chosen time frame of
research covers the periods of active (both chaotic and conscious) modernization and further eco-
nomic and legal stabilization in these countries.

The subject of analysis comprises the indicators of global studies and resulting international
ratings compiled on their basis, in particular The Corruption Perceptions Index (CPIl) by Trans-
parency International (2001-2018), Index of Economic Freedom (2000-2018), The Rule of Law
Index (2018), as well as the share of shadow economy in GDP of countries (2001-2015). All indi-
cators except for The Rule of Law Index, are represented in their dynamics over the past 15-18
years (Table 1).

Table 1:
Dynamics of indicators, connected to the institutionalisation of corruption,
in the post-Soviet countries who have and have not become the members of EU

Country Corruption Share of shadow Index of Economic The Rule of Law Index
Perceptions Index | economy in GDP, % Freedom (2018)
(2001-2018) (2001-2015) (2000-2018)
Group I
Poland 4.1-61 26.9-16.7 60.0-68.5 0.66
Latvia 3.4-58 25.2-22.2 63.4-73.6 -
Romania 2.9-47 32.2-30.1 52.1-69.4 0.65
Czech Republic 4.3-59 15.8- 14.83 68.6-74.2 0.74
Group 1I
Georgia 2.4(2002)-58 66.7-53.1 54.3-76.2 0.61
Ukraine 1.5-32 49.1-42.9 47.8-51.9 0.5
Moldova 2.6-33 45.2-39.7 58.4-59.6 0.49
Belarus 4.1-44 49.4-32.4 41.3-58.1 0.51

Note: In 2012, Transparency International changed the methodology of studies: instead of a 10-point scale, a
100-point scale was introduced. In both cases, the higher the indicator, the lower the level of corruption. The
relative share of indicators according to both scales is correlative.

Share of shadow economy in GDP: https://www.imf.org/en/publications/wp/issues/2018/01/25/shadow-
economies-around-the-world-what-did-we-learn-over-the-last-20-years-45583

Index of Economic Freedom: https://knoema.ru/HFWSJIEF2016/index-of-economic-freedom

The Rule of Law Index: https://gtmarket.ru/research/rule-of-law-index/info

Source: Corruption Perceptions Index: https://www.transparency.org/research/cpi/overview

The obtained data asserts the presence of sustainable positive dynamic in the indicators of
Group | countries, with each of them wielding both conventional for European practices and
country-specific instruments in the fight against corruption. Herewith are represented seve-
ral key problems, the solution for which enabled the studied countries to achieve progress on
their path to deinstitutionalisation of corruption.

1. How to shift profit from the hands of corrupt elites into functional and transparent corporate
structure?

Created in Romania, the so-called Fondul Proprietatea (FP), or the Romanian Property Fund,
transferred minority stakes (5% to 25%) of top 20 state-owned companies and 49 private compa-
nies in 2005. A part of the stocks was distributed among the households which suffered from the
confiscation conducted by the communist regime, while a small part of stocks remained in state
ownership and was sold later in tranches on the stock market. With the Fund’s help Romania has
succeeded in revitalising the country’s stock market, improve the quality of state-owned corpo-
rate rights management and significantly decrease the level of corruption at the enterprises, ma-
king them profitable.
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It would be expedient to establish a similar Fund in Ukraine as well. With the presence of a sound
strategy it would help to resuscitate the stock market, improve the management at state-owned en-
terprises and increase their profitability, which would ultimately help overcome corruption.

2. How to form an effective regulatory framework for countering corruption?

The Czech Republic has no uniform specific legislation related to countering corruption, and
the anti-corruption activity of state authorities is governed by the corresponding parts of the
Criminal code. The anti-corruption programme in this country is based upon the principles of
strengthening personal responsibility; systemic surveillance of public property management;
controlling activity and public disclosure of corruption scandals; promotion of anti-corruption
know-how and creation of a network of anti-corruption activists. The anti-corruption policy of
the Czech Republic is based on three maxims: prevention, transparency and punishment. Key
target groups are state administration, government procurement, police and prosecution autho-
rities, legislative branch of power.

3. How to render manifestations of corruption impossible on the local government level?

In Poland, similarly to the majority of developed European countries, «<human factor» has been
excluded from the process of providing administrative services, which were automated through the
use of the Internet. Overall, the country has developed a powerful electronic system, which allows
maximum distancing within civil servants and law enforcement officials’ interaction, as well as re-
mote tracking of the application status.

4. How to create an effective institution for fighting against corruption?

In 2002 Latvia saw the creation of KNAB - Corruption Prevention and Combating Bureau that
was vested with wide powers from the very outset. In particular, it was granted a unique capabi-
lity to control the observance of financial requirements for electoral campaigns. Employees of the
Bureau are permitted to conduct investigations and operational procedures, including these re-
lated to senior government officials with the purpose of detecting corrupt activities within govern-
ment institutions of various levels. In its modus operandi KNAB employs diverse methods span-
ning from verification of the asset declarations of government officials, complaints and applica-
tions from citizens to as far as monitoring public opinion.

Success in creating similar institution in another post-socialist country - Romania, namely the
Anticorruption Directorate, can be largely attributed to the head of this organization - Laura Kévesi.
She implemented the principled policy of control over potential corrupt officials and their relent-
less persecution regardless of their high-level positions. It must be noted that the European Union
adopted special monitoring mechanism to exert control over integrity and fair practices of Roma-
nian law enforcement officials and officers of justice as well as timely prevention of manifestations
of corruption on their part. Such practice was de facto implemented in all of EU member states.
Apart from the aforementioned, the countries of Group | actively involve non-governmental institu-
tions and mass media in their fight against corruption.

Among the studied countries from Group Il, the experience of Georgia deserves particular at-
tention. Its peculiarity consists in paradoxical discrepancy between active upward movement in
the Corruption Perceptions Index (since 2002 the indicator improved by more than two times) and
a slightly slower rate of reduction of relatively sizeable share of shadow economy - from 66.6%
to 53.1% of GDP. Further to it, Georgia displays positive trend according to the indicators of the
Index of Economic Freedom (54.3-76.2) and high results with the Rule of Law Index (0.61). This
phenomenon requires specific study on par with another successful experience showcased by
Belarus - a country with authoritarian political regime - in the direction of economic advancement
and combating corruption. Although, from a formal standpoint, Belarus is a semi-presidential re-
public, the analysis of the correlation of authority between branches of government testifies to a
super-presidential character of the republic.

Indicators of Ukraine and Moldova are similar according to their dynamic. For instance, in
the past 18 years Ukraine improved its position in the Index of Economic Freedom by 4 points,
while Moldova improved by 1 position (for comparison, Georgia «leaped» by 22 positions up-
wards in the rating, Belarus - by 17 positions); furthermore, no considerable improvements are
observable with regard to shadow economy: in both countries positive dynamic is limited to
5.5-6.2% of GDP.
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Low indicators by practically all the criteria of economic development in the majority of post-
Soviet countries have a root cause in the processes which occurred in the 1990s. Disintegra-
tion of the old system with the absence of «road map of development» for at least the next
10-20 years in terms of such newly-created system resulted in the solidification of the informal
economy, manifesting in literal looting of enterprise assets, illegal privatization of enterprises,
«under the table» salaries and widespread corruption on all levels of public life. Efforts from go-
vernments of these countries to bring about revolutionary changes only by formal means through
the implementation of political and economic models from developed western markets general-
ly caused economic recessions and social disruptions - such significant «leaping ahead» within
behavioural systems inevitably sets the society back in its development. Countries created out
of the ruins of the former Soviet Union faced mental challenge: the overwhelming majority of ci-
tizens had not yet formed new individualistic mindset and skills set necessary to effectively ope-
rate in the conditions of then-new capitalistic relations.

Unsuccessful deinstitutionalisation in most post-Soviet countries, which was presumed to be in-
strumental in destroying old institutions and changing social rules, in practice resulted in the deve-
lopment of double institutionalisation based on the consent of the people to live in such institutio-
nal space, where old and new institutions coexist. Therefore, informal relations dating back to So-
viet times (shadow labour market, favouritism and corruption) transformed within new independent
states into a form of «legalized lawlessness». The predominant character of informal relations over
formal regulatory mechanisms served as the root cause for the failure of majority of reforms in these
countries.

4.2. Recurrent emergence of the institution of corruption in the independent Ukraine

and prospects for its deinstitutionalisation

In twenty-eight years of Ukrainian independence, an efficient anti-corruption system has not
been formed. Steps to overcome this negative phenomenon were carried out predominantly on a
formal level: numerous acts of legislation were passed, new organisational structures were crea-
ted and procedures developed, intended to expose and investigate corruption-related crimes.
The government has been acting according to common bureaucratic logic - for every problem a
new institutional structure was created (often - several) in order to shift the responsibility for sol-
ving this problem on to such structures. For instance, in the course of 2015-2017 a number of an-
ti-corruption agencies became operational, among them National Agency on Corruption Preven-
tion (NACP), National Anti-Corruption Bureau of Ukraine (NABU), Specialized Anti-Corruption Pro-
secutor’s Office (SAPO); further, the system of submitting electronic income declarations for go-
vernment officials and deputies was implemented. However, the performance of these structures
and efficiency of established procedures presently is virtually at zero level.

Electoral «trilogy» of 2019, resulting in V. Zelenskyy being elected as the President of Ukraine,
as well as the new composition of the Verkhovna Rada of Ukraine, is perceived by the over-
whelming majority of Ukrainians as the beginning of renewal and productive development of the
state. This trend towards replacement of political elites due to growing corruption level in the
country, formation of new political parties and strengthening existing political parties by addition
of new members with no previous discreditable political experience was substantiated by Sikk &
Koeker (2015) in their research «Replacing the rascals? Corruption and candidate turnover in
Central and Eastern Europe». Authors arrive at a conclusion that in the conditions of increasing
perception of corruption the pro-government parties tend to rely upon more experienced albeit
corrupt candidates. Despite such conclusions, we firmly believe that the trend towards involving
«new faces» in the state administration as a form of public protest against corrupt government is
prevalent in present-day Ukraine.

Changes become possible under the condition of thorough analysis of past mistakes and em-
ployment of new economic and legal tools for state-building. In order to ensure effective fighting
against corruption, it is essential to reconsider the determinants, regularities and driving forces of
its institutionalisation during the past three decades.

Considering the purpose, mentioned above, we have carried out the analysis of correlation bet-
ween the «shadow» economy indicators, GDP per capita, total public debt, corruption perceptions
index and quantity of anti-corruption legislative initiatives from 1991 to 2018. We further identified
the existence of recurring cycles in economic and legal dimensions of corruption institutionalisation
in the independent Ukraine, with the cycle duration of approximately eight years.
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The first cycle traces back to 1991 with the declaration of independence of Ukraine. It is illus-
trative that at the time the government focused on centralization of authority, not on the forma-
tion of the actual grass-roots level of democracy. The adopted Constitution, which postulated the
rule by the people, did not conform to the existing informal constraints which synthesized eco-
nomic and legal policy of the Soviet Union with the interests of newly emerged business elites.
Chaotic conditions of the economic development in conjunction with ever-growing need for per-
sonal enrichment of these new elites led to early elections of the President of Ukraine in 1994.
In the 1990s the vast majority of the population underwent radical change of the fundamental
values and objectives which ensued in the formation of a shadow mode of interaction between
business entities, government employees, law enforcement official of various levels and ordinary
citizens in their interaction with the state.

The correlation between the share of shadow economy in GDP and GDP per capita in this pe-
riod (Table 2) allows identifying the following trend: transition of economy into the «shadow» was
accompanied, up to a certain point, by growing GDP which can be explained by the inclusion
of products and services of informal shadow economy - its most economically efficient consti-
tuent - into this indicator. The leading sectors of shadow economy in that period were: shadow
foreign trade and financial sectors; criminal sector; organizing illegal export of resources abroad;
import through «grey» customs schemes, direct contraband and sales of overpriced consumer
goods. This is how high level of economic and organized crime in the 1990s gave impetus to the
growth of corrupt constituent in the activities of government officials and politicians which, in its
turn, facilitated the institutionalisation of corruption and changes of its qualitative characteristics.
Corruption perceptions index in Ukraine was first established in 1998: from 85 countries Ukraine
occupied the 69" position with a value of 2.8.

Table 2:
Dynamics of the «shadow» economy indicators, GDP per capita, total public debt, corruption
perceptions index and quantity of anti-corruption legislative initiatives in Ukraine in 1991-1998

Year 1991 1992 1993 1994 1995 1996 1997 1998
Share of shadow economy in GDP, % 38.9 41.8 44.1 48.1 48.9 51.8 56.3 57
GDP per capita, USD 1489 428 677 741 752 914 1038 874
Total public debt, % of GDP 0 0.53 5.52 9.18 17.04 19.6 28.9 46.5
Anti-corruption legislation* - - - - 1 1 3 3

Note: in this and in the next tables * is the number of the passed anti-corruption legislative initiatives (Laws,
Resolutions of The Cabinet of Ministers of Ukraine, Decrees of the President of Ukraine). The source of
information on these initiatives is official websites:

The Verkhovna Rada of Ukraine. The Laws of Ukraine: https://zakon.rada.gov.ua/laws

The Government Portal. The Cabinet of Ministers of Ukraine: http://www.kmu.gov.ua/ua/diyalnist/
antikorupcijna-diyalnist

The President of Ukraine: https://www.president.gov.ua/documents/decrees

The Ministry of Finance of Ukraine: https://index.minfin.com.ua/ua/finance/debtgov

Source: Compiled by the authors based on official data available

In the period from 1995 to 1997 (specifically, the two last years of the cycle), a growing ac-
tivity related to legislative initiatives aimed at combating corruption and gradual withdrawal of
the economy out of the «shadow» was observed. Specifically, a number of legal acts and pro-
grammes were enacted, among them the Law of Ukraine «On Fight against Corruption» (1995),
Comprehensive targeted crime-prevention programme (1996), National program of fighting with
corruption (1997). The passed legislation, nonetheless, remained only on paper. Instead, further
fusion of government structures and big business occurred, resulting in the formation of oligar-
chic structures that established control over primary commodity sectors of Ukrainian economy
and obtained the power to influence the activities of legislative, executive and judicial authorities
of the state. At the same time, the fight against corruption acquired a declarative character and
was used chiefly to settle the score between competitors, not for the purpose of improving the
life of the people. It is exemplary that in 1998 the value of GDP per capita decreased by USD 164
in comparison with 1997.

The next cycle, which spans the period from 1999 to 2006 (Table 3), is characterized by posi-
tive, though uneven dynamic in such directions of economic development as the share of shadow
economy (decreased by 9.83%) and GDP per capital (increased by USD 1175). Simultaneously,
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Table 3:
Dynamics of the «shadow» economy indicators, GDP per capita, total public debt, corruption
perceptions index and quantity of anti-corruption legislative initiatives in Ukraine in 1999-2006

Year 1999 2000 2001 2002 2003 2004 2005 2006
Share of shadow economy in GDP, % 51.91 52.2 49.1 47.1 45.3 41.9 42.1 40.9
GDP per capita, USD 665 664 785 885 1056 1375 1840 2319
Total public debt, % of GDP 59 43.8 36.7 33.6 29.4 24.8 14.8 14.8
Corruption perceptions index 2.6 1E5 2.1 2.4 2:3 2.2 2.6 2.8
Anti-corruption legislation =1 0 0 0 0 1 1 5

Source: Compiled by the authors based on official data available

the establishment of market relations in Ukraine and other post-Soviet countries was accompanied
by a rapidly growing stratification of society by income level and surging level of corruption. For in-
stance, while in the early 1980s the income of 20% of the wealthiest families surpassed the income
of the same percentage of the poorest families by less than two times, the early 2000s saw the in-
comes of opposite social groups vary by thirty times, which at the time was typical of the most eco-
nomically backward African states.

Furthermore, favourable conditions for thriving corruption are created: from the very start of
administrative reform in December 1999 until the end of the cycle the total number of govern-
ment employees increased by 21%.

Notably, at the beginning of the cycle the anti-corruption legislation once again reached «ze-
ro balance», starting out from the elimination of the National Bureau of Investigation (The Decree
of the President of Ukraine, 1999). The majority of anti-corruption legislative initiatives, similar to
the 1991-1998 period, were enacted at the end of the cycle - in 2006. This concerns the ratifica-
tion of The Criminal Law Convention on Corruption of the Council of Europe and the Additional
Protocol to it (Law No. 252-V dated 18.10.2006; Law No. 253-V dated 18.10.2006), The Civil Law
Convention on Corruption dated November 4%, 1999 (Law No. 2476-1V dated 16.03.2005), The
United Nations Convention against Corruption dated December 11t 2003 (Law No. 251-V dated
18.10.2006). The significance of adopting the Law of Ukraine «On Fight against Corruption» (with
regard to the subjects of corrupt activities and other offences involving corruption) must be fur-
ther emphasized. However, experience shows that the rule of «transition from quantity to quality»
does not apply in the Ukrainian realities of fight against corruption.

The third cycle of institutionalisation of corruption lasted from 2007 to 2014 (Table 4). The
Orange Revolution of 2004 became the departure point for the «era of lost opportunities» with
regard to the economic development of our country in general and combating corruption in par-
ticular. One of the key reasons for this proved to be the unabated crisis in the circles of political
elites. The onset of the global economic crisis of 2008 sent the already weak Ukrainian economy
into the «free fall». In 2009, GDP per capita in 2009 declined by 35.17%, while the exports de-
creased by 49% in three quarters of the year. At the same time, the total public debt increased
from 12.3% in 2007 to 40.6% in 2010. The situation further aggravated in the absence of ap-
propriate international support at the time with EU overburdened by an overwhelming number

Table 4:
Dynamics of the «shadow» economy indicators, GDP per capita, total public debt, corruption
perceptions index and quantity of anti-corruption legislative initiatives in Ukraine in 2007-2018

Year 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2018
Share of shadow economy e
nGDP. % 38.7 36.6 43.5 42.2 39.2 39.7 39.9 39.9 42.9
GDP per capita, USD 3101 3945 2557 2983 3590 3873 3969 3054 2125 2963
i 0,
(T;‘E)ts' public debt, % of 12.3 20.4 35.4 40.6 36.9 37.5 40.5 70.3 79.5 60.9
%%Z)‘jp”"” pereepaons B 2.5 22 2.4 2.4 26 25 26 27 32
Anti-corruption legislation = & = 1 2 - 4 15 2 1

Note: According to The Ministry of Economic Development and Trade of Ukraine, the level of the «shadow»
economy in Ukraine in 2018 was 30%. We are of opinion that it would be incorrect to give this figure in the
table, since the previous years data was taken from the «IMF Working Paper» (1991-2015). Some experts (for
example, A. Kushch, V. Cherkashin) believe that in 2018 this figure is 45-50%. This is in line with the general
trend for the middle of the cycle.

Source: Compiled by the authors based on official data available
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of new member states (Poland, Romania, Czech Republic, Estonia, Latvia, Lithuania) and pros-
pects of Ukraine’s EU membership being illusory.

The year 2014 marked the finalized establishment of social and economic system based upon
the control of ruling elite over legislative and law enforcement authorities and its fusion with oli-
garchic circles. Owing to selective justice practices certain oligarchic groups effectively gained
full-scale access to state administration. The disproportion, originating from tangible benefits of
oligarchs, found its expression in legal acts aimed at protecting the interests of political elite as a
whole and its constituent parts - political parties. The latter transformed into short-term electoral
projects with the primary objective to defend the interests of specific groups of oligarchs. Such
state of affairs did not contribute to economic development, rendered it practically impossible to
attract direct foreign investment due to insecurity of ownership rights and functioning of the con-
siderable part of the national economy (ca. 40%) in the «shadow», caused drastic impoverish-
ment of the population and the increasing level of total public debt, which constituted 70.3% of
GDP in 2014. As a consequence, the country witnessed the violent events of the 2014 Revolution
of Dignity, loss of its territories, war in the east of Ukraine with numerous casualties.

At the end of the cycle a significant increase in anti-corruption legislation is yet again observed:
in 2014 alone, 15 legislative acts were passed including the Law of Ukraine «On principles of pre-
venting and countering corruption in Ukraine». Nevertheless, zero outcome of such explosive acti-
vity in anti-corruption legislation can be evident from the indicators of the very first year of the next
cycle, which lasts from 2015 until present. As a consequence, the share of shadow economy in-
creased by 3%, GDP per capita decreased by USD 929, total public debt increased by 9.2% of
GDP. Ukraine climbed only 1 position in the Corruption perceptions index.

Each new spike of economic crisis has invariably led to the intensification of corruption mecha-
nisms of wealth redistribution in favour of those who managed to adapt and take advantage of such
mechanisms. Ukrainian version of economic reforms from its inception was chiefly focused on cor-
ruption mechanisms of privatization of national wealth. For big business in Ukraine, corruption has
become not only an important factor of economic success and market competition, but also an in-
strument of direct influence on the economic policy of the state.

The analysis of data from three cycles of institutionalisation of corruption in Ukraine allows
identifying certain recurring phases, separated by specific «reference points of institutionalisa-
tion» (hereafter referred to as «RPI») - periods when positive/negative dynamic reached its peak
and phase of recession / growth began. Such periods for our country were registered in every
second and every eighth year of each cycle, accordingly.

In 1992, the share of shadow economy grows, the indicator of GDP per capita «collapses», the
indicator of total public debt «surges» despite being at zero level in 1991. In 1998 - the last year
of the cycle - all indicators except the number of legislative initiatives reached the bottom of ne-
gative dynamic. In the next cycle, the disposition of RPI has an inverse character in comparison
to the previous eight-year period: the second year (2000) of the cycle has the lowest indicators
(with exception of total public debt decrease by 15%), while the eighth year (2006) demonstrated
the peak of positive dynamic according to all criteria. The third cycle reproduces the first cycle in
terms of RPI disposition: in 2008 the indicators of the share of shadow economy reached the lo-
west levels in eight years with a relatively high GDP per capita - USD 3945 and total public debt
at 20.4% of GDP, while the last year of the cycle, similar to 1998, manifested a considerable de-
terioration of indicators according to all criteria, except anti-corruption legislation. Low indicators
of 2009 were as well stipulated by objective circumstances - the consequences of the global eco-
nomic crisis, which permits to identify one more RPI caused by an external factor.

In the course of three cycles we can observe a sharp increase in the quantity of anti-corruption
legislative initiatives in the last year of each cycle (1998 - 3, 2006 - 5, 2014 - 15). Simultaneous-
ly, growing number of documents and institutions focused on fighting against corruption led to the
improvement of indicators according to other criteria. In this way, one may observe a parallel exis-
tence of the formal «anti-corruption institution», with an extensive network of anti-corruption struc-
tures, numerous subjects of such anti-corruption practices and relatively large legislative frame-
work, and the informal «institution of corruption», which is testified by the economic development
indicators of the state. In addition, the imperfection and the inconsistency between legislative ini-
tiatives, amplified by the inaction and corrupt practices within government institutions, which were
initially aimed at preventing corruption, became contributory factors to a full-scale institutionalisa-
tion of corruption in Ukraine.
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Currently, the fourth cycle is underway - 2015-2022. Similar to previous three cycles it ma-
nifests all the previously identified regularities. The second year of the cycle - 2016 - became
the RPI of corruption with a «negative sign». According to the research by the international As-
sociation of Chartered Certified Accountants (ACCA), in 2016 Ukraine occupied the third posi-
tion in the list of countries with largest shadow economies (45.16%) worldwide. Higher results
were shown only by Nigeria and Azerbaijan. During this period, GDP per capita showed the de-
crease to USD 2200, while the indicator of total public debt reached the highest value in the last
5 years - 81.2% of GDP. At the same time, the movement of Ukraine up the list of the Corruption
perceptions index is extremely slow: it managed to gain only 5 positions in 4 years (2015-2018).
In 2022, the last year of the cycle, we may expect the peak of the positive dynamic according to
all indicators, especially when the renewed political elites and the newly formed government of
the country both serve as a favourable factor for such changes.

At the same time, such consistency of recurrence of the periods of «surges» and «falls» of in-
dicators by criteria of institutionalisation of corruption demonstrates «walking around in circles» in
the absence or very weak indication of elimination of this informal institution. Hence, it is too early
to mark the beginning of the process of deinstitutionalisation of corruption in Ukraine.

5. Conclusions

Corruption is a «product» of distorted social consciousness, unsustainable legal system in
conjunction with the inaction on the part of law-enforcement agencies complemented by an eco-
nomic downturn. Moral degradation of ruling elites, their focus on self-enrichment with simulta-
neous disregard of national interests lays the foundation for creation of a well-coordinated sys-
tem with established connections, a complex of standards, values and behavioural models - the
institution of corruption.

Post-socialist states displayed distinct, often contradictory methods of response to the problem
of corruptionalisation of the society. If the concept of corruption is regarded as a «disease», it be-
comes expedient to single out two main forms of «treatment» of the society from corruption.

The first - «radical surgery», which stipulates strict control by law-enforcement agencies over
all potential subjects of corruption activities and similarly harsh punishment for such activities;
«removal» of government authorities and institutions, which make the very existence of corrup-
tion possible; strengthening of law-enforcement agencies and granting them special authority for
counteracting corrupt officials. Such path of anti-corruption activity was chosen by Romania, Geor-
gia, Belarus and Moldova. Significant support on the way of deinstitutionalisation of corruption in
some of these countries was provided by international community and accession to the European
Union, which adopted special monitoring mechanism to exert control over integrity and fair prac-
tices of political elites, law enforcement officials and officers of justice, as well as timely prevention
of manifestations of corruption on their part.

The second form of «treatment» is «preventive care in the most favourable conditions», which
stipulates the facilitation of regulatory framework for business; cancellation of various quotas, li-
censes, permits that create obstacles for solving vitally important issues for legal entities and pri-
vate individuals alike; elimination of human factor from the sphere of administrative services. Such
tactics was employed in Poland, Czech Republic, Latvia and other Baltic states.

In Ukraine, a special mode of «treatment» was developed: the increased «dosage of medica-
tion» - anti-corruption institutions and organizations, laws and by-laws, staged and superficial
attacks by mass media - which only served to strengthen the institution of corruption. Deinsti-
tutionalisation of corruption in contemporary Ukrainian reality is impossible so long as the ob-
solete Soviet paradigm reigns supreme within economic, legal and cultural dimensions of so-
cial life. Chaotic attempts at resuscitation of the obsolete system in the new form by means of
changing individual «players» and forming new institutions were doomed. The cyclical pattern
of institutionalisation of corruption in Ukraine, as substantiated in the present work, serves as
the proof of validity of the previous argument. We are of opinion that the process of breaking the
«vicious circle» of informal corruption practices in social life must occur according to the fol-
lowing formula for Ukrainian society: «cultivating the ideology of non-perception of corruption
in all of its aspects in the society» + «formation of new, productive system of economic and le-
gal relations by the example of the leading European countries, however accounting for national
peculiarities» + «mobilization of civil society» + «tight control (both internal and external) over
observance of law and inevitability of punishment for corrupt individuals». The principal marker
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of positive changes in this direction will be the economic growth and increase in the level of le-
gal awareness of the citizens, therefore at the present stage of development of Ukrainian na-
tional identity it is expedient to combine the strategies of «fighting against evil» and «fighting
for good».
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