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Introduction

(a)Research goals

This integrated report investigates the link betwpelitical corruption and organised crime,
by examining the modalities, resources and stresegsed by criminal groups to govern and/or
capture the market of political corruption. On three hand, the report looks at the infiltration of
organised crime in three main policy sectors wiprelic spending and regulations play a pivotal
role: public procurement, the privatization of pgabservices, and management of EU funds.
Alongside this, the report also analyses the crampenetration of electoral politics, by evaluating
the influence that criminal organisations can aohien electoral arenas. As a result, the report
provides a general assessment of policy regulgtlegal countermeasures and practices adopted to
prevent and combat organised crime, especiallgteraction with political corruption.

The report is drawn from data collected in five &@pgan countries (Bulgaria, Croatia,
Hungary, Italy, Kosovo) across the above themesl mcludes two more countries for the
assessment of anti-organised crime legislation amtatives (Albania and Georgia). The
methodology involves both extensive and intensitrategies of investigation. A quantitative
assessment of the crime and politics nexus is basdtle Organised Crime & Corruption (OCC)
events database, in which events data about the detween criminal groups and political
corruption have been gathered and asserhbled qualitative assessment involves in-depth
understanding of the mechanisms of corrupt exclangesented as single case studies conducted
in the countries covered by this study, inclusi¥@rmmary and secondary sources (interviews, legal
proceedings, academic and policy-oriented repoBlaja collection and analyses were conducted
by five institutions across Europe (EUI, CSD, BOES, PSD).

The main research goals of this study are as fellow

(1) To explore the variety of resources, actors andnasgisms of interaction between organised
crime and political corruption in electoral polgicand three policy sectors: public
procurement, privatization of public services, amanagement of EU funds. By collecting
and presenting information on a wide range of arahgroups across European countries, it
is hoped to achieve a greater understanding of thahpossibilities and difficulties of a
European monitoring exercise in respect of orgahesane and political corruption;

(2) To explain the variation in the type of exchangdesg,examining (a) the structure and
organization of criminal groups and their capac¢aycapture public decision-making; and
(b) the characteristics of policy settings thakeffthe opportunities and costs of corrupt
exchanges. According to this report, both the amgdion of criminal groups and the
characteristics of policy settings in turn shaperhature and formation of corrupt exchanges
and of the actors involved in these transactions;

1 All the data about OCC events collected in the fiountries have been assembled in a single databavents. In
the case of Italy (see the country report), we plesent a preliminary analysis of the data to stimwpotential of this
research strategy.
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(3) To review the current institutional policies anagtices adopted in the countries covered by
this study to prevent and combat the infiltratidromanised crime groups in the legitimate
economy and the public sector.

(b) Contributions of this study

Before proceeding it is necessary to draw a digstincbetween what is and what is not
under the lens of this study. This preliminary assgent will be useful to clarify the immediate
contributions of this report.

Firstly, previous research projects and analysesaming the link between corruption and
organised crime (see Table 4 for an overview) headitionally taken organised crinas a cause
of corruption, focusing on certain forms of coriiopt such as police and judicial corruption, which
are typically generated by the attempt of crimiactiors to avoid conviction, to obtain impunity, or
other specific advantages related to their illegas. Without any doubt, such an approach may well
serve as a “laboratory” in understanding the sgiateof criminal groups in preserving their illegal
businesses and enabling them to flourish. Howetvés, type of corrupt exchange only partially
exemplifies those reciprocity mechanisms that aexeminal groups can trigger with institutional
and political actors, achieving longevity and tenial control. The goal to neutralize investigaso
and law enforcement through bribing a police officea judge is only a part of the problem. Such
a focus does not enable seeing organised crinynabt a phenomenon recognizable by the
reciprocal services it can perform for legitimateerts (politicians, bureaucrats, professionals,
entrepreneurs in legal markets). In other wordgawised crime can also beresourcefor corrupt
exchanges, when it becomes an integral and furadtmmponent of political corruption networks.
This is the reason why this report focuses on itle between organised criminals and political
corruption, and not primarily on other forms of mgot exchanges.

Secondly, data on organised crime groups in Eusspeuneven, and often dominated by
information from those countries that have tradisily experienced the presence of large and long-
lasting organizations (IT and BG, for instance)efkéhis, by contrast, a general lack of knowledge
not only on the nature and extent of organised e€m@roups in new territories and other member
states, but also, more interestingly, on the wargetd evolution of criminal groups in the same
traditional areas of operation. This gap has beeantly demonstrated by the growing debate about
the cross-border migration of groups in Europehoth the research and policy agendas (Campana
2013). Therefore, on the methodological side, hisgrated report is an attempt to develop new
forms of data collection about developments in oiged crime and corruption in Europe,
proposing a more comprehensive system of classditaf corrupt exchanges between criminals
and political authorities, and an overall measwessess trends in these links. The codebook
presented in the next section could serve as allusedfl for both law enforcement officials and
prosecutors, providing a platform for a more systeermeans of acquiring information on trends in
the activities of organised crime groups in Eurolmormation on different types of organised
crime and political interaction will be useful nomly to inform prosecutors and law-enforcement
agents across European countries about what kinclsn@nal groups are being investigated in EU
member states, as well as what type of corrupt axgbs with public institutions these groups
might carry out, but also allows for comparativalesations of the activities of similar groups. If
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combined with data about the policy-making proceduand characteristics of procurement and
public contracts, this information could providsight into the vulnerabilities of certain procedire
and institutional actors to corrupt exchanges agdmsed crime infiltration.

To further the debate on measures and instrumentslkect data on trends in corruption
and organised crime, the report presents the fysdof an events database includmgre than
150 eventsof organised crime and links to political corragptin 5 European countries as well as
the findings of29 in-depth case studiesmost of which involve the penetration of orgadiseime
in one of the three policy sectors previously mamd — public procurement, EU public funds, and
privatization — as well as in electoral politicss Will be shown later in the report, the most stigk
outcome of the OCC events dataset is the varietgrofips and corrupt exchanges upon which
information has been collected. The diversity amanal groups within countries is perhaps the
most startling feature of the data, suggesting, teaen when we talk of organised crime within
European countries, we are often in fact refertcng phenomenon which varies both across space
and over time. The comparison across countrieshermontrary, shows that similar patterns might
exist between criminal organizations in differenttries when similar environmental conditions
favour penetration of the legitimate economy andlitipal institutions, and facilitate
interdependence and reciprocity with both legitienatd political actors.

(c) Outline of the report

The first part of the report contains two chaptéiise first chapter begins with a short
review of the definitions used for organised crimi¢ghin the EU framework. This is particularly
important, as it sets the scene for a more detaitedysis of the link between criminal groups and
political corruption, and for a comparative evaio@atof criminal organisations across European
countries. This is followed by a brief review ofpious studies on corruption and organised crime
in respect of the adopted methodology and datacadn strategies. The introduction concludes by
arguing for a more comprehensive assessment dirtkéetween organised crime and political
corruption, beginning with an analysis of crimirggbups at individual level — the primary unit of
analysis is the individual group — and at mesodlévgoverning bodies or hierarchies exist between
individual criminal groups. Methods and strategiéslata collection used in the research are also
further presented and discussed, and it is notesl v the gathering of data on organised crime
groups in a number of countries constitutes a Bagmt research challenge. In this section we thus
examine some of the methodological obstacles irin such work. This is followed by a short
review of the codebook and of the main variablessm®ered in the report, including a brief
discussion of the operationalization of the conadpirganised crime structure and of the typology
capturing the interactions with institutional astofhe second chapter of this part provides awevie
of the opportunities for corruption in the thredipp sectors noted, focusing on the strategies of
infiltration of organised crime groups, on theirntdbution to corrupt exchanges, and on the
vulnerabilities of each sector to criminal penetrat

The second part consists of five country reporfs BG, HR, HU, KS). Each study is
organised as follows. First, an assessment of @gdrcriminal groups operating in the country is
provided, also using the data gathered in the O¢Dte database. Second, a review is presented of
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the policies and practices enforced in each countrgombat organised crime, its infiltration into
the legitimate economy and its capacity to capam@ manipulate public decision-making

The report concludes with a third part featuringoaparative assessment of the findings
emerging from the country studies. First, a compagaassessment of all the criminal groups is
provided. Details of all the groups are presentedespect of a number of key variables. These
include: structure, size, business, and extentiofiigal influence (i.e. local, national, transnaid
level). Second, a synthetic overview is presenteth® policy responses adopted in the different
countries, aimed at cutting collusive ties betweegminal and political actors, which can be
considered as a starting point for the policy paget will be submitted to the European
Commission in February 2016. The following sectidimsn aim at illustrating and exploring the
variety of criminal-political ties across and withthese countries, and at explaining possible
similarities and differences across policy setangnas.

2 An assessment of legislation is also provideddbania and Georgia.



Executive Summary

Chapter I.

Definition

The variety of criminal actors and organisationsuad the world has produced an
ambiguous and confused conceptualization of orgdnisrime, upon which the only
consensus is that the conceptualization is ambgjumd confused. The search for an
acceptable legal definition of the phenomenon hemained a problematic and critical
starting point in many countries;

Actions both at European and international levalehnot been always effective in tackling
the problem of defining what organised crime ihie'EU’s 2008 Framework Decision, for
instance, which sought to achieve harmonizationvéen the different definitions of
organised crime across European countries, hasvindety considered a failure and a weak
compromise unable to combine all the diverse legal traditions within Europe;

This integrated report has opted for a broademd&fn of the phenomenon, centred more
on what groups do, instead of focusing on what #reypresumed to be. The study is based
on a classification emphasizing the crucial digiorc between organisations that simply
trade on the market, by producing and/or sellinggdl goods and services, and
organisations that aim at governing the marketgrbyiding services of dispute settlement,
cartel enforcement and more generally governance of illegal transactions;

This distinction has significant implications iretlvay this study analyses the link between
organised crime and political corruption. Tradingminal groups might profit from
corruption as an enabler for their illegal businessnoney-laundering activities (organised
crime as a cause of corruption). In another scenaen there are criminal groups offering
protection and government-like services on theydlenarkets, organised crime might also
become a resource and enabler for corrupt exchatiggsare, as a matter of fact, illegal
transactions, like any other activity and exchabgened by law.

Methodology

Few cross-national and cross-organisational coniparatudies on organised crime have
been conducted by academic and policy-orientedtutishs. Therefore, critical to the
prevention and control of corruption and organisdde is the ability to access reliable
information on trends in both phenomena within and across European countries;

In reviewing the methodology used in the most regesearch and policy reports some
concerns could be raised concerning how data walected and research designed, as well
as the extent to which the findings from these istidan be generalized. Analyses of the
link indeed are usually based on qualitative datdlected through expert interviews,
without any use of primary sources, such as jutites. The findings are often the result of
a very limited number of case studies, that in scases are drawn from foreign secondary
sources (newspapersjdanot those of the countries in which cases occurred;



Poorly developed concepts, such as the one of hisgd crime”, are often the product of a
selection problem concerning the unit of analygfben we look at the actors, the literature
often confuses single families with organisatiomalers between a number of grotipghe
result is that an independent group becomes amuifite or region-wide conspiracy with
wide and strong connections. Because of it, thislystadopts a micro-level perspective
centred on individual criminal groups, combiningwith a meso- and macro-level of
analysis;

This report followsa mixed strategy in three steg®mbining together agextensive strategy
of data collection and analysisuge-n) with anintensive ongsmall-n. The aim of a mixed
strategy of data collection and analysis is to tereavidence-based measures of organised
crime infiltration into public policies and decisimaking processes (public procurement,
etc.). These measures incorporate both availablelemce (legal proceedings/
investigations/ official files) and expert opinion (prosecutors/police
investigators/judges/policy experts) to fill gaps the knowledge base about the link
between organised crime and political corruption;

Data collection was launched alongside the creatidnthe Organised Crime &
Corruption (OCC) events database. The core focus of the OCC events datdizeasbeen
the collection and coding of events and cases iofial-political exchanges emerging in
the countries covered by this report. The main gbahe dataset is to explore and map the
infiltration of organised crime in the three maimlipy sectors of interest: public
procurement, the privatization of public services, and EU funds;

This extensive strategy of data collection has Hekowed by a morentensive approach
based on the in-depth analysis of 29 cases. For @amtry examined in the report, at least
three in-depth case study reports have been prbvidgng other primary data such us
interviews, legal proceedings to get a more inddepiderstanding of the most relevant
cases.

To systematize the collection of data and infororgtea codebook was designed in order to
acquire information through a reliable and consisteethodology, to provide a common
platform for all the research partners, and tovadocomparative assessment of the problem
across European countries and criminal organisatrathin countries. The codebook itself
consisted of approximately 20 variables;

Chapter Il

Three policy arenas where the criminal-political n&gus may emerge

This integrated report focuses mostly on the infage that organised crime may exert

through several mechanisms — foremost among themcdnruption of politicians and public
servants — within three pol arenas: (a) public sector contracting; (b) allocation, management and

% This is also noted in the UNODC report: “It is wonoting here that there is often confusion betwebat is termed
‘groups’ and what has, in the context of this stbeen termed “clusters”. Reviews of internationaamised crime
often collapse the two. That is, by reviewing recgevelopments in Russian or West African organicéhe as if
these were single and inter-connected criminal gsoun their own right. Instead broader criminal strs, while
sharing many similarities in structure and orgamsaamong the various groups that constitute thema,not on their
own definable criminal groups. They are rather éomgrations of similar criminal groups often simpdypelled by the
media for ease of reference” (UNODC 2002:9)
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control of EU funds; and (c) privatisation of local public services. Our in-depth analysis on seven
country-level case studies (Albania, Bulgaria, @emaGeorgia, Hungary, Italy, Kosovo) will
provide (see section 2) a first empirical assessmérihe nature, dimension, mechanisms and
impact of the interactions between organised ciame public/political actors. The vulnerability to
the influence and infiltration of criminal organi@s of the policy sectors here considered depends
upon several factors. Among them are:

» The substantial amount of public resources allat#teough these mechanisms allows
ample rents to be collected by criminal organizatlrough their corruptive influence.

= Public procedures, privatization of local publicvsees and allocation of EU funds are
sectors of legal activity, but within their opewatia market for corruption can emerge.
Criminal enterprises may then enter as one of titers involved in the network of
corrupt exchanges.

= Corrupt exchanges and collusive agreements amonlficipos, bureaucrats,
entrepreneurs and other actors operating in thekeymctivities take place within an
illegal market, where mafia-like criminal organipsis can enter as providers of
regulation and enforcement services, precludingetiling disputes among participants
in illegal deals, discouraging defection and dematran.

= The complexity of the legal framework and procedurethe sectors considered — due to
the overlapping of European legislation, nationad aegional laws and regulations —
increases uncertainty regarding the final outputhef corresponding decision-making
process. Criminal enterprises can profit from soochditions thanks to loopholes, red-
tape and bottlenecks used to bypass controls anid an effective implementation of
rules.

» Public procurement activities, EU funds and thegtization of local public services —
especially in the case of lower-value deals, caitdraand subcontracting — are
particularly exposed to criminal organizations’@stments in criminal assets and money
laundering, since state controls over firm actgtiand their budget management are
generally less effective than in other sectors Kby finance, etc.).

= Entering into these policy-making sectors allowisnaral actors to establish profitable
relationships with a wider set of individuals — ifoians, high-level bureaucrats,
technicians, professionals, entrepreneurs, middieete. — from whom they may obtain
further benefits, ranging from social legitimizatito protection from legal prosecution.

= Through often having their illegal activities contmted over circumscribed areas,
criminal organizations can also exert a strongugriice on public agents and politicians,
especially at local level, e.g. in smaller munitiges. Their capability to influence the
electoral process can then become a crucial resaaroe used as a tool to infiltrate and
influence policy decisions and the allocation ofblp resources in the sectors
considered — especially in lower-value contracts] ftinds management, and the
privatisation of local services.

= The contiguity of criminal organizations with flonsf public funds facilitate their
hidden appropriation of rents. Criminal groups agwlterprises have a particular
advantage when the allocation of resources erntalsise of local providers (e.g. public
works requiring concrete and other raw materialssghsource must be close to the site
of execution; privatization of services whose mamagnt can be profitable only for
locally based enterprises, etc), labour intensina:law-level technology production.

= Entering into legal economic sectors where releeanhomic resources are at stake may
facilitate criminal organizations when they aimlaonder the proceeds of their criminal
activities.

Public procurement
10



Public contracting procedures, rules and contrals leardly represent an insurmountable
impediment to the infiltration of criminal organtzans through corruption and other forms of
undue influence. Nevertheless, the ineffective @orpdesign of procurement rules may create a
variety of opportunities for criminal groups to i decision-makers and therefore distort the
allocation of public resources. Similar opportuestican occasionally arise from the “environment”
where public tenders take place, or can be deliblgrareated by criminal organizations using their
capability to influence the political process amiiqy making, especially when they are deeply-
rooted within the social and economic context.

= As shown in chapter 2, at each stage of the puablitracting procedure several public and
private actors may be involved in a network of aptrexchanges, using a multiplicity of
resources in their deals. Moreover, the role afhoral organizations, the kind of services
they provide within the criminal-political netwod¥ exchanges, and the drawbacks of their
influence in the decision-making processes may\&sp accordingly.

= In general term, the more a criminal organizatiomolved in public procurement has a
network-like or “enterprise syndicate” form, the maat will focus on the adjudication or
execution/control phases. In fact, network-likengnal groups and criminal firms can
provide only a limited and poor-quality regulatiand enforcement of illegal deals, if at all.

They will therefore concentrate their efforts todsithe obtainment of specific contracts,

subcontracts or other benefits. As a consequencempetitive advantage will be enjoyed

thanks to corruption and the violent dissuasiomahpetitors by businesses sponsored by
criminal organizations or directly owned by thdfiliates.

= When criminal organizations have a hierarchical“mswer syndicate” structure, to the
extent that they are capable of operating as &gtmn firms”, they can also satisfy with
their protection services a demand for regulatioth @hrforcement in a wider range of illicit

deals along all the steps of the correspondingyvemsent procedure: (a) covering with a

stricter control all (or almost all) corrupt (anallasive) exchanges within a certain

territorial area or decisiomaking process; (b) including within the set of potential resources
exchanged also electoral consent, political supgbg allocation of financial resources,
collusive agreements.

Privatisation of local public services
The spread of privatization processes and the colese delegation to private actors of the
production and delivery of certain services (e.gst® management, water, local transport, energy,
gas, etc.) is grounded in the theoretical assumghiat market competition is a more efficient way
to provide them. Serious concerns, however, haverged grounded in both theoretical and
empirical considerations, focusing on the drawbagkdshe privatization processes in terms of
deterioration of service quality and employment dibons, social inequalities, undue rents
collected by private (or semi-public) firms, incseay prices or tariffs, and monopolizing the
production and delivery of services. Corruption nmagatively influence the privatization process
as well. Moreover, there is a more specific risiattduring the privatization of public services
opportunities are created for criminal organizagitmenter into potentially lucrative businesses.
= Our findings challenges a conventional view thaggirzation can decrease the diffusion of
corruption by removing the management of activitiesn state control, thereby letting
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market-driven impersonal mechanisms substituteuption-prone discretionary decision
making. On the contrary, the process of transfgrpnblic assets and the delivery of public
services — especially at local level — into privetnds creates lucrative opportunities for
corruption. As in any illegal market, criminal orgzations and enterprises may be willing
to enter directly into this hidden competition tbe allocation of rents, or to regulate and
enforce corrupt deals among other participants -ergrmhem politicians, who can also
strengthen their position with the consent chaealdily criminal groups.

= With the privatization of local services a netwdike or “enterprise syndicate” form of
criminal organization encourages the eventual aunaton of activities and influence on
the selection of private buyers and monitoring oanwhen the resources at stake can be
more straightforwardly detected and measured, andterparts in the corrupt exchange are
easier to identify, supervise, intimidate, and sanc

= Criminal organizations having a more hierarchical'mower syndicate” structure, akin to
“protection firms”, will be relatively more apt talso provide guarantees that illicit deals
will be concluded smoothly within the networks gfstemic corruption even in the first
steps of the privatization process.

Allocation and management of EU funds

The width and complexity of regulation concernihg tultiplicity of EU fund allocations,
management and supervision mechanisms — whereaj&itémorms overlap with specific national
and regional laws and procedures — makes it implesso summarize in a single scheme the
opportunities, actors, and resources potentialiyolwved in a criminal-political nexus based on
corruption. In general terms, however, the threpesy of fund allocation produce different
incentives to the infiltration of criminal organtzans.

Centralised direct management by EU institutiors/écing approximately 22% of the EU
budget) can be considered as the least vulnerahladue influence by criminal actors. In fact, as
we have shown, criminal groups typically restritieit range of activity within a limited
geographical area or economic sector, where theofisesources at their disposal (violence,
intimidation, reputation, intelligence, social dapi etc.) allows them to operate successfully mith
illegal markets or to regulate and enforce illanid informal activities.

In centralised indirect management, constraintcriminal infiltration in the decision-
making process can be considered almost as efeativin the previous case. The high degree of
centralization and professionalization of executiagencies’ activities and the tightness of
Commission supervision and control generally regmmesa strong barrier against the risk of criminal
influence.

Shared (with member states) and decentralized (thitld countries) implementation of
budget allocation can be taken as relatively marsceptible to the potential interference of
criminal organizations. In general terms, amongvheables that may create opportunities for the
infiltration of criminal organizations — hierarchlty or network-like structured — in the allocation
and management of EU funds, we may consider:

= the level of government where decisions about aper@ programs, financial
commitments, the identity of beneficiaries, andtoms are taken. The lower such level, the
higher —ceteris paribus- will be the probability that criminal groups dirtheir way to enter
directly or indirectly — with protected businesses this sector. Only strong hierarchical
criminal groups — i.e. “protection firms” — may @stonally have the capability to ascend
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the decision-making process up to the point of tieapg” politicians with influence over
general regulatory and financial decisions takemadtonal level, using as a resource of
exchange also their impact over the electoral m®c€riminal enterprise syndicates can
instead operate mainly at regional level and insitlection of beneficiaries.

= The high degree of complexity of the national reguly framework and procedures for the
management of EU funds. The consequent slowing duvaecision-making processes and
the undermining of controls increases uncertairftywould-be and actual beneficiaries,
therefore enhancing both a “demand” for protectlaough corruption and criminal groups’
guarantees, and the opportunity for criminal busses to grab these funds’ allocation
through illegal means.

= The diffusion of fraudulent and illegal activitieslated to the allocation of EU funds. The
more diffuse hidden transactions are within a cerpmlitical-administrative context, the
stronger the incentives for criminal groups to enés suppliers of enforcement and
protection services within such networks of illegétals, or to directly support the
involvement of criminal enterprises in fraudulentiaorrupt activities.

= The degree of political accountability over outcemee. the realization of programmes’
purposes, which relates to the transparency optheess of auditing and supervision and
the electorate’s motivation, making decision-makiegs vulnerable to the distortive effect
of criminal groups’ pressure.

= The administrative capacity and degree of profesdipation of national and regional public
service personnel, involved in the process as magagertifying, and auditing authorities —
and in certain cases also as beneficiaries. Theehithe state capacity, the lower the
potential space for criminal groups to enter if® dlecision-making process.

= The nature of controls over the allocation and rgangnt of EU funds. The tighter and
more effective is the control of EU institutionsenvthe decision-making process and its
outcomes, the less criminal organizations — raadlg to raise their corrupting influence at
the European level — will be encouraged to entty this sector. The opposite situation
obtains when the structure of controls at membatedevel is largely ineffective, due for
instance to the overlapping of managing, certifyamgl auditing authorities within the same
public structure.

Part Il
Countries studies

Bulgaria

The Country Report on the Link between Politicakrr@ption and Organised Crimexamines the
structure and evolution of organised crime in Bubgfrom the beginning of the transition period in
the 1990s to the present. It defines the factaslihve driven the emergence of political corruptio
(lack of democratic institutions at the time Comisam collapsed, combined with the need of
newly established political parties to finance trestivities). Political corruption has become the
preferred mechanism for gaining of advantages layical entrepreneurs in Bulgaria who no
longer operate strictly on the illegal markets, bawve increasingly shifted their business inter&sts
the grey and the legal economies. While in the $380lence was the prevalent means for gaining
control of lucrative criminal markets, after 200fetdecline in violence and the flow of criminal
capital into legitimate business structures hastéedreater demand of corruption. Corruption is
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used by criminal groups as a universal tool whiah settle business conflicts (through leverage in
the judiciary) or provide additional economic resms (through manipulation of public
procurement). The so called ‘political investmer{f®irchasing of votes at election campaigns on
behalf of various political parties) is a form oblgical corruption that is becoming ever more
dangerous. It is estimated that about 13% of thesvin the 2014 elections were ‘bought’ (as
opposed to 9% in the 2009 elections). Accordin@&D, in the last 10 years local and national
level oligarchs have been increasingly involvedguigh “political investments”, which they seek to
recover after elections by acquiring access toiptibbhds and/or assets.

The report reviews the legal provisions addressirgpnised crime and corruption, and
discusses empirical evidence of cases involvin@msgd crime. It notes that in recent years all
criminal structures have chosen an adaptationegfyaDepending on their strategy, several types of
organised criminal structures have been defineailifgarchic structures that have preserved their
influence; 2) oligarchic structures that have beempromised and might become subject to
investigations; 3) local symbiotic forms, combinilogal authorities, private legal companies and
organised crime groups; and 4) violent entreprenthat have failed to adapt.

The main conclusion of the report is that despite successful reduction of violence and the
established cooperation with counterpart instingierom the EU and the USA, the Bulgarian law
enforcement, specialised anti-corruption unitserexe administration and judiciary have not been
able to prevent the state capture by oligarchiagsand criminal networks.

Instead of focusing on the higher levels of orgadizriminal structures, law-enforcement efforts
have been limited to lower level criminal group$ieTreasons are both the political protection for
criminal bosses and the lack of capacity, espguoidlh regards to financial investigations.

The report suggests that Bulgaria has already dpedl the legal framework and
institutional infrastructure needed to effectivéight organised crime and corruption. The existing
specialized units with police powers, the new depants in the revenue administration, the
specialized prosecution and court can have amgaddt on curbing organised crime and corruption,
if political independence and additional resour@esensured.

Croatia

This country report investigates the models of raxtdon between criminal organizations and
political actors in Croatia. Organized crime in @a has been significantly determined by three
factors: geopolitical position, comprehensive tidmsal processes and circumstances of
disintegration of the former state. The structureraminal offenses forms of organized crime in
Croatia shows several main areas of organized greuph as drug, weapon, illegal goods and
human trafficking, extortion, blackmail, countetfeioney distribution and extortion racketeering.
In addition, there is a practice of investment ltggally acquired assets (money) in attractive
properties and specific economic activities whidmert presents criminals as successful
entrepreneurs and creates link between organizedeanonomic crime. Being situated on the
“Balkan Axis“, Croatia is a transit country (and #o lesser extent a country of origin and
destination) for the trafficking of persons andaage of illicit commodities, including drugs, arms
and cigarettes. Following its accession to the Hig, risk of the country for becoming also a
country of destination may increase.
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However, this report emphasizes the importance hdd state in organized crime
developments in Croatia. During the war in the ye80s; arms smuggling, illicit drug trade and
financial frauds were a dominant type of criminebups services used by the state. At the end of
the war, former criminals were protected as a gbriational heroes by the state authorities, and
transformed into the new entrepreneurs during tbegss of privatisation of the state-owned assets
(which was again heavily influenced by politicalazaations).

Hungary

This country report examines the connection betwarganized crime and political corruption in
Hungary. Available corruption data and the assessmwiethe relevant international reports about
the country are presented, as well as a shortrluatcand academic overview about organized
crime, including the exact and detailed legal baskgd to this issue in Hungary and an in-depth
analysis of some case-studies about the largestifidd or pending cases of connection between
organized crime and political corruption. The reskahows that organized crime is contingent in
Hungary, it cannot be considered as an organicaltprporated phenomena in the society's
subsystems. In this context the legislative baakgdoand legal framework is more developed
against corruption than against organized criméhasatter is considered a less relevant problem i
the country. The few case-studies reveal as watl e connection between organized crime and
political corruption is not systemic, though orgasd crime has been emerging in Hungary in
various diversified forms. In the first section we through the. In the second part, we show the
academic and legal background of the topic and resgmt empirical evidence and in-depth case
studies.

Italy

The country reports examines the link between O€camruption in Italy. Criminal groups in Italy
have traditionally varied from more irregular aretwork-based associations to criminal hierarchies
boasting centuries of history in the same teremrHence, together with ordinary groups producing
and trading illegal goods and services on illegatkats, the country has seen the emergence and
diffusion of highly structured criminal groups prdng governmental services to illegal, informal
and, in some cases, legitimate transactions, atadbleshiing either strong or weak ties with many
other institutional, economic and societal actordis is the case of traditional mafia-type
organizations which aspire to monopolise protectemket services either in limited territories or i
single economic sectors across territories.

The country report briefly explores past and regeiterns of organised crime in lItaly. In
the attempt to provide a more comprehensive owerefdts temporal, territorial and organizational
development, it presents: (i) data about the pserd criminal groups in the country, giving
information about both mafia-like and ordinary dnad associations; (ii) an in-depth description of
mafia-like groups operating in the country, by simywvcommon patterns and organizational
differences amongst groups; (iii)) recent trendsnioney-laundering activities and infiltration in
legitimate business.
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An assessment of Italian complex framework of Mudfia legislation, regulation and policy
tools is provided, with a special focus on the ggemeasures aimed at combating the political-
criminal nexus (external participation crime; aityuncil dissolution; mafia vote-buying, etc.).

The final section offers an in-depth analysis oé¢ fink between organized crime and
political corruption. The data collected in the O@@taset (126 events showing a link between
organised crime and political corruption in Itahprih 2008 to 2013) provide novel evidence about
the structure, the level of operation and the sadp®rrupt activities of the criminal groups, whic
can be summarized as follows:

= Protection-racket is the core business in the ntgjof groups (65%), even though
they are also groups mainly operating as illegatlérs on the market (e.g. drugs
trafficking and counterfeiting) or in the legitineamarkets as a money-laundering
strategies (3%). As a result of it, almost 75%h&f groups are territorially-based since
they control limited territories rather than sindgégitimate or illegal sectors across
territories.

= Despite the stereotype of nation-wide criminal grasies, the local level remains the
most vulnerable to criminal infiltration.

= The largest number of coded events are about emtius public procurement (90%),
followed by privatisation (6%) and EU funds managet(1,5 %).

= |In the largest number of cases legitimate entrequnen are key players in the
interaction with criminal organizations. The nexught also see the involvement of
elected officials (43%) or public servants (18,2%)t in many cases the infiltration of
organised crime also occurs without the collusibmstitutional actors. This evidence
gives support to the hypothesis that mafia-likeugso can also infiltrate the public
procurement arena as a result of the protectiovicesr provided to business cartels
operating in the public, Therefore, both profesalsn(20%) and legitimate
entrepreneurs (67%) are key players in the pematrat organised groups into public
policies arenas

= Three key resources — money, information and saeapltal — are key determinants
for corruption exchanges between organised criminahd legitimate actors.
Conversely, violence seems still to be crucial, imttof most importance. Only in the
34% of cases, actors use and exchange violenbeimcbrrupt transactions in order to
enforce them or in the forms of violent servicebéoused outside against other actors
(e.g. political opponents, rival legitimate compemirival criminal groups).

Kosovo

The report on organized crime and corruption ind&mshas taken stock of the existing literature on
the topic including national strategies and repoptdicy papers, international and local media
reports, and interviews with local journalists. #&aldition, the legislation adopted to combat
organized crime and corruption as well as infiltatof criminal groups in politics has been
analyzed and presented.

Organized crime today in Kosovo cannot be studied anderstood without taking into
account the political and socio economic situatdrihe 1990s, its culmination in the conflict of
1999 and the ensuing period of legal and author@atacuum before the deployment of the UN
administration. The widely held perceptions cormalbed by a couple of leaked intelligence reports
from various European countries point to the highking politicians and their political parties as
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heads of criminal groups. However, hard evidencec@ce to non-existent and the many reports
available on the topic are speculative at best.

Drug related crimes and human trafficking remaie thost prevalent forms of organized
crime in the country. As part of the Balkan roukgsovo is a transit country for the drugs
smuggled towards Western Europe whereas for huraéficking Kosovo is both a transit country
and country of origin.

The legislation to prevent and fight organized erii® largely in place and in line with the
EU guidelines however, the implementation of thve tamains a challenge. Lack of local expertise
and capacities to tackle complex cases of traffiglkand drug related crimes has been cited by the
EU Commission as an area that needs improvemesouworemains the country with the lowest
record of drug seizures in the region and with teaiprogress in dismantling human trafficking
rings. In addition, the weak intra-institutionalogeration and the hesitation to investigate high-
level corruption and organized crimes cases byKibsovar judiciary further impede the effective
fight against organized crime, which remains onéhefmost important conditionalities set forth by
the European Union.

Part Il

A comparative assessment of criminal groups and ébal markets

= This report proposes a standardised proceduredtiregng qualitative data on organised
crime and political corruption. Patterns and tremdsrganised crime are presented and
compared along three axes: (a) path of emergehyecdre business; (c) organizational
model. According to the evidence collected, théseea dimensions affect the modalities and
resources criminal groups use to engage in pdlitimauption networks.

= Most of the cases selected for this research shatv donnections between indigenous
organized and corporate crime remain the most aelevand recent development of
organised criminality in Europe, as opposed toctioss-border crime paradigm.

= As we focus our attention upon the most dangerdaisohs between criminality and
politics, indigenous forms of criminal groups stplay an almost exclusive role in
connecting with business and government officiitds might not hold true when we deal
with other forms of corruption, such as police odigial, because similar strategies of
influence might be used by both foreign and indaengroups.

= Environmental conditions and reciprocity mechanisistween non-indigenous and
indigenous actors explain the success of illi@ngactions. Especially, the marginalisation
of minority groups not integrated with the surrotmgdsociety and the significant pool of
illegal or non-integrated immigrants in the EU #&eile conditions for foreign organised
crime groups. Some of the country studies presentéus report show the organization of
vast vote-buying campaign in some marginalizedietbtmmmunities.

= Local enablers have also an essential explanatorgtibn in the assessment of the link
between organised crime and political corruptianparticular, the overall deregulation of
markets, the growing informalization of the worlderand economy, the retreat of the state
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and failed liberalization cycles represent the miagportant institutional and economic
enablers of the nexus between criminal organizatimd political corruption, rather than
the removal of borders and the globalization ofkats.

The report shows a growing criminal organization paflitical corruption. In certain
circumstances corporate-state and white-collar esingan be carried out along more
institutionalized forms, characterized by the sametinuity and diversification of activities
typical of more traditional organised crime moddIgit transactions might be more or less
vertically integrated and oriented towards eithéieaarchical or a network-based structure,
like the same mafia-like groups, which do not falla single organizational model as well.
These cases differ from crimes that are simply msgal, because they rely on a permanent
basis, interoperable and permeable contacts, reuktipd reiterated transactions instead of
occasional ones, a sophisticated division of labanod growing economies of scale.
Networks involve primarily actors who used to hawestill have a legal and legitimate
status, but then move towards a deliberate or edecdminalization of their activities and
resources.

This pattern is particularly significant in many Elduntries when economic transitions to
more transparent, competitive and open markets ftaaleel either at local or national level.
The report shows that in some cases liberalizatioles have been captured by private
interests and heavily influenced by political reeeking dynamics and state capture, either
at national or subnational level. In some cases, distinction has blurred between
companies’ anti-competitive conduct and racketegeripractices, leading to higher
criminalization of market dynamics. The criminatiba of several kinds of informal
practices and anti-competitive conduct seems tdebge the focus of policy-makers and
analysts as opposed to the threat representedebipfiliration into the political corruption
networks of traditional criminal organizations.

At local level, these emerging forms of politicabriuption networks often resemble
“business-political corruption machines”, relying éongstanding economic and political
ties. Business and government professionals caatelithese structures (through legal
business entities), heavily influencing the ledigsk process, regulative policies, and state-
controlled or semi-privatized enterprises.

As concerned to illegal activities, for traditionaliminal groups, trafficking in multiple
commodities remains the most significant activity. fact, protection-racket business
remains heavily dependent on local conditions, ngwethan any other illegal business.
Moreover, this study confirms that criminal growp® increasingly “multi-commodity and
poly-criminal in their activities”, gathering div&s portfolios of criminal business interests,
and strengthening their capability to identify aexploit new illicit markets. Concerning
embedded indigenous groups, trading activitiesoftien linked to financial and corporate
crimes such as tax evasion, VAT fraud, private wation, commercial and public funds
fraud, counterfeiting, misappropriation of publicunfls, money-laundering and
embezzlement when involving public officials. Iretbases considered here, business and
government officials are usually well placed in thearket; they strive for market
domination through their control of public procumemh or regulations and create conditions
of unlawful competition, which make it difficult father legitimate companies to enter.
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= In relation with corruption, the report shows thaditional criminal groups are more likely
to be interested in judicial and police corrupticather than political. The latter indeed gains
more relevance in at least two cases: (a) wherigallinstitutions are a necessary medium
towards influencing law-enforcement or in develgpatonomies of scale within infiltrated
legitimate markets; and (b) when illegal proceedsearvices (e.g. illegal protection) are
demanded on the political market in the forms tdgahl political finance, vote-buying,
electoral fraud or enforcement of corrupt exchangésre interestingly, as shown by the
evidence collected in this report, traditional rembedded criminal groups have to face
competition from other legitimate actors when theyby government officials or policy-
makers. This occurs especially when criminal grolo@ge no resources and capabilities in
governing markets through protection-rackets, sashis also the case with mafia-like
groups operating in new territories

A comparative assessment of anti-organised crime oy efforts and initiatives

= A comparative assessment is presented of the matestant policies and (best) practices
implemented in the seven countries considered showasy similarities and some
differences among national approaches. While defims of criminal association crimes do
not differ drastically, each country, besides aegah“common-type” crime, provides a
specific definition of the main illegal operation$ criminal organizations. Bulgaria and
Italy —countries having a more “institutionalizegfresence of criminal organization —
regulate criminal association crimes taking intasideration not onlywhatsuch groups can
do, but alschow they can operate, i.e. focusing on their intestalcture and modes of
operation. The Italian criminal definition of mafiae organization is a paradigmatic
description of a violent provider of private prdien, whose force of intimidation derives
from the strengths of its associative constraimsich produce a generalized condition of
subjugation, codified in a deep-rooted code ohsie

= A high level of harmonisation can be found in inigegtive and prosecution activities: all
the countries considered have regular criminalisoafion — in some cases extended also to
“unjustified assets” — money laundering legislatiand administrative measures to detect
suspicious financial flows.

= The dangerous overlap between criminal organizaterd the political sphere may take the
“simpler” form of bribery or electoral corruptio®ulgaria and Italy enlarge the toolkit of
anti-organized crime norms and measures againstriimenal-political nexus: iding and
abetting and external participation crimes enforce those interactions in which the
involvement of political actors in the CO’s actie# is closer to aymbioticinteraction of
reciprocal protection. In Italy, a specific lawrmdlucing the crime of mafia vote-buying has
also been approved, taking into account the spegfavity of this form of electoral
corruption.

» |n the sector of public procurement a comparablg ofi legislative and administrative
measures has been approved and implemented irotimdries considered. None of these
anticorruption tools, however, is specifically tated to counter the risk of criminal
influence over the political arena.
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= Finally, a very limited involvement of NGOs and itisociety in anti-organized crime and
anticorruption policies emerged in the six coustranalysed in this report. An inventive
anti-mafia tool, which may also be extended to progs confiscated to corrupt agents, has
been introduced in Italy in 1996. Assets confisgafeom criminal organizations are
assigned to social cooperatives and NGOs entriigtpdrsue a social purpose through their
use. Beyond the economic profitability, the adaptd such measures stresses the symbolic
value of the restitution to a community of the sbaialue which criminal organizations
expropriate through violence and criminal subjugati

Comparative analysis of policy arenas

= In the limited sample of 29 in-depth case-studiastloe interactions between organized
crime and politics in the five countries considelddcases emerged in the arena of public
procurement, 9 cases in privatization, 2 casedJriuads management.

» In these sectorsorruption events affected mostly local levels ofegnment and minor
public bodies (Municipalities, Regions, local pabdinterprises, etc.) when criminal groups
and political/public actors had distinct and autanous identities even when working
symbiotically. National — and even less Europearenas of decision-making seem in fact
much less easily accessible to criminal organinatio

= When a larger amount of resources is allocated riocprement or privatization through
national decision-making processes or high-levdbligpubodies, there is the tendency for
“fusion” between political and criminal actordn other words, an “endogenous” criminal
organization of corrupt activities is the resulttbé opportunity for political, bureaucratic
and entrepreneurial actors — in policy arenas wtiereents allocated are large enough — to
manage autonomously their illegal deals, “intemal” also the governance mechanisms
and enforcement structures which allow them to legguand protect hidden transactions.
“Organized corruption” could be the definition ofndar cases of self-organization of
informal norms and protection by political actors.

= While in Italy episodes of re-investment of procedm corrupt activities (derived also
from public procurement ) through electoral inflaenare quite common, in the other
countries analysed the capability of criminal otigations to address votes towards political
actors is not associated with their involvementriocurement or privatization.

= The corruptive influence of organized crime in gaicy arenas of public procurement and
privatization generates recurrent “red-flags” amdraalies. Among them, most frequently
observed are “tailor-made” bid announcement; syjpeeKclusion clauses and constraints in
the bid announcement (e.g. technical or econongjgirements); direct assignment of public
contracts with no open competition; overvalued ggifor public contracts; privatization of
public resources without auction.

= Only Bulgarian and Italian mafia-like criminal orgaations have shown the capacity to
occasionally extend their range of influence aldhg initial and ultimate phases of the
tender procedureCriminal organization akin to “protection firms” wh a hierarchical
structure can in fact provide more effective regola and enforcement services also in
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illegal deals and exchanges involving actors ansbtgces temporally and spatially distant
from decision-making

Opposing a common view of the stereotyped roleriafital organization, their use of
coercion seems severely restrained when they emterpublic policy arenas. In those
cases, in fact, employing other resources — mamegytation, intelligence, blackmail power,
social connection — to gain influence or access sueh decision-making processes seems a
more profitable strategy in fulfilling their crimahinterests.

In different policy arenas a common pattern is ctetdz the evolution of criminal-political
networks, often generating a symbiotic nexus wipisifoundly links criminal and political
actors. In Bulgaria and Italy hierarchically stiwetd criminal organizations maintain a high
degree of autonomy when they interact with equsdif-ruling political and bureaucratic
counterparts. In other countries, networks of puattors are able to autonomously organize
their corrupt practices in public procurement angatization, while criminal organizations
seem to prefer to constrain their activities teghl markets.
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Chapter 1. Definitions, methods and data

1.1 Defining the problem

Aside from the methodological issues which willdiscussed in the next section, there are
a number of conflicting definitions as to what dituges organised crime activity, not only
between jurisdictions in Europe and around the avdilit also within academic research.

The variety of criminal actors and organisationsuad the world has produced an
ambiguous and confused conceptualization of orgdngsime, upon which the only consensts is
that the conceptualization is ambiguous and coufBeaoli, 2002). It has become commonp ace
to observe that there is no uniform understandingeissue, not to speak of a generally acce pted
definition (Levi, 1998; Finckenauer, 2005; Vare2@l11). The academic literature has prodiiced
an endless list of definitions as a result of giboary, geographical, regional, cultural and le gal
difference$. This has progressively reinforced the idea thiatmot possible to achieve a comnion
conceptualization of the phenomenon (Allum and &igl2003: 6). In most of the cases, in fact,
the concept has been developed inductively, thrqugtotypical case studies, or the adoptio of
definitions taken from legal frameworks at natioaatl international levels.

However, despite the tragic escalation in violemtéch has occurred in several count ies
in recent years (e.g. Mexico and Latin America)wadl as the expansion of illegal markets, the
search for an acceptable legal definition of thergmenon has however remained a probleriatic
and critical starting point in many countries. koestance, countries such as the US and Italy
adopted specific anti-organised crime legislatioty @fter many organised criminal groups were
already consolidated in their territories, in boilegal and legitimate markets Similar
international responses against the transnatioiflsn of the phenomenon were maily
launched in the 1990s, for example the UN Convenéigainst Transnational Organised Cr me
(2000f. However, these actions have not been alwaysteféein tackling the problem. The
EU’s 2008 Framework Decision, for instance, whiobght to achieve harmonization between the
different definitions of organised crime across d&p@an countries, has been widely consideied a

* As von Lampe pointed out “the multidisciplinaryrdinsion has not necessarily ensured a high lewkofetical
penetration of the objects of study” (von Lamped@Qd7).

> In the US the Racketeer Influenced and CorruptaBizations Act, commonly referred to as the RICQ, Atas
approved only in 1970 as section 901(a) of the @isgal Crime Control Act. In the case of Italy, tmafia-type
association crime was introduced into the crimowle only in 1982, after the assassination by tbiéigh mafia of the
same politician, Pio La Torre, who had initiatedraposal to introduce this crime into the Italiagdl system, and the
possibility for the courts to seize and to confiedhe assets of persons belonging to mafia-tyjpgirtal organisations.
® Organised crime is not only a significant part tbé popular discourse of European politicians, ksutalso
acknowledged in the United Nations (UN) ConventionTransnational Organised Crime. This Conventiefinds an
organised criminal group as: “[...] a structured granf three or more persons, existing for a peribtinoe and acting
in concert with the aim of committing one or momrigus crimes or offences [...] in order to obtaiiredtly or
indirectly, a financial or other material benefithe UN defines in turn, ‘serious crime’ as “contloonstituting an
offence punishable by a maximum deprivation ofripef at least four years or a more serious pghaltd “structured
group” as a group that is not randomly formed fog immediate commission of an offence and that do¢seed to
have formally defined roles for its members, cauitinof its membership or a developed structure.”
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failure and a weak compromise unable to combin¢halldiverse legal traditions within Eurc pe
(Calderoni 2010). This chapter summaries the legdihitions of organised crime used by the
different authorities within the EU, such as therdpean institutions, Europol and OLAF, ¢nd
examines also the interaction with other phenomenah as corruption and fraud. Finally, we
provide the definition and empirical operationaliaa of the phenomenon that will be appliec| in
this report.

1.1.1 The EU definitions of organised crime

As stated in the Council Framework Decision 2008/84A, the EU defines a criminal
organisation as “a structured association, estadalisover a period of time, of more than two
persons acting in concert with a view to committofences which are punishable by deprivation
of liberty or a detention order of a maximum ofledst four years or a more serious penalty, to
obtain, directly or indirectly, a financial or othmaterial benefit”. A ‘structured association’, as
stated in the Framework Decision, means that tlsecesgtion is not randomly formed for the
immediate commission of an offence, but does netdnt® have formally defined roles for its
members, continuity of its membership, or a devedbgtructuré However, this definition has been
widely contested by many schol§rand by other EU institutions, such as the Eurngrealiament.
The European Parliament — more recently in Septe@®&3 and also in February 2009 (“Report
on the EU Role in Fighting Transnational Organis&iime”) — has officially claimed that the
Council Decision has not been constructive in defrorganised crime in the national law of the
Member States. Terms of definition remain very drdaghly flexible, and do not provide any legal
certainty. This is worrying, and may lead to coesable diversity in implementation at a time
when organised crime is advancing more quickly tthenlegislation and judicial systems of the
Member States can keep up with.

A more analytical orientation in defining organisedme can be found in the ‘threat
assessments’ produced by EUROPOL. The first EU i@sgd Crime Threat Assessment (OCTA)
was adopted in 2006 (see also the further revisior@CTA, 2007-2013), replacing the previous
report systems (OCRS), and was more recently r@vwrs€013 to also include serious crimes and

" The Framework Decision determines that each MerShate in the EU shall take the necessary measuressure
that types of conduct related to a criminal orgainism are seen as offences. Such conduct is detednm Article 2 in
the Framework Decision as: “ a) conduct by any @ensho, with intent and with knowledge of eithee thim and
general activity of the criminal organisation & ihitention to commit the offences in questionivaty takes part in the
organisation’s criminal activities, including theopision of information or material means, the tégnent of new
members and all forms of financing of its acti\ati&knowing that such businesses’ participation @ghtribute to the
achievement of the organisation’s criminal actéstib) conduct by any person consisting in an ageeé with one or
more persons that an activity should be pursuedchwifi carried out, would amount to the commissmhoffences
referred to in Article 1, even if that person doestake part in the actual execution of the afgtiVi

8 Calderoni in his study about the harmonizatiorEbf member states’ legislation on organised crinaénts that the
Framework decision required EU MS to adopt a broaacept of criminal organisation, providing sugéneric
provisions as might create dangerous consequenctd®se MS that already have a more precise definif the
phenomenon. He finally states that “These resultspsrt the numerous criticisms about the broadrersd
ineffectiveness of international legal instrumeaitaing at harmonization and approximation of criatilegislation, in
particular in the EU. In the light of these remarikss reasonable to call the European institigiand the EU Member
States to reconsider the criminal law policies ogaaised crime, to avoid that the goal of an eiffecprosecution of
organised crime is pursued at the cost of humdngignd civil liberties.” (Calderoni, F., 2010, p3Drganised)
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the prioritisation of organised crime threats (S@ELTThe SOCTA uses the definition of
international organised crime provided by the Fraor&k Decision on organised crime of 24
October 2008. In accordance with the definition viided by the Framework Decision, the
following list of qualifying criteria was appliedhithe data collection process on organised crime
groups for the SOCTA:
= collaboration of more than two persons;
= active for a prolonged or indefinite period of time
= suspected or convicted of committing serious crahioffences (intended as
punishable by deprivation of liberty or a detentmnder of a maximum of at least
four years or a more serious penalty - for orgahsene);
= with the objective of pursuing profit and or ottmeaterial benefit;
For a group to be labelled as an organised crinoiggrit is necessary to meet two further
conditions out of the following six criteria: (g)excialized division of labour among participants; (
employing violence or other means of intimidatiga) employing commercial or business-like
structures (d) participating in money-launderire); ¢perational across national borders; (f) exgrtin
influence over legitimate social institutions ecomno

Using this definition, in 2013 EUROPOL estimatec tpresence of 3600 international
organised crime groups active in the EU involvedaitbroad range of criminal offences. Drug
trafficking is by far the most widespread crimirativity, followed by fraud. These two areas of
crime represent more than half of all OCG activilore than 30% of the groups active in the EU
are poly-crime groups, involved in more than onmerarea.

Many caveats have been raised by the research coitym@s a matter of fact, this broad
and inductively based definition provided by EURQPkas remained “a rudimentary exercise”
according to many analysts and scholars (Edwards® 2008: 370). The reports are based on
police intelligence contributions from EU membentss, but no clear methodology of data
collection and analysis has been provided, inclg@dinmore disaggregated picture of the problem at
MS country level.

More surprisingly, other EU authorities, such as Huropean Anti-Fraud Office (OLAF),
the administrative investigative service establishg the Commission Decision of 28 April 1999 to
provide MS with the necessary support and techrkoalw-how to help them in their anti-fraud
activities, have no formal or working definition thviregard to organised crime. Although the
mission of OLAF focuses on the fight against fragdrruption and any other illegal activity
adversely affecting the Community’s financial imtsts, the OLAF has poorly addressed the
problem of the criminal organisation of such framdl corruption activities, and of the infiltration
of criminal organisations in these sectors.

1.1.2 EU policy efforts against the link betweegaised crime and political corruption

EU institutions have promoted and attempted todaua common action against organised
crime since the early 1990s. Table 1 includes aptehensive list of the most important initiatives,
decisions and reports by EU institutions in thet gaars dealing with the issues of organised crime,
corruption, and money laundering in MS. In genetiad, three criminal issues have been treated
separately without fully addressing the interplag anterdependence among them. On both policy
analysis and intervention sides, they are distiecihenomena, which might emerge, develop and
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persist autonomously, involving different actorsonterform separate functions and are motivated
by different goals. However, the inherent interdefsnce among them might be a conducive factor
to the emergence of all of them, it might affea thiay these phenomena develop or dampen the
effectiveness of separate and limited policy inkations. This is especially true when the
interdependence becomes a source of reciprocalnty® and we thus observe exchanges of
resources among the actors involved.

In most of the actions analysed (in 25 out of 28)MBterdependence dynamics are not
addressed, thus the action deals separately wittobthe three criminal issues. However, when the
action involves organised crime it is more likely witness links with the issue of money
laundering, even though the same cannot be sditgeofeverse. When the link between organised
crime and corruption has been examined, this has bre often presented in terms of dependence
of the former upon the latter. This is the casthefAnticorruption Report released in April 2014. |
this report: (a) corruption is above all an enablerrganised crime activities and (b) the conroecti
of the two is more likely to emerge at subnatideaél (regional and local levels).

“In the Member States where organised crime posasiderable problems, corruption is often used &ititator. In
one Member State, numerous cases of alleged illegdy funding at central or regional level wersaalinked to
organised crime groups. Links between organisadecgroups, businesses and politicians remain aecorfor those
Member States, particularly at regional and Iéee¢ls, and in public procurement, constructionint@gance services,
waste management and other sectors. Research dwedsithat in another Member State organised cerezcises
influence at all levels, including in politics. Ralal corruption there is often seen as a tooldaining direct or indirect
access to power; that country was considered te tterhighest level of shadow economy among EU Menthtates.
Overall corruption remains a serious threat as ansmdor organised crime groups to infiltrate puldind private
sectors, as stated by the EU Serious and Orgar@isede Threat Assessment carried out in 2013 by jkalfo
(European Commission 2014a, p.19).

The findings presented in the general part of thecrruption Report are primarily the result of an
assessment of three MS’ reports (BG, CZ, IT) inchhihe interaction between corruption and
organised crime in those countries was considefexd.with many other reports concerning
corruption, the focus is generally on organisethergroups which have a high public profile — such
as ltalian mafias — to the exclusion of a wide e smaller criminal enterprises which often
resemble more complex and fluid networks and opdaratlmost every European country. An in-
depth analysis of the single country reports rev@alack of information about these groups, and
also a lack of analysis regarding the link withraption and these groups (see Table 2). In only few
country reports (3 out of 28 MS) is corruption menéd in its different forms as an enabler of
other serious crimes (such as organised crimeitesy or emerges as a product of organizational
arrangements between corrupt public officials aodupting companies, enforced and enabled by
organised crime actors. In most of the reportsctirecept oforganizationin corrupt exchanges or,
more specifically, the word “organised crime” amitted in the reports (see Table 2).

In its enlargement strategies, the EU has traditlprshown more awareness about the
intrinsic link between criminal organizations andlipcal corruption, as shown by the different
negotiation and monitoring activities carried outthe European Commission. The two phenomena
more often emerge together. For example, in theentienlargement agenda covering the countries
of the Western Balkans, the EU Commission contittaedtach a high priority to all aspects of rule
of law in the enlargement countries. In particuldre fight against organised crime remains a
significant issue. According to the EU institutipfisrogress is being made, but much more needs
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to be done to provide law enforcement bodies amdqmution services with effective legal and
investigative tools to properly fight and sanctionganised crime and to ensure proactive
investigations” (European Commission 2014b, p..12)

In particular, both the infiltration and the traainnal development of criminal groups are
crucial threats for the rule of law and the stapitif EU MS and also enlargement countries. First,
“fighting organised crime and corruption is fundanta to countering criminal infiltration of the
political, legal and economic systems. Law enforeetmbodies, prosecution services and the
judiciary need to be made more resilient to coimpiand more controls put in place to detect
apparently legal businesses providing a front foninal activities”.

Secondly, the cross-border nature of many crimawivities and organised crime groups
entails an “enhanced regional and internationalpeaation, with improved responses to Member
States’ requests for police and judicial cooperdtiét least in the case of enlargement countries,
the EU institutions show an awareness that thermefand strengthening of rule of law in these
countries is not simply the result of administratior bureaucratic responses to these issues, but
requires “strong political will, moving beyond dartions to tangible results. Countries need to
build up credible track records of investigatiopspsecutions and final convictions in cases of
organised crime and corruption, with adequate seirtg and confiscation of assets”.

This might be interpreted as a concern about recity mechanisms linking political
corruption and organised crime activities. In thesec of Montenegro, for instance, the EU
Commission has asked for a coherent, overarchiagegic assessment of organised crime within
its territory. Montenegro published in spring 201gl Serious and Organised threat Assessment,
providing an overview of crime threats in the regiand the country affecting Montenegro’s
security situation. The analysis now serves to tilertommon priorities for law enforcement
bodies, allowing them to prepare appropriate resee@and implement the concept of ‘intelligence-
led policing’. Other countries, like Serbia, stibed “to build up a track record of concrete resilt
the fight against corruption and organised crinvefijle in the case of Kosovo, the country faces
numerous challenges. The rule of law in Kosovoluidiag judicial independence, combined with
limited results in the fight against organised @&ilend corruption remains a major concern. In
contrast with these trends, Albania “shows a pesitirend in a number of areas, with an
intensification of law enforcement activities, nataon drug seizures and drug-related crimes, and
on economic crime and trafficking of human beings”.

The issue of corruption is also poorly addressednportant policy reports delivered by
Europol. When mentioned, it is considered only asime enabler, and not as a business in itself,
and most of the time it is presented as the resfuliccasional exchanges with corrupt public
officials. Two crucial scenarios remain outside ks of policy analysts: first, cases of criminal
organization of political corruption, i.e. grandregtion cases involving structured and durable
organizations of institutional actors aimed at fiystemic capture of public resources for private
aims; and second, links between elected officialsl @rganised criminals are definitively
underestimated in these reports (see Table 3donmgrehensive review).
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Table 1 EU and other institutions’ action againgfamised crime (OC), corruption (C), the link be¢wehe two (OCOR), money laundering (ML).

Institutions

Action

Agenda: Issues Covered

ocC COR [ OCOR ]| ML
— European Parliament resolution of 23 Octobelr326n organised crime, corruption and money launge
recommendations on action and initiatives to bengkinal report) (2013/2107(INI) X X X X
— EU special committee on organised crime, cdivapand money laundering, its reports on corapand on
organised crime (A7-0307/2013); X X X X
— European Union Charter of Fundamental Righmsdrticular Articles 5, 6, 8, 17, 32, 38, and #itle VI
(Articles 47-50), and Article 52 thereof
— Commission communication 'The EU internal ségustrategy in action: Five steps towards a moiige
Europe’ (COM(2010)0673) X X
— Stockholm Programme on freedom, security anticgisthe Commission communication 'Delivering aeag
of freedom, security and justice for Europe's eitig — Action Plan Implementing the Stockholm Progree'| X X X X
(COM(2010)0171)
— Conclusions of the JHA Council of 8 and 9 Nokem2010 on the creation and implementation of &n
policy cycle for organised and serious internati@nzne X X
— EU drugs strategies (the 2005-2012 and the -2028 strategies) and the EU Action Plan on Dr&§$9-
X X X X
EU 2012);
Institutions ™~ Council Framework Decision 2008/841/JHA of 2ddber 2008 on the fight against organised crime, X
— Council Framework Decision 2001/500/JHA of 28€ 2001 on money laundering, the identificatioaging,
freezing, seizing and confiscation of instrumetitdi and the proceeds of crime , Council Framevi@ekision
2003/577/JHA of 22 July 2003 on the execution i Buropean Union of orders freezing property odence, X X X
Council Framework Decision 2005/212/JHA of 24 Feloyu2005 on Confiscation of Crime-Related Proceeds,
Instrumentalities and Property, and Council Franm&wdecision 2006/783/JHA of 6 October 2006 on the
application of the principle of mutual recognititmconfiscation orders;
—  Council Decision 2007/845/JHA of 6 December 2@®ncerning cooperation between Asset Recoyery
Offices of the Member States in the field of trgcand identification of proceeds from, or otherpady related X X
to, crime and the Commission report based on l&r8oof that decision (COM(2011)0176),
—  Council Decision 2009/426/JHA of 16 Decembef@®n the strengthening of Eurojust and amendin%(
Decision 2002/187/JHA setting up Eurojust with ewito reinforcing the fight against serious crime,
— Council Decision 2009/371/JHA of 6 April 20@tablishing the European Police Office (Europol) , X
—  Council Framework Decision 2002/584/JHA of 1he 2002 on the European arrest warrant and th()%( X

surrender procedures between Member States, amsdibisequent amending acts,
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— Directive 2011/36/EU of the European Parliameamd of the Council of 5 April 2011 on preventingda
combating trafficking in human beings and protegtits victims, and replacing Council Framework g
2002/629/JHA and to the communication from the Cdssimn The EU Strategy towards the Eradication ofX
Trafficking in Human Beings 2012-2016' (COM(2012362,

— Council Framework Decision 2003/568/JHA of 28yJ2003 on combating corruption in the privatetse¢
and to the Commission report to the Council basednticle 9 of that framework decision (COM(2007383,

— Directive 2004/17/EC of the European Parliamsamd of the Council of 31 March 2004 coordinatihg
procurement procedures of entities operating invthter, energy, transport and postal service sgcRirective
2004/18/EC of the European Parliament and of then€ib of 31 March 2004 on the coordination of prbaees| X
for the award of public works contracts, public glypcontracts and public service contracts, andathendments
thereto,

— Directive 2012/29/EU of the European Parliamentl of the Council of 25 October 2012 establishing
minimum standards on the rights, support and ptioteof victims of crime, and replacing Council Frawork | X
Decision 2001/220/JHA,

— (EC) 273/2004 of the European Parliament artiefCouncil of 11 February 2004 on drug precutsors

— the Commission Decision of 28 September 201tingeup an expert group on corruption; the Consiois
communication of 6 June 2011 to the European Faeli, the Council, and the European Economic amiabp
Committee entitled ‘Fighting Corruption in the E(COM(2011)0308) and to the Commission Decision gf 6X
June 2011 establishing an EU anti-corruption reépgninechanism for periodic assessment (EU AntirGption
Report’) (C(2011)3673),

— the Commission Decision of 14 February 2018rgpup the Commission expert group on policy nefeds
data on crime and repealing Decision 2006/581/EC

— the Proposal for a directive of the Europeartidaent and of the Council of 12 March 2012 on fitezing
and confiscation of the proceeds from crime inEneopean Union (COM(2012)0085), X

— the proposal for a directive of the Europeanlid#faent and of the Council of 20 December 2011| on
procurement by entities operating in the wateryrgnetransport and postal services sectors (COM{RIBO5)
and the proposal for a Directive of the Europeamliddaent and of the Council on public procurement
(COM(2011)0896),

— the proposal for a regulation of the Europeari@nent and of the Council of 12 September 2042he
statute and funding of European political partied BEuropean political foundations (COM(2012)0499),

— the proposal for a directive of the Europearli#®daent and of the Council on the fight againstuft to the
Union's financial interests by means of criminal (COM(2012)0363), X

— the proposal for a Council regulation on théalesshment of the European Public Prosecutor’sic®ff
(COM(2013)0534) and to the proposal for a reguratid the European Parliament and of the Councitten
European Union Agency for Criminal Justice CooperafEurojust) (COM(2013)0535),
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— the Commission communication to the EuropeattigP@ent and the Council entitled ‘An Action Plam
strengthen the fight against tax fraud and taxiewagCOM(2012)0722),

— the Commission communication to the Europeatiad@ent, the Council, the European Economic ancighg
Committee and the Committee of the Regions entildlding an open and secure Europe: the homersifi
budget 2014- 2020' (COM(2011)0749),

— the Commission communication to the Europeatidd@ent and the Council entitled ‘First Annual Refpon
the implementation of the EU Internal Security &gy’ (COM(2011)0790),

— the Commission communication to the EuropeatidP@ent and the Council entitled ‘Measuring Crimehe
EU: Statistics Action Plan 2011-2015’ (COM(2011)8y1

— the report from the Commission to the Court®ialuation report on the European Union Crime Prdga
Network' (COM(2012)0717),

— the Commission report to the European Parlianaed the Council on the implementation of Cour
Decision 2008/615/JHA of 23 June 2008 on the stappip of cross-border cooperation, particularly
combating terrorism and cross-border crime (‘Prieni€lon’) (COM(2012)0732),

cil
n

— the Commission communication to the EuropeahaPgent and the Council on concrete ways to regddhe
fight against tax fraud and tax evasion includimgélation to third countries (COM(2012)0351),

— the Commission communication to the Europeatiad@ent, the Council, the European Economic ancighg
Committee and the Committee of the Regions entifledvards an EU Criminal Policy: Ensuring the effee
implementation of EU policies through criminal la@COM(2011)0573),

— the Commission communication to the EuropeatigP@ent and the Council entitled ‘Proceeds of oiged
crime: ensuring that 'crime does not pay"” (COM(3)0766),

— the communication from the Commission to then@i and the European Parliament on the role objast
and the European Judicial Network in the fight aghibrganised crime and terrorism in the EuropeaiotJ
(COM(2007)0644),

— the Commission communication to the Council trel European Parliament on the prevention of &gt
against organised crime in the financial sector M{ZD04)0262),

— the Commission working document on the feasjbdf EU legislation in the area of protectionwitnesses
and collaborators with justice (COM(2007)0693),

— EU Parliament resolutions of 15 September 2@ilthe EU's efforts to combat corruption, of 25dbetr 2011,
on organised crime in the European Union, of 22 [Z2@y2 on an EU approach to criminal law, and oMi&tch

2013 on match-fixing and corruption in sport,
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— EU Parliament resolution of 15 January 201 wi#commendations to the Commission on a Law
Administrative Procedure of the European Union,

of

— EU Parliament resolutions of 21 May 2013 anftght against tax fraud, tax evasion and tax haye

X
- EU Parliament resolutions of 11 June 2013 ogamised crime, corruption, and money laundering:
recommendations on action and initiatives to benglCRIM interim report), X
— EU Parliament declaration of 18 May 2010 anltlnion's efforts in combating corruption,
— the Eurojust Multi-annual Strategic Plan 20022 and its annual report for 2011, X
— UN Convention against illicit traffic in naréotdrugs and psychotropic substances, adopted eoystneral
Assembly on 20 December 1988 (resolution 1988/8) @pened for signature in Vienna, from 20 DecenmbeiX
1988 to 28 February 1989, and thereafter in Newkyantil 20 December 1989,
— UN Convention against Transnational Organisath€, adopted by the General Assembly on 15 Novembe
United 2000 (resolution 55/25), opened for signature iteff@o on 12 December 2000, the protocols theretbtha| X
Nations UNODC Digest of organised crime cases (2012),
— UN Convention against Corruption (UNCAC), opefer signature in Merida on 9 December 2003; X
— UNODC reports on 'The Globalisation of Crima transnational organised crime threat assess@&ii0),
‘Estimating illicit financial flows resulting frordrug trafficking and other transnational organiseidhe' (2011)|] X
and 'A comprehensive study on cybercrime' (2013),
— Council of Europe criminal and civil law convi®ms on corruption, opened for signature in Stoasg on 27
January 1999 and 4 November 1999 respectivelyt@nesolutions (98) 7 and (99) 5, adopted by thar€d of X
Europe Committee of Ministers on 5 May 1998 and dyM999 respectively, establishing the Group ofeSta
council of against Corruption (GRECO);
Europe — Council of Europe Convention on Laundering,rSleaSeizure and Confiscation of the Proceeds f@sime
and on the Financing of Terrorism, opened for digreain Warsaw on 16 May 2005, and to the Counti] o
Europe Committee of Ministers’ Resolution CM/Red(@12 of 13 October 2010 on the Statute of [theX
Committee of Experts on the Evaluation of Anti-Mgrieaundering Measures and the Financing of Temoris
(MONEYVAL);
OECD — the OECD Convention on Combating the Bribery ofrdign Public Officials in International Businegs
Transactions, opened for signature in Paris on ddebhber 1997, and to the recommendations suppleamgent
— the Strategic Concept for the Defence and Sgcofithe Members of the North Atlantic Treaty Ongsation
NATO '‘Active Engagement, Modern Defence', adopted by RATeads of state and government in Lisbon on 19-2X

November 2010;
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Table 2 Anticorruption Report in EU Member Statdsuropean Commission, April 2014

General Report

- Links between corruption and organised crimehim Member States where organiged
crime poses considerable problems, corruption isnofised as a facilitator. In o

level were also linked to organised crime groupmk& between organised cri
groups, businesses and politicians remain a condernthose Member State
particularly at regional and local levels, and inblic procurement, constructio
maintenance services, waste management and otlierssdResearch has showed th
another Member State organised crime exerciseseinfle at all levels, including i

EU Serious and Organised Crime Threat Assessmenmga@ut in 2013 by Europol. (p.
19)

- In a few Member States, there were cases inhwiicne organised crime leader
municipality level established their own politicglarties or infiltrated municipal
councils to exert influence over local law enforesmor judiciary, and to rig public
tenders. In order to address this risk, some mpalities have implemented anti-
corruption measures such as establishing systenistéonal financial management and
control. Construction linked to urban developmest,well as waste management are
among the sectors most prone to corruption at Iesadl. High-level corruption cases
involving regional and local officials in some MeerbStates have revealed that fe-
zoning decisions40 were at times taken under pressum local developers in relatign
to future property construction contracts (p. 25)

Countries in which the

between organised crim

and corruption is
mentioned nor analyzed

lin

not

Austria, Belgium, Cypros, Denmark, Estonia, Finlai&kermany, Greece, Hungary,
elreland, Latvia, Lithuania, Luxembourg, Malta, Netlands, Poland, Portugal, Slovakja,
Slovenia, Spain, Sweden, UK
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Countries in which the link
between organised crime and
corruption is mentioned and
analyzed

Bulgaria

- “Broader consensus within Bulgaria is needed dorconsisten
approach against corruption and organised crimioahh events
have also illustrated widespread public aspirafiwmeform.” (p.3)

- Organised crime. Corruption facilitates organised criming
activities and obstructs their prosecution. Orgaahisrime in Bulgarig
is reported to enjoy patronage through corruption public
administration, the judiciary, police and custorfis.A minister
resigned in 2008 over contact with organised crifeaders.
According to one assessment, in 2010-2011, ikigiarettes and VAT,
fraud led to corruption within law enforcement, tetaand local
administration and local political parties, whilerption related tg
drugs and prostitution declined.41 While its focusay shift,
organised crime continues to exercise influenabdeénreconomy (p.6)

- lrregularities have been reported in EU-fundedhders for
distributing food to the poor. Procurement corroptiis also a
challenge in local government, including the inahent of political
parties at local level.69 Smaller towns face paldc risks of
organised crime infiltration, linked to a combimati of violence,
threats and collusion with local politicians angvlanforcement, and
concentration of economic power. Such risks havectdimplications
for the ability of local authorities to carry ompartial and transparent
procurement procedures. (p11)

- The Criminal Code contains a section on crimesresj) the political
rights of citizens, including vote-buying. [...]Prasgors launched a
investigation into vote-buying and tax fraud folliogy the emergenc
in May 2012 of a wiretapped conversation suggestiegtoral abusg
(vote-buying and falsification of election resule)d links between
political parties and organised crime.(p.13)

Wl

Croatia

- Specialised prosecution services (i.e. Bureau @wmbating
Corruption and Organised Crime—USKOK) and the maeently
established specialised police for the fight agatwruption and
organised crime (PNUSKOK) are now well equippedcéary out
effective investigations. They have proven to beaptive, and have
developed a good track record of investigations iallegations of
high-level corruption (p.2)

- Organised crime poses particular challenges in Croatia. Corruption
is used as a facilitator in this context (e.g.ivetta shipment pass the
border unchecked or laundering proceeds of crimerdigvesting
them in real estate). A recent study estimated that shadow
economy reached 29.5% of GDP in 2012 in Croatiandsituated on
the 'Balkan Axis', Croatia is a transit countryddn a lesser extent|a
country of origin) for the trafficking of personsca range of illicit
commodities, including drugs, arms and cigarettésllowing its
accession to the EU, the risk of the country beognailso a country
of destination may increase. Specialised law eefoent and
prosecution services have been set up to targeantsgd crime
activities. While their track record of investigats has improved
slightly over time, the Commission's March 2013 ltaring Report
concluded that 'overall the level of sentencesrganised crime casgs
remains low (pp. 4-5)
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Czech
Republic

- Wider definitions or organised crime includingeditelist systems
“The same authority noted in the previous year tti@ most
significant forms of dysfunction of the institutionof the State
Administration and Local Government are corruptioeferring to
clientelistic ties built to achieve the desired &fir(p.6)

- “The Service repeatedly noted that corrupt pcastiin public
procurement were based on informal, clientelistimicsures which
could undermine the activities of public authostig(p.8)

France

- "Research suggests that some regions face plarticlhiallenges with
respect to corruption and organised crime, anceffoets of the local
authorities have gained support of the Ministedustice” (p.8)

Italy

- The relationship between politicians, organisedme and
businesses, and the degree of integrity withinréimks of elected and
appointed officials, are among the most presentceos in Italy
today, as reflected by the number of investigatiand corruption
cases, both at national and regional level. (p.5)

- Out of the 201 municipal councils dissolved taly in application
of Law 221/1991,26 28 have been dissolved sinced A@dostly in
southern Italy, but some also in the north) becafsalleged links
with organised crime. There were also situationgliich some of the
charges in such cases became time-barred beforea@rmjusion in
court (p.5)

- One case to be mentioned concerns an MP invéstigar links
with the Camorra — the Casalesi criminal group lateel to the
financing of his electoral campaign in exchangeekerting political
influence at national level, notably in the areare€ycling toxic
waste. A pre-trial arrest of the MP in question waise denied in the
Italian Parliament (i.e. refusal to lift immunity)During the
parliamentary electoral campaign of early 2013gttipn circulated
and gathered over 150 000 signatures from citizams 878 from
electoral candidates who committed to making thev nanti-
corruption law more effective (pp. 5-6)

- Infrastructure appears to be among the areas wbserable to
corruption in public procurement in Italy. Giveretlarge resources
accounts for, this sector is more exposed to ction@nd infiltration
by organised criminal groups (p.12)

—

- Large construction works such as those relaidtig reconstruction
in L’Aquila after the 2009 earthquake, the WorldpBx2015 to take
place in Milan or the future Turin-Lyon high-speegilway, were
identified in the public sphere as large-scale gty facing high risk
of potential diversion of public funds or infiltiah by organised
crime. P.13)

Romania

- In 2011, over 230 border police and customsceff from six
border crossing points were prosecuted for brikexp and
participation in an organised crime group, maimyconnection tg
cigarette smuggling (p.6)
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Table n. 3 The link between corruption and orgahiseme in the Europol “Report on Organis
Crime” in Europe (2006-2013)

Year

“CORR”
citation

Description

SOCTA 2013

22

The report clearly depicts corruption as an enafeorganised crime activities

“The infiltration of the public and private sectoby organised crime throug

ed

corruption remains a serious threat”. Nonethel#sseems to underestimate the

problem of corruption in Europe (“Despite compareally low levels of perceivei

corruption in EU MS by international comparison,if),does not highlight th
reciprocity mechanism between criminal groups andblip officials, by
mentioning only the advantages for the former. (iGorruption enables OCGs t
obtain information, to clear the way for illegaltiaties or to manage risk an
counter threats to their criminal interests”), dimlly, public procurement or EU
funds management are not included among the insemdsorganised criminals

thus only police or judicial corruption are singlegt in the report, and no attention

is paid to political corruption.

OCTA 2011

Corruption is basically a crime enabler for othdegal activities (humar

smuggling or illegal downloading) and only in onase involves also public

officials (waste management in Italy)

OCTA 2009

13

Corruption is one of the strategy used by crimgralups to achieve organization

goals, To interfere with law enforcement and judicial peeses by means of
corruptive influence (named IN-LE strategy) or eiote/intimidation (named VIt
LE strategy)”. No reciprocity mechanisms are urided, on the contrary a
victimization of the role of law-enforcement anddigial institutions emerge

“OCGs can also adopt strategies that consist effiering significantly with law
enforcement or judicial processes. A peculiar aggjve behavior is mentione
namely false accusations against law enforcemasbpgeel.”

The 2009 report is the only report where the irdtlbn in public procuremen
clearly emerges: “Public procurement fraud is usually linked witlements of
corruptive action against public administration dne private business sector. Q

groups can exploit this process from its initiglges, tampering with the activities

that precede the publications of tenders, and ttiesigning them to thei
advantage. Public and community funds receivedallg can be laundered and r

integrated into the cycle of lawful activities oe lve-invested to support othe

criminal activities”. Again, elected officials amblitical actors might not play
crucial role and do not appear in the report.

Although these groups are labeled as mafia-typarozgtions, the report single
out a type of criminal organizations providing mrtion/extortive services t
nationals not-integrated with local societies, thuis urban districts fellow-
nationals can be controlled both socially and eodpally”. “Indications
suggesting the presence of OCGs with the capabilihaving a significant impad
on local societies and economies through corruptifience, infiltration or
relevant re-investments of criminal proceeds apented in many MS, so they ca
be considered an EU-wide threat. There is also suggestion that certain OCC
based outside the EU adopt strategies based officagh influence on their loca
societies or economies.
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OCTA 2008

The report admits the use of corruption by EU-baseidhinal groups, bu
especially the low-ranked public official, even tigh in some cases are high

ranked institutions might be colluded. “EU-basedugs are in general defind®
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the use of legal business structures, actively eynppecialists in their criminal
activities and, in most cases, use corruption @ndide EU against low-level

representatives of law enforcement or the judicieigwever, the type and level
corruption applied by the groups varies somewhdthoigh decidedly fewe

groups try to use corruption on a higher level alsg against public administration

and the political context, these contacts do occur.

The involvement of OC in fraud on EU funds is amaly in the report, an
explained “This penetration can have far-reachinglications especially when
is combined with the use of corruption to influeniteportant political and
economic decision-making locally, regionally andioaally. The most threatenin
aspect of fraud is

that it can be used by OC to gain a strong foothaoldrarious sectors from

—

construction to transport aided by cumulative frdadt practices and subsequent

lower prices offered by OC-related businesses.”

OCTA 2007

16

“Influence and Corruption” is one of key areas gmatl to assess the threat po
by organised crime in EU member states.

“The type and level of corruption applied variesnsavhat. Although the majorit]
of groups generally use low levels of corruption &mfluence, some groups try
use it on a higher level and also against publimiatstration and politics. Due t
the characteristics of these groups and the tddagdy available to them, in mo
cases they do not need to resort to open violéhogever, intimidating reputatio
based on explicit or implicit threat of harm is dd®/ some groups.

The OCTA 2006 concluded that corruption and infeeemlirected at high-leve
targets within the public sector in the EU; exerteg professional and well
established OC groups and, finally, exerted agdhestconstruction sector (publ
tenders) were the most threatening manifestations.

In general, indigenous OC groups have easier atogd®se legal structures th
enable influence over local and national politigsblic tenders, land procureme
processes and business deals. Conversely, moshdigenous OC groups hav
hitherto lacked the interest or ability to influenkegal structures in the MS. The
groups have instead chosen to shield themselvdebying their top levels an
assets outside the country of activity and the BY @ossibly used various ways
impact on law enforcement, administration, politemsd business in their ow
countries of origin and transit.

The ability and readiness of a non-indigenous O@ugrto use corruption in it
country of activity depends to a large extent ow lreell integrated the group ha
become. As assimilation increases, its ability apgortunities to influence th
immediate environment grow accordingly making tleug more threatening t
the society in question. The increased capabilitthese second generation
groups to corrupt their environment in the EU isritified as a threat. If, on th
other hand, a non-indigenous OC is not embeddethénsociety but merel
exploits it by providing goods or services for g markets the group might on
resort to corruption to receive very specific fasowecessary for a specif
criminal activity to succeed. Various factors sashgroup structure, internation
dimension and the crime type the group is involiedaffect the need an
feasibility for the use of corruption and influené®r example, if the OC group
indigenous, well-integrated into the society anddseto actively influence existin
administrative processes for its own ends, itsr@stis to influence legal structur
become paramount. It seems that many - especialtyindigenous - OC group
favour relatively low-level administrative or lawfercement contacts, as well

initiating corruption within the business communitihis could be an indication ¢
groups not familiar with legal structures being t@aus or not having access

higher levels. Instead they concentrate their giteran influencing those low levg
authorities they come into contact with in pursafittheir criminal activities ang
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make decisions that directly affect them. Alterveity,
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OC groups may have actively identified these as wleakest links. Thus an
increased targeting of individuals in these rotesansidered a major threat.

OCTA 2006

13

The main threatening aspects of OC groups ard, fire overwhelming obstacle
in dismantling them because of their internatiodathension or influence, an
second, their level of infiltration in society aedonomy. The first aspect gives
them a sort of impunity and perpetuity that coustés law enforcement efforts.
The second aspect makes them mingled with the legdt, negatively affecting
the willingness to attack these OC groups, thelle¥eorruption and democratic
dynamics. Also, the more an OC group is establisad has infiltrated society
the more the upper level can gain a layer of rdaspdity and become mor
difficult to bring to justice.

9 n

D

Corruption can be defined as the misuse of entlystaver for private gain. With
regards to OC activities the definition can be Hart developed to integrate
facilitation payments made to receive preferentrabtment for something th
individual receiving the bribe is required to do layv, or to obtain services the
individual receiving the bribe is prohibited frommopiding. Criminal groups in
Europe are known to use influence or corruptiontfes main reasons: to lower
risks or gain opportunities in relation to theirinuinal activities, and as a separate
criminal act for financial gain. Lowering risks, gaining opportunities, has to do
with ensuring a safe environment for their actasti- that is to remain undetect
to avoid investigation or prosecution, or even g¢otmn. In general, influencing
corrupting people requires a certain level of excfiiag benefits between the two
parties, either financial or non-material. The aésfluence and corruption by O
groups can occur at different levels in the EUnfrpetty corruption to influencin
or corrupting politicians or high-ranked state ciffis. The latter is clearly the more
threatening to the EU as a whole, as it will oftevolve large sums of money and
is more difficult to combat in general.

D

There are different reports which clearly state d@ruption in the constructio
sector in many European countries seems to beidldng most. This area, related
to the process of tendering, can be consideredagdmmportance for national la
enforcement authorities. The use of influence bimioal groups to avoi
investigation, prosecution, or even conviction dam considered as the mast
threatening. A criminal group attempting to corrigot-level officials for creatin
a safe environment to conduct their criminal atigi poses a less serious threat
than the attempts to influence high-level law ecéonent personnel, the judicia
politicians, and public sector officials. The latiean occur not only by payin
money, but also by exchanging benefits of differkimd, which can be non-
financial and is more difficult to combat by lawfertcement. For this reason alone,
it poses a considerable threat to the EU. Furthexp® distinction must be made
between the use of influence and corruption bygedous groups inside their
country, and by non-indigenous OC groups insideaurtdide the EU, but affectin
the crime situation in the EU. Corruption used hpyn4indigenous OC groups
outside the EU is more difficult to combat.

1.1.3 The working definition of organised crime dige this study, and the implications for the
assessment of the link with political corruption

This integrated report has opted for a broademd&fn of the phenomenon, centred more
on what groups dpinstead of focusing owhat they are presumed to.b&ome type of crime are
intrinsically linked to the idea of organisationhéther a crime is committed by an individual or by
a criminal network depends in part upon the natdirdne crime. Certain crimes literally cannot be
committed by persons acting alone because of thenplex, interactive and multi-faceted nature.
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Therefore, the current study is based on a claasifin emphasizing the crucial distinction
between organisations that simpigde on the market, bproducing and/or selling illegal goods
and servicesand organisations that aimgdverningthe markets, bproviding services of “dispute
settlement, cartel enforcement and more generablyemance of illegal transactions(Varese
2011:12). Mafia-type criminal organisations woukkemble more the second type of organised
criminal group, because they operate as a goveerstnecture mostly addressed to the underworld,
such that its activities cannot be reduced mereti¢ supply of illegal goods (Gambetta 1993).

This distinction is the result of a more recentrapph in looking at organised criminal
groups, based on new institutional theory (Cam@01%8; della Porta and Vannucci 2012, Varese
2011; Gambetta 1993). According to this approactutable hierarchical structure, the systemic
use of violence and corruption, or the involvemard multiplicity of criminal activities alongside
the legal economy, are not necessary and suffi@entitions to be met in order to define an
organisation as an OC type. More reasonably, thesevarying conditions that might favour the
consolidation of a criminal group, or that mighp&in the change of a group from trading on the
market to governing it. In saying this, the scopetle report is limited to testing what
characteristics of organised crime are more likelybe correlated with certain types of corrupt
exchanges, rather than offering a new taxonomyrgémised criminal groups. In the codebook,
presented in the next section, we do consider smgyenisational featur&sbut these are sources of
variation and not time-invariant conditions. In @thlwords, the size and continuity of activity for a
criminal group change over time and, more impolyanio not necessarily lead to a mafia-like type
of organisation, as opposed to other more “fluidtnis of criminal gang or network. These
conditions meet different structures of opport@wsitand constraints in the environment in which
these groups operate, producing different outcometerms of organisational stability and the
capacity to infiltrate either the legitimate ecoryoan political institutions.

This distinction has significant implications metway this study aims at analysing the
link between organised crime and political corrapti As will be shown in the reportrading
criminal groups might profit from corruption as anabler for their illegal business or money-
laundering activities (organised crirae a caus®f corruption). In another scenario, when theee ar
criminal groups offeringorotectionandgovernment-likeservices on the illegal markets, organised
crime might also becomerasourceandenablerfor corrupt exchanges, that are, as a matterabf fa
illegal transactions, like any other activity anatleange banned by law.

It is important to note then that this broadernm&bn was decided so as not to limit
the scope of application of this study to hierazally structured or mafia type organisations, but
also to cover more loosely organised criminal gsoupvolved in political corruption exchanges.
Such a broad definition is sensible given the twbfimension of the link between corruption and
organised crime. Such a broad focus would refindhaut any significant complication, the process
of monitoring and data collection at European level

° Following Finckenauer (2005, pp. 67-70), criminajanisations, in fact, can be envisioned as bairayed across a
spectrum based upon having a greater or lesseeelegfr the following features: (a) Criminal soplaation, in
particular the degree of planning used in carrying crimes and the persistence across time ofaillsgill and
knowledge required in carrying out these crime$;Structure, in regard to the existence of a diwvisbf labour with
clearly defined lines of authority and leadershafes, and if this structure maintains itself ovieret and over crimes;
(c) Self-identification, thus the participants ininginal activities see themselves as being memioéra defined
organisation, relying on some specific type of bogdsuch as the use of initiation rites, tattdiepd ties.
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1.2 Methodology: unit of analysis, measurement sttagies and caveats

1.2.1 The study of organised crime and corrupti@search strategies and problems

Significant methodological problems related to srostional studies on organised cr me
are widely remarked by scholars, analysts and yolakers. The availability and reliability of
data, the consistency and validity of measuremiategjies used to assess the phenomenoti, and
the comparability and replicability of research gmalicy findings are all at the heart both of
empirical science and the evaluation of organisedecactivities and their countermeasures. -ew
cross-national and cross-organisational comparativéies have been conducted by academii: and
policy-oriented institutions (Catino 2014; Campd&@l3; UNODC 2009). Therefore, critical to
the prevention and control of corruption and orgadicrime is the ability to access relic ble
information on trends in both phenomena within awloss European countries. Adeqiiate
information on on-going developments at countryeleof both illegal markets and penetraiion
into the legitimate economy may provide a usefutkeaagainst which progress can be measured
and changes in the nature of organised crime astess

In reviewing the methodology used in the most reecesearch and policy reports about,
respectively, organised crime or corruption, anel link between these two phenomena, some
concerns could be raised concerning how data walected and research designed, as well as the
extent to which the findings from these studies bangeneralized. As Table 4 shows, ‘ew
attempts have been made to empirically assessirtkebétween OC and political corruptiin
through the use of a quantitative approach (CSbhalyses of the link indeed are usually base 1 on
gualitative data collected through expert intenge{CSD, Transcrime), without any use of
primary sources, such as judicial files. The fimdirare often the result of a very limited nurr ber
of case studies, that in some cases are drawnfin@gn secondary sources (newspapers) ani not
those of the countries in which cases occurred tfts®eport on organised crime infiltration i1to
EU funds management).

Therefore, the comparative study of the role ofaoiged crime groups in corruption is
quite limited. Literature on the subject is eitlvery general, providing an overview of the |ey
principles or defining features of organised crimed corruption and drawing on varicus
examples, or else it refers to the activities, dmstand trends of a specific criminal gro ip.
Comparative studies that examine the charactegistiche nexus, and having collected prin ary
data on this, are rare (UNODC 2000). Very limitesmparative assessments of the colle:ted
evidence have been presented, showing a lack irdésgn and the explanatory logic of he
research.

By contrast, the 2002 UNODC report represents &gt to conduct a micro-level
analysis of criminal groups. In that report, thatga Nations attempted a cross-national survey of
the structure and prominence of different varietdscriminal organisation. involving fory
criminal groups across sixteen countries. As tiNe rdsearchers could not survey the criminal
organisations directly, they instead surveyed #ve énforcement institutions, whose knowle ige
of criminal organisations might not, as the UN attkeai, be necessarily representative.

“The level of prominence of the organised crimeug® in question was to be determined by, amongr jthe
factors, the level of media coverage of that gramd the attention it had received by the policgrsecutiol
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services. Admittedly this was an imperfect methaaying on the subjective judgement of those comnpdethe
survey. While of course other criminal groups whigare more effective in their methods of operatand thu:
would not have received attention in the media wisé from the police would not be covered, themauld also onl
presumably be sketchy information about their ditiv in the public realm. In the end information 40 specific
criminal groups was collected.” (UNODC 2002, p. 16)

Not surprisingly, hierarchically organised groupeyed more likely to emerge in the survey ind
were disproportionately represented. These findmgght be biased, in fact, by a more effec ive
action of law enforcement agencies at penetratiig type of organisations compared to n ore
network-organised groups, that are traditionalbgleisible and tractable.

In the current integrated report the same micrell@erspective in the study of the link
between organised crime and political corruptiorad®pted, combining it with a meso- ¢nd
macro-level of analysis. Essentially, poorly depeld concepts, such as the one of “orgar ised
crime”, are often the product of a selection prableoncerning the unit of analysis. When we
look at the actors, the literature often confusegle families with organisational orders betw 2en
a number of group® The result is that an independent group beconetian-wide or regior -
wide conspiracy with wide and strong connectionghke same way, the hierarchical order wi hin
a group is taken as if there were also hierarchets/een groups. This makes no sense \vhen
measuring the impact of groups in the respectivetdd areas/sectors in which they effecti ely
operate, and especially when the link with politcarruption needs to be assessed. In the ce se of
Italian mafias, these are often qualified by thespror viewed by the population as a dis inct
Mafia even if in reality they do not represent asmiogenous hierarchical structure under the
leadership of any single individual. This clarificen leads to the presentation of the research
strategy followed in this report.

1 This is also noted in the UNODC report: “It is Wonoting here that there is often confusion betwebat is termed
‘groups’ and what has, in the context of this stimden termed “clusters”. Reviews of internationajamised crime
often collapse the two. That is, by reviewing recgéevelopments in Russian or West African organiséehe as if
these were single and inter-connected criminal ggoin their own right. Instead broader criminal stéus, while
sharing many similarities in structure and orgaitsaamong the various groups that constitute thema,not on their
own definable criminal groups. They are rather ¢omgrations of similar criminal groups often simjidpelled by the
media for ease of reference” (UNODC 2002:9)
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Tab. 4 A review of research on organised crime angolitical corruption: methods and research strateges-

Author

Object

Methodology and sources

Statistical data,
statistical and

econometric inference

Qualitative
analysis

Case studies

Experts'
surveys and
indexes

Evidence from
newspapers arn
media reporting

Evidence from
judicial acts

Evidence from
experts'
interviews and
assessments

Evidence from
secondary
literature

OECD

Bribery in
Public
Procuremen
(2007)

t

Ten case
studies

analysed with a
common
template

Interviews with
experts
(observers fron
international
organizations,
delegates to th
Oecd working
groups on
bribery, law
enforcement
officials,
procurement
specialists,
professionals
from 12
countries);
experts’
meeting

n

D

Centre for the
Study of
Democracy

Examining
the link
between
organized
crime and
corruption
(2010)

Statistical and survey
dataof 105 indicators
(from surveys, indexe
and statistical data)

assembled and

analysed, 19 of them
used for:(1) a cluster
analysis (2) multiple
regression analysis

Qualitative
software aided
sanalysis of
interviews
content with
coding and
identification
of common
themes.

Six country
case studies
(Netherlands,
Greece, Italy,
Bulgaria,
France, and
Spain).

Media review
for country
case studies

156 semi-
structured
interviews with
law-
enforcement,
judicial,
government
officials and
private sector
representatives
academics, anc
journalists

Academic
works,
government
reports on
corruption
and organised
crime; reports
and policy
analyses by
research
dinstitutes,
international

M This review considers also EU-funded researcheptsjfocusing on organised crime and its ramificei
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in EU-27

organisations

Member States.or private

Approximately
ten interviews
for each
country case
study

companies.

European How does | Statistical data on Five case Consultation of Interviews with Academic
Parliament organized |irregularities in the studies open sources — experts at EU | works,
crime management of EU public media institutions, government
misuse EU |funds (online OLAF, and EU
funds (2011 newspaper Europol, institutions
articles) Eurojust, reports on
European Courtcorruption
of Auditors; and organised
experts’ crime
meeting
European Identifying | Collection, Focus on eight Survey with 80| Online media Interviews with Literature
Commission and reducingstandardisation and EU Member | answers to sources officials at EU, review:
corruption | statistical and States case | questionnaire s national- and |academic
risks in econometric analysis studies (France(1100 even literature and
public of data from existing Hungary, Italy, | submitted) regional/local- policy
procurement databases — data from Lithuania, the | from national level, experts indocuments,
(2013) EU- and national Netherlands, and regional the field of with a focus on
databases publicly Poland, authorities, public sources
available and non- Romania and ' beneficiaries of procurement | published in the
public. Assessment o Spain). EU Funds and/or last 10 years
procurement cases: managing corruption,
more than 190 public related media, non-
procurement cases in 8 procurement governmental

EU Member States
collected and assesse
in detail; additional
collection and analysi
of data and
information on over
100 public
procurement cases.

>d

cases and anti
corruption and
procurement
experts in the
EU Member
States.

organisations,
private sector
and academia
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European EU Anti- Eurobarometer Qualitative In-depth case Some media | Some judicial Experts’ Review on
Commission corruption | surveys of 2013 on  assessments | studies of EU sources sources quotedassessments, research carrie
Report perceptions of based on countries made experts’ out by
(2014) corruption and various sourcesby a network o meetings scientific
experience of in each countrylocal research researchers,
corruption to the correspondents independent
public and to a sample with external experts, think-
of companies’ reviewers tanks, civil
representatives; society
quantitative indicators organisations
and data from existing
surveys (run by the
OECD, the World
Bank, the World
Economic Forum,
Transparency
International,
academia, etc.), from
the Eurobarometer,
and other sources
UNODC Results of a Cross-cases |14 in-deep caseThis study has
pilot comparisons  studies of sought to draw
survey of and criminal upon
forty development ofgroups information
selected a typology of collected
organized criminal on 40 criminal
criminal groups groups in 16
groups in countries
sixteen across the
countries world.
Information
was largely
gathered
through
national
correspondents
in each of the
societies
concerned
according
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to a series of
established
guidelines an
topics

Transcrime Study on Cross-cases | All EU member Evidence from Evidence from Review on
Extortion comparisons  states legislations interviews research
Racketeering carried out by
the scientific
Need for an researchers,
Instrument independent
to experts,
Combat think-tanks,
Activities of civil
Organised society
Crime organisations
Europol SOCTA, Cross-sectors | Specific focus The reports are
OCTA, analysis of the | on illegal based on police
OCRS main illegal sectors: drugs, intelligence
Reports markets in human contributions
(1996-2013) Europe smuggling from EU
and trafficking, member states,
fraud, cigarette but no clear

smuggling,
counterfeiting,
weapons,
environmental
crimes, cyber
crimes, money
laundering

methodology o
data collection

and analysis ar

normally
provided

D
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1.2.2 The research design of this report

This report has adoptesl mixed strategy in three stepsombining together aextensive
strategyof data collection and analysikrge-n with anintensive ongsmall-n). The aim of a
mixed strategy of data collection and analysisoixreate evidence-based measures of organised
crime infiltration into public policies and decisianaking processes (public procurement, etc.).
These measures incorporate both available evid@egal proceedings/ investigations/ official
files) and expert opinion (prosecutors/police inigadors/judges/policy experts) to fill gaps in the
knowledge base about the link between organisedecand political corruption. Setting indicators
with key experts that are based on real casesuatrin order to create a standardized set of
indicators for organised crime infiltration, anddbtain more realistic, meaningful and achievable
indicators than those set by top-down methods. firse step includes an overview of the EU
response against organised crime and corrupticeyiaw of the literature and of the definitions and
methods used in the previous research on this &nki, the design of the codebook and of the
empirical strategy of data collection.

In the second step, data collection was launchHedgside the creation of the
Organised Crime & Corruption (OCC) events database. The core focus of the OCC events
database has been the collection and coding oft®wemd cases of criminal-political exchanges
emerging in the countries covered by this repdne main goal of the dataset is to explore and map
the infiltration of organised crime in the threeimpolicy sectors of interest: public procurement,
the privatization of public services, and EU fulfdSome basic information regarding the database:

(1) Unit of analysis single case of corruption exchanges between gahwrganizations

and state officials in four policy sectors. Cases are at local, regional or national level;

(2) Time frame: from 2008-to present, including relevant and @uevents occurring

before 2008;

(3) Sources national and local newspapers and national negeh@es for OCC data
events database; judicial proceedings, institutional reports, NGO reports for the in-depth
case studies;

(4) Data collection and data gathering:A preliminary collection of events data was
carried out by searching countries' news archisesvépapers’ online archives or press
agenciesy;

(5) Data coding: For every event, some basic information was gathered then coded in
the OCC events dataset. The coding is based arottebook presented below (see also
Appendix 1).

This extensive strategy of data collection has bWekowed by a morentensive approach
based on the in-depth analysis of a limited nundfecases. For each country examined in the

12 All the data about OCC events collected in the fipuntries have been assembled in a single databavents. In
the case of Italy (see the country report), we plesent a preliminary analysis of the data to sti@potential of this
research strategy.

13 Some of the keywords used for searching eventsdec “criminal organization” “criminal group” “onised crime”
“criminal enterprise” “criminal association” “gangfacketeering” “extortion” "mafia" #nameofcriminalorganizatidn
with (AND) “electoral fraud” “EU funds” “public procurementtlections” “corruption” “embezzlement” “fraud”
“privatization” “political finance” “electoral camgign” “public contract” “graft” “bribe” “bribery” ‘kickbacks”
“clientelism” “patronage” “political parties” “eldéed officials”, "public official" “public servant”.

”ou ”

LT

" u

45



report, at least three in-depth case study reports have been provided, using other primary data such
us interviews, legal proceedings to get a more in-depth understanding of the most relevant cases.

Figure 1 Research design and steps

Literature Review
and Data collection Data Analysis and

Codebook Design and coding Comparison

OCC Events Data
Database

Assessment of legal
definitions and
countermeasures

Overview of past and
research and definition

and
In-depth Case Studies
in three policy sectors

Comparative analysis
across countries and
cases

The in-depth case studies aim at:

(1) exploring in-depth the mechanisms of exchanges between corrupt actors, the channels
and strategies of infiltration and potential reciprocity mechanisms between them (i.e. infiltration in
the decision-making process; the use of front companies to bypass regulations on non-conforming
tenders; enforcement of illegal cartel agreements to set contract offers, etc. etc.);

(2) assessing differences and similarities in corruption exchanges across countries and
policy arenas. Case selection is based on the relevance of the case, the availability of other sources
(judicial records, investigation reports, hearings, interviews with judges, police officers, journalists),
type of policy arena (with a special focus on public procurement, privatization, EU funds
management, and elections). In order to achieve robustness and comparability of our in-depth case
studies, the reports are based on a common codebook for the in-depth analysis (see Appendix 1).
Every in-depth case report provides background information about the case; detailed information
about the actors involved and their characteristics and the mechanisms of exchange and resources
used by each actor in the corruption network; and an in-depth analysis of the infiltration and
manipulation strategies of ordinary policy-making procedures carried out by the actors, either
criminal or institutional ones.

Nevertheless, the exercise of collecting information on individual criminal groups, while
important, does not provide a comprehensive enough approach if it is not based on a clear research
and empirical design. The challenge of this study is to connect both national (at the level of states)
and cross-border (the expansion and transplantation in new territories) dimensions of organised
crime groups in Europe. Such interconnectivity can be understood by looking at two sources of
variation in organised criminality:

(1) the first is to monitor and evaluate trendsminal groups within each MS, exploiti g
the variation in the “industrial” organisation dfelse groups and of their corrupt networks wi:hin
the same European countries. This source of vamias crucial to assess how these divarse
groups adapt differently to common policy settivgsich regulate at country-level the pullic
sectors which they either are or are not ablefitirate;
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(2) second, it might be useful to analyse distuecticlusters of the same criminal
organisation operating in more than one countfgurope (i.e. Italian mafias, Bulgarian group:; or
other foreign mafias that have colonized new teigs). In this case, we can observe how in new
territories the same groups adapt and react agaimshging policy settings and differcnt
opportunities for corruption.

The policy implications are in both cases dramddic the one hand, the understandin j of
within-country variation can help in evaluating tteal impact of legislation at country-level. Jdn
the other hand, cross-national variation would divedamental insights into the effects of zU
regulations and the distribution of funds.

1.2.3 Sources and data acquisition: some caveats

The initial challenge faced by this study was howgather the data required — and n ore
specifically which data to select. For methodolagimotives, the approach adopted was to ccllect
events information, rather than sending out quesages to a select number of privileged actors
in EU MS. The choice was whether to collect infotiora about the general situation of organised
crime and political corruption in any country, oh&ther to collect data on specific criminal cé ses
and groups. The mixed strategy adopted is a conmipeorizach of the 5 countries involved as
partners in the report was asked to collect datsrt the information in a database built following
a unified codebook, and provide an in-depth anslgsid an analytical overview of at least the
three most prominent cases of interaction betweeganised criminal groups and political
corruption in their country. As already explainedse selection in the in-depth analysis was 10 be
determined by, among other factors, the availghiftprimary and secondary resources, access to
interviews with privileged actors, and the level miedia coverage. Finally, information on
47pprox.. 15 specific cases was collected.

Concerning the reliability of data and selectioasbproblems, some caveats can be reised.
As with other studies on organised crime, we werteable to control for a law-enforcement t ias
in case selection, even though this study usessmgency news to capture events related to
corruption and organised crime connections, rattean a survey of law enforcema:nt
organisations. Thus, if this research focuses amyhigh-profile and better known crimir al
groups, this will likely nonetheless reflect onlypartion of the (visible) reality of organised cer
Therefore a methodological concern applies botthigreport and to other works which atteinpt
to collect primary data on organised crime groupsita collected might be biased towards m ore
visible and prominent criminal groups as opposedess visible, unconventional and smeller
groups” (UNODC 2002, p. 6). The collection of infwation on organised crime groups ra ses
important questions about the reliability of thatal On this basis, two important and inter-lin<ed
conclusions can be reached on the quality of the i@vided by this research. First, the samgle is
skewed towards cases that were more visible apdaet to public opinion, given that these ciises
more readily emerged — due to judicial inquiried amedia coverage — and were identifiable: lata
collection in these cases is generally facilitatgdthe availability of a wider variety of sourc3s.
Second, and reinforcing the first point, given tteg main aim of the OCC dataset was to de\elop
a comparative perspective between corruption exggwmnof criminal and political acto s,
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important details about the policy settings, inatgdthe regulations governing the public se :tor
and decision-making processes which criminal osggions seek to capture, have rece ved
additional attention.

It will be clear from the overview of the codeboals, outlined in the next section, that his
is not the only effective strategy for drawing caripons between criminal groups. Neverthe ess,
the codebook variables constitute the first attertgptdraw the basis for an international
comparison across criminal groups. Again, it isttw@mphasizing that, while on their own he
data collected on each group is useful, the vatltee@d by comparing across groups and socizties
is significant. Even while the numbers of the eggmiore than 150 events) is not high enouc h to
draw conclusions in all areas, and methodologEslieés are present in data collection, the ¢ tudy
nonetheless provides a first contribution to thelaratanding as to how an overall Eurogean
system of information collection and analysis ajaised crime and corruption interactions could
be constructed.

1.3 The OCC event dataset: codebook presentation

The present report integrates the approach of guevstudies with an in-depth research on
facilitating factors, mechanisms and implicatiorfstiee “institutionalized” interaction between
criminal organizations and political actors, whiolay develop within wider networks that can also
involve entrepreneurs, bureaucrats, professionadters (Savona 2010; Savona et al. 2006;
Calderoni et al. 2009; Della Porta and Vannucci7Zl®®ella Porta and Vannucci 1999). Corruption
is not only a strategy for criminal organizationsabtain from public agents contingent benefits,
such as lack of prosecution, or influence on thecation of specific benefits — i.e. decision-
making concerning public contracts, licenses, laoding, privatisation of previously public
assets, allocation of funds, but it also a busirfessriminal organizations when they provide
illegal protection to corruption exchanges. Whateen into play here are the structure,
mechanisms and implications of the criminal-paditicexus that may emerge when cooperative
interplays between these actors are not only oacakitransactions, but a potentially “repeated
game”. The resources of exchange within well-eshbld criminal-political coalitions are policy-
making, regulation, allocation of public funds,alding against police and judicial prosecution on
the one side; and the other side consent, electuport, political financing and campaign
contributions, influence over candidate’s selectipoliticians’ careers, parties’ alliances and
coalitions. In other words, in these cases thecimatied longer time horizon of interaction
encourages the use of a wider set of resourcescblaage — besides bribes — which may have a
profound distortive impact on the quality of denadr processes, the selection of the political
class, and the effectiveness of decision-makinghen policy arenas on which we focus in this
report.

To systematize the collection of data and infororgta codebook was designed in orde r to
acquire information through a reliable and consisteethodology, to provide a common platfc rm
for all the research partners, and to allow a coaipe assessment of the problem ac-oss
European countries and criminal organisations witi@untries.
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The codebook itself consisted of approximately a€iables, under four macro-categor es:
basic information about when, where and who is Ive in the event; structure and activities. of
political actors in question; structure and acdegtof criminal actors in question; and resou ces
and mechanisms of the exchanges between politnchicaminal actors. A short explanation of
each variable is provided below.

(A) Event basic information

(A.1) CASE_ID

(A.2) CASE_Name
(A.3) CASE_Where
(A.4) CASE_Year
(A.5) ACTORS_Type

These variables provide basic information aboutnyiéhere, and what type of actors are
involved in the corrupt network. Actors can varprr organised criminals, politicians public
servants legitimate business-entrepreneurs, brokprefessionals (e.g. lawyers, engineers,
architects, etc.), voters-clients. Through themgables, we expect to explore the variety of aGtor
locating the exchanges in time and space.

1.3.1 Criminal actors (B)

(B.1) ACTORS_OC_Type

At the lowest level the collection of data focusesindividual criminal organisations, using
the data collection strategy already explained.o8srand within countries it is hoped that this will
offer more variation about the structure of crinhigeoups, and thus on their capacity to interact
with political institutions. This variable will pxade information about the type of criminal
organization involved in the network, either cofiing more sectors in a limited territory
(territorially-based) or operating in a single secacross territories, such as in the construction
sector, human trafficking, gambling (functionallgded}’. As argued in the literature, the
resources and services that criminal groups cawigeadepends on the strength of their control
over territories and sectors, whether this conisolnchallenged, and on the size of the whole
organization (Gambetta 1993). In the case of etattgervices (such as vote-buying), these are
strictly territorially based (voters can usuallytemnly where they live), therefore we expect that
territorially based groups can better sell thisdkiof service compared to others that, on the
contrary, can better police and promote corrupiiorthe legitimate policy sectors under their
control. In the in-depth case studies, this vagablunpacked considering also the structure of the
group, either vertical/hierarchical or horizontakimork. It must be recognized that the nature of
organised crime in a range of societies does rsgmble the structured hierarchies of the popular
imagination. In contrast, and as already emphasizechinal enterprises are dynamic and often

14 EUROPOL identify four main categories of OC graufly principally territorially based, indigenousCGgroups,
with extensive transnational activities; especialligh with possibilities to shield their leadershipl assets even inside
the EU; (2) mainly ethnically homogeneous groupthwtheir leadership and main assets abroad; (3mimnetworks
of perpetrators, whose organisational setup is Waisle to attack from a law enforcement perspectivan their
communications and finances; (4) OC groups basedtiictly defined organisational principles withoamh ethnic
component, coupled with a large international prese
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relatively loose structures, making the task ohbaiv enforcement and research and information
collection activities more difficult.

Actual criminal groups are structured in variousrie ranging between two “polar” models:
1) Criminal groups with a vertical structure, relyi on classic hierarchies and operating with
different levels of ‘officers’; 2) Horizontally sictured groups, functioning as networks with a
cellular structure and less rigid or permanentdrhies (Catino 2014; Europol 2013). Between
these two models there are varying forms of otligamisations, and their typical features are not
necessarily mutually exclusive, but any of them lbarclassified as closer to one of the two “ideal-
typical” hierarchical or network-like models Grougsmn in fact along time adapt to the
characteristics of either, or even both, models.

According to Europol (SOCTA 2013), more than 40%wiminal groups have a ‘network’
type of structure, which suggests that criminalugo are becoming more networked in their
organisation and behaviour than has previously beemas perceived to be, the c&s&hese
findings carry significant implications for the foulation of countermeasures, and also affect the
way these groups can interact with political ingidns. Given the above explanation, in this repor
the standardized system for examining trends irotiganisational development of organised crime
groups consists of two components — that of “hariats and “vertical” structure.

Numerous factors affect changes in the structudebataviour of criminal groups, such as:
demographic factors (country and nationality); il structure of both legal and illegal markets;
and regulatory environments (Moro & Sberna 2014jr©a2014). In the case of Italy, for instance,
we observe significant variation among criminal ugre, having different structures in the
regulation of both internal and external transadi(see Table 5). As the chapter on Italy will show
these differences affect the opportunities of thggeeips to interact with political actors, and thei
capacity to infiltrate policy sectors.

(B.2) ACTORS_OC Buss
Information about the type of criminal organizatiamolved in the network, i.e. provider of
illegal goods and services (economic syndicatgyovider of protection-racket (power syndicate).

(B.3) ACTORS_OC _Time

Information about the continuity of the criminalganization involved in the network,
whether this emerged recently or can rely on a-lasting presence in the same territory/sector.
We expect that more enduring groups, and hence mstigutionalized, can offer a larger variety of
resources to political actors and develop morerecal interdependence with them.

5 According to Europol (2013, p.34), “in avoidingrfieal organisational structures and adopting a nilendble
hierarchical organisation, criminal groups enhatlesr ability to obscure their activities and pustineir criminal
objectives. Criminal groups often adopt a sharedgmup’) leadership approach and/or a flexiblerairchy. The fact
that many criminal groups currently employ a grdeadership approach is an important qualitativengea which
emphasises, among other things, group effort, cemehtarity of skills and enhanced collaboration agnteaders.
[...]The simplest form of the shared leadership apphosees two leaders in charge, but there havédatoreports of
bigger leading teams, which are occasionally retéto as core groups. Core groups direct widerioghmetworks and
have a relatively stable and cohesive memberstigy Tare often comprised of individuals with a shamational,
ethnic or language background and are in certaasceelated through familial or kinship ties”.
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Table 5 The organization of Italian mafias (Cat@d4)
Size Cosa Nostra Camorra ‘Ndrangheta
Commonalities | Number of members Around 5,000 Around 6,000 Around 6,000
Number of clans 101 99 155
Type of Vertical Horizontal Vertical
organizational
order
Higher levels of Present (three levels: Absent Present (three levels:
coordination mandamento, locale, mandamento,
provincia, cupola) provincia)
Power structure Centralized Distributed, polycentric Centralized
Decision making processes Systemic Clan-based Systemic

(B.4) ACTORS_OC _Level

A measure of the level of trans-border operatioas made simply by assessing the number
of countries in which the group in question wasnested to be active. While this was not possible
in all cases due to the paucity of information ohiali countries groups were active in, some
attempt has been made to provide information. Ekellof activities is also linked to the identity
issue of the group. More local groups are expetdeldave a stronger ethnic basis, compared to
transnational groups that can sometimes have sinsiteial backgrounds, but cross-ethnic
identities.

1.3.2Political actors (C)

(C.1) ACTORS_POL_Type

Information about the type of political actor invetl in the network, either an individual (single
official or politician) or a collective organizatiqe.g. parties, party faction). This variableyides
insight into the political channel involved in tleerrupt exchange, whether this is either a single
political actor/leader or an organised group, sasha party faction or the whole party. Several
implications about the type, the mechanisms anddbleurces of corrupt exchanges can be drawn
based on this variable.

(C.2) ACTORS_POL_Gov

Information about the type of political actor invetl in the network, either an elected official
(belonging to in-government or opposition partiesan unelected one (as in the case of a politician
who is appointed in a public organization, or ismber of the party-in-office as party treasurer).

(C.3) ACTORS_ POL_Level

Information about the governance level of the pmlt actors involved in the network,
whether this is at local, regional, national ongmaational level. Literature on organised crime and
corruption has shown that criminal groups have rdizepportunities, preferences and chances to
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capture the different levels of governance (Alll#@12; Moro, Petrella & Sberna, 2014; Olivieri &
Sberna 2014; Gambetta 1993; Kelly 2000; Godson 20@ED 2010). Some studies argue that
local government is more likely than higher levetspolitics or governance to be penetrated by
organised crime (Allum 2012; CSD 2010). This depead many conditions, such as: the capacity
of the group to profit from economies of scale;ctintrol large territories or to coordinate its
activities across territories with other criminabgps; and the structure of the political markets a
the different levels (more or less political comi@d among candidates/parties).

1.3.3 OCC link (D)

(D.1) OCC_Case _Type

Information about the arena of exchange betweenial and political actors, either the
political market (elections and party politics)pmlicy making (e.g. public procurement, policy
sector regulations, policy implementation).

(D.2) OCC_Mechanisms_Type

Information about the mechanisms of exchange betwaéninal and political actors.
Exchanges between political actors — both at idldial, faction and party level — and criminal
organizations can emerge as a consequence ofdbwirol of valuable resources in the policy
sectors on which we focus in this report. The dedoc electoral consent by political actors and
their influence over decision-making processesublip contracting, privatization and EU funds
allocation makes them potential partners in codp&ranteraction with criminal organizations,
which may in turn offer resources coming from thegeration in various legal and illegal markets,
as well as protection.

In Table 6 a very general framework for the analysf four ideal-typical models of
interaction between criminal organization and paditactors is presented. Key variables are:

1. the characteristics of the criminal organizatidistinguishing between (a) a relatively
centralized, hierarchical and monopolistic struetwapable also of producing and
providing protection, and (b) a more dispersed eohpetitive network of criminal
firms operating in illegal market$.

2. the characteristics of the political actors, digtiishing between (a) strong figures, i.e.
politicians (or parties/factions) with self-suffecit bases of consent rooted in the
territory, which can be translated into an enduiimituence over the public authority,
and (b) weaker political actors having a limitedaaomous role in decision-making
processes.

Both criminal and political actors are subject tffeslent sources of uncertainty concerning
their capability for enduring activity. Politicahaertainty is a consequence of democratic processes
where the investiture of power within certain pablioles derives from the outcomes of
unpredictable electoral competition and politicaégatiations. Criminals’ uncertainty is a
consequence of the illegal and violent nature eirtlactivities and interactions. A demand for
protectionagainst uncertainty therefore emerges in bothestsit

'® This is a radical simplification: structural feets of organised crime could be better analysed asntinuous
variable ranging from a more hierarchical to a pehtric network (Williams 2001)
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The degree of institutionalisation and the strerajtboth political and criminal actors — as
expressed in elementary form by the variableshietd — is associated with their time horizons and
therefore their “bargaining power”, affecting thature of their relationships. As their time horizon
extends, in fact, their credibility and reliabiligs guarantors increases, as they become more
trustworthy providers of protection against othe@irces of uncertainty (Gambetta 1993, 33).

Symbiosis

Especially when long lasting relationships are etge on both sides, political resources —
which require time to be organised and mobilizethr be used in transactions between politicians
and criminal organizations, complementing money itichidation. What emerges issymbiotic
relationshipof reciprocal protection between political and driad actors:’ No specific exchange-
commodity is intended to reciprocate the deal thete rather exists a wider and durable reciprocal
protection agreement. As expressed by the Italiarigmentary Anti-mafia Commission: “It is
natural for the Cosa Nostra to influence votesinfluence results not from an ideological choice
but instead from a search for advantage, from éxpdpfully its roots in the society and territory”
(CPMF, p. 16). Using their capability to influenttee electoral process, criminal actors obtain a
long term access over decision-making involvingirtipelitical counterparts, as they have also
resources of violence and intimidation to selfezoé the deal. Only criminal organizations with a
relatively centralized internal apparatus, havingoa of “dominance” over territorial spheres of
licit and illicit activities, as agencies for theopision of private security akin to theower
syndicatedescribed by Block (1983), can become reliabléneas in these political exchanges.

If political actors are considered strong and pié#lg durable partners, their political
protection becomes a valuable resource for crimimghnizations, which can obtain from them
access to public decision-making and the expectatfoimpunity. When symbiotic cooperative
relationships prevail, political and criminal ac@perate as reciprocal protectors in their respect
spheres of interest and activity. Thus, they ultehyastrengthen each other, reducing uncertainty in
their future prospects in political and illegal kets. The resulting equilibrium may be quite robust
as the decades of fairly peaceful and fruitful exaes between Sicilian Cosa nostra and Christian
democratic factions and leaders seem to demongtiaifa Porta and Vannucci 2012).

Colonization

The scenario changes when there is a higher ldvehcertainty about political actors’
stability in charge and authority in decision-makiifferent strategies are available for relatyel
strong and “stable” criminal actors lacking trustthy political protectors. First, they may try to
replace missing parties by promoting the creatibnewv political organizations, or to colonize de-
structured parties with members of the criminalaoigation who will be elected or appointed to
public roles. Second, they can continue to opeaatguarantors in exchanges where political actors

17 Symbiosis is the outcome ofcaoperative exchange relationsHietween strong criminal and
political actors, which we analyse here. Obvioustys is not the unique possible ending of the
story: open contrast and conflict is the oppos#iseult, when interactions are punctuated by
homicides and intimidations on the one side, stagulation and prosecution on the other.
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are involved (votes, public contracts, EU funds;.)etFinally, criminal actors can limit their
interactions to the buying — with bribes — of sfieciservices from politicians or party
administrators.

Gatekeeping

When criminal organizations are more unstable, aiditipe and decentralized, they become
less credible in the mobilization of electoral sopgpwhich requires enduring commitments and
roots in the local society. As a consequence, tay less effectively safeguard their political
counterparts against uncertainty in the electoral political processes. Nevertheless, akin to
enterprise syndicates, criminal organization camvest a quota of their illicit profits in bribingnd
political financing, in order to obtain specificiyateges, administrative and judiciary acts, fawgur
as well as a general political protection againsitsr of prosecution, or a selective prosecution
against competing criminal firms.

As long as political actors are expected to be dasting and reliable partners, criminal
actors have an incentive to buy from them a widegirag political protection, for instance to reduce
the uncertainty — and severity — of legal enforcetni® expand “life-expectations” of their criminal
careers, to obtain competitive advantages agaiostpetitors, to obtain influence over the
allocation of contracts, privatized assets, andfliids. Money flows here can be quite frequent and
intense, and not necessarily bound to a specifiouiaas in corrupt deals, since it is reciprocated
by politicians with a protective shield against erainty in criminal activities. Politicians
guarantee a gatekeeping of criminal organizati@nsatcess over a wide-ranging set of political
decisions, which is reciprocated mainly by econoresources.

Neutrality

When both political and criminal actors lack silidand organizational strength, they
cannot supply each other with durable safeguardsy Thay coexist with limited interactions; even
so, they enter into occasional advantageous exelsarig this case, as the time horizon shrinks,
contingent transactions will likely involve limiteahd well-defined resources. This is a potential
setting for “ordinary” corrupt exchange, i.e. bimpen the simplest form, as a transaction where
bribes are at stake as a quid-pro-quo for preciiiqal favours, rather than as a financial suppor
for unspecified and general future rewards. Acyyalbrruption is a sort of natural substratum in
every arena where criminal and political actorsenatt. To pay politicians, officials and
magistrates, or to corrupt police agents so they those their eyes to illegal trafficking, is ofta
necessary condition for criminals to reduce thksrisf those activities and to crush competition:
“Organised crime almost always involves corrupti¢hfaltz, 1985, 24¥. If bribery is observable

18 Since the costs that public agents can imposé#ewai operators are particularly high "corruptiuas a centrality for
illegal markets that it does not have for legal kets generally" (Reuter, 1983, 123). The profitsnawg from illicit

activities can be reinvested in corruption, in ortbebe exempted from the application of the lawtmacquire more
rigorous enforcement against their competitor (Bend 988, 75). Corruption can then contribute ® ¢heation of a
dominant position in illegal markets. Organisedngidemands long-term corrupt relationships withlipidgents who
have the power to sanction them; these effort lmamundertaken only by a fairly large firm that maason to expect
that it can enjoy most of the market and get ssfeatiory return on the investment” (Schelling, 1984164). In fact,
“this expectation of mutually profitable contracketween repetitive violators and enforcers (...pl&x the

development of organised crime: an organizaticenigaged more continually in violations than itsivighal members
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in all the four exemplified models presented in tyoology of figure 1, only in this context does it
tend to become the prevailing, if not exclusive dmof interaction between criminal and political

actors.

Table 6 Four models of exchange interaction betvpeditical actors and organised crime

CRIMINAL ORGANIZATION

Centralized monopolistic
organization

Competitive criminal
networks

POLITICAL ACTORS

(1

Symbiosis

(1
Gatekeeping

Criminal organizations as stablePolitical parties/actors as
Strong and enduring long-lasting organizers dfgatekeepers for various
influence over decision- | €'ectoral support, bribe collectigncriminal  firms  seeking
making, with autonomous activity regulated by organisgdbusiness in publig
bases of consent crime in public procurement andmarkets, immunity and

other sectors; impunity protection

guaranteed to criminal actofs

through political influence over

law-making, regulation

enforcement activities.

(In (V)

Colonization Neutrality
Weak and uncertain Criminal actors entering directly Criminal organizations as
influence over decision- | INto political competition through occasional partners in
making, with limited their influence on party selectignshort-term corrupt
bases of consent of candidates; enforcement pfxchanges of different

political  alliances;  criminal resources (bribes, public

colonization of locall contracts, funds and

governments and party structure¢dicenses, favours, etc|)

with political actors

(D.3) OCC_POLMAK_Type

Information about the type of infiltration of crimal organizations in policy-making: public
procurement, liberalization/privatization, EU fundanagement, others.

(D.5) OCC_POLMAK_OC_Type
Information about the infiltration strategy carriedt by criminal organizations to penetrate
the policy-making process: (1) through companiegally owned by the criminal group; (2)

are, and can, therefore, make arrangements witlepidr police that would not be feasible for th@senbers” (Becker

and Stigler, 1974, p. 4).

55



through shell companies indirectly owned by thenanal group; (3) through companies using the
proceeds of criminal organizations.

(D.6) OCC_ELECT_Type

Information about the infiltration strategy carriedt by criminal organizations to penetrate
the political market. Generally speaking, criminaganizations’ influence over political decision-
making may be obtained voluntarily by political @st exchanging with them: political resources,
i.e. organizing votes and consent, influencing aatd selection or post-electoral bargaining;
economic resources, i.e. providing money and firsrstipport to political actors, or simply bribing
them; coercive resources, i.e. intimidation or el@tion of political rivals, arranging electoral
fraud.

(D.4) OCC_ Resource_Type

What type of resources were used in the corrupthaxge? This variable provides
information about the different resources usedHhydctors: information, reputation, intelligence,
money, votes, intimidation. Criminal groups areenfassociated with the use of violence, which
has long been regarded as one of organised crobeéiling characteristics. Organised crime groups
use violence against their own members in the aesehalternative enforcement systems, against
rival groups and others in conflict with them asllwas against the victims of their criminal
activities. The use of violence is costly and oftmunterproductive and almost always attracts
unwanted law enforcement attention and retaliagmions. The negative implications of using
violence encourage most criminal groups to conssaverely the use of coercion in the pursuit of
their activities. Violence is used by most crimirggbups only in a measured, deliberate and
premeditated manner and when deemed strictly n@gesklowever, some criminal groups use
violence as an integral part of their strategythkese cases, violence is used to intimidate wigsss
to extort money and collect debts, to coerce petuptake part in or facilitate criminal activitiets,
forcefully take over businesses, to consolidatecaigs position in a certain crime area and as part
of robberies and other property crimes.
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Chapter II.
Public policy arenas and the criminal-political nexis

2.1 Introduction. Assessing the link between orgased crime and policy arenas

This integrated report focuses mostly on the infagethat organised crime may exert through
several mechanisms — foremost among them the d@nupf politicians and public servants —
within three policy arenas: (a) public sector contracting; (b) allocation, management and control of
EU funds; and (c) privatisation of local public services. Our in-depth analysis on seven country-
level case studies (Albania, Bulgaria, Croatia, i@ Hungary, Italy, Kosovo) will provide (see
section 2) a first empirical assessment of the reatdimension, mechanisms and impact of the
interactions between organised crime and publitipal actors. In this section some preliminary
considerations concerning the framework of theesponding decision-making processes will be
presented, highlighting the “structure of opportyhthat may facilitate or impede the infiltration
and influence of criminal organizations, the reseuof exchange used by the different actors
involved, and the formal and informal mechanismat tfacilitate interrelations and networking
among them.

In any public sector four different types of desisimaking processes can be identified,
differing according to the nature of opportunities corruption they generate, and consequently the
mechanisms used and the resources involved iti¢galitrade.

1) ) The demand from public agents of goods andes offered by private agents. A rent
is created remunerating private resources aboveualee, i.e. their normal market price: with the
payment of a bribe the rent is shared between pbagent and corruptor. Consider, for example,
contracts for the supply of goods, services, opiaslic works, when the burden on public budgets
is higher than their current market price.

2) The offer - by sale, distribution or direct ggsnent - of goods, services, rights, and other
resources to private actors by public agents winalyre or administer them. The rent is created
when the public agent accepts a price lower thamater actors’ willingness to pay — when no price
has to be paid the rent corresponds to the fuibame in value: e.g. the sale of real estate oesha
in a municipal corporation at a lower price than market evaluation; the concession to the use of a
state property at a fee lowénh the market price; the assignation of public grants and subsidies.

3) The enlargement of the sphere of property rightieh individuals can exercise over the
resources they own, following the adoption of neagulations, or passing new legislation, or
through a selective allocation of licenses, permisncessions and other entitlements to the
exercise of economic activities. The rent in thasec corresponds to the increase in the value of
private resources resulting from the applicationnefv regulations or assignments of rights.
Consider, for example, an amendment to the land zoning plan raising the market value of land; or
the allocation of licenses for the exercise of pable economic activities.

4) The enforcement and sanctioning in case of tiaaof the rules (e.g. a fine), or the
adoption of measures that have a cost for indivgjuzarrowing the sphere of rights exercisable
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(e.g. the revocation of a license or a concessfomnt is created by public agents not applying th
punishment/ penalty, or mitigating its burden oa liable party. Its value corresponds to the cost
avoided by the private actor, quantified as thdinghess to pay to avoid such a measure. Consider,
for example, a judge or a supervisor of privatevams neither disclosing nor pursuing abuses or
irregularities, allowing the private actor to avgdnalties and other drawbacks associated with his
conduct.

To summarise: in the first case the corrupt ageritusted with pubic decision-making
powerdemandgpurchases) private resources (as in the case of public procurement); in the second
he provides (sells) ordistributesrights and public resources (as in the case ofapration of
formerly public services and certain mechanisms of EU funding allocation); in the third he
regulates favourablyhe use of private resources (as in the caseeoptivatized delivery of local
services); in the fourth he punishesviolations orregulates disadvantageouslige use of private
resources. In each of these contexts, the pubdintatas at his disposal different types of res@irce
the power to make decisions or not, confidentitdrimation and protection.

The vulnerability to the influence and infiltratiasf criminal organizations of the policy
sectors here considered depends upon severaldaétaong them are:

a. The substantial amount of public resources allac#tteough these mechanisms allows
ample rents to be collected by criminal organizatiorough their corruptive influence.
Moreover, especially in public procurement andhe allocation of EU funds, the rent-
seeking and predatory activity of criminal orgati@as is realised on a regular basis,
since cash flows into public purchases, public woakd EU investments tend to be
relatively stable year on year.

b. Public procedures, privatization of local publicvsees and allocation of EU funds are
sectors of legal activity, but within their opeaatia market for corruption can emerge.
Criminal enterprises may then enter as one of titers involved in the network of
corrupt exchanges, using their specialized * kn@w/hin illegal activities, reputation,
violence and intimidation potential to defeat “IBgeompetitors, obtaining funds and
other benefits.

c. Corrupt exchanges and collusive agreements amonlficipns, bureaucrats,
entrepreneurs and other actors operating in thekeymctivities take place within an
illegal market, where mafia-like criminal organimais can enter as providers of
regulation and enforcement services, precludingettling disputes among participants
in illegal deals, discouraging defection and demation (Gambetta 1993; Gambetta and
Reuter 1995). As suppliers of protection to pgpaaits in corrupt and collusive deals,
criminal organizations lower the corresponding $emtion costs, allowing for the
growth on a larger scale of illegal exchanges:a féemand” for mafia enforcement
services emerges in the corruption of public prement, privatization and EU funds
management, as well as in other illegal marketda(@®®rta and Vannucci 2012).

d. The complexity of the legal framework and procedurethe sectors considered — due to
the overlapping of European legislation, nationad aegional laws and regulations —
increases uncertainty regarding the final outputhef corresponding decision-making
process, and also increases the recourse to leg@altes. Criminal enterprises, as a
powerful actor able to influence decision-makingd anfiltrate within public sector
organizations, can profit from such conditions #sarto loopholes, red-tape and
bottlenecks used to bypass controls and avoidfantefe implementation of rules.

e. Public procurement activities, EU funds and theradrzation of local public services —
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especially in the case of lower-value deals, catdéraand subcontracting — are
particularly exposed to criminal organizations’éstments in criminal assets and money
laundering, since state controls over firm actgtiand their budget management are
generally less effective than in other sectors Klvay) finance, etc.).

f. Entering into these policy-making sectors allowisngral actors to establish profitable
relationships with a wider set of individuals — ipolans, high-level bureaucrats,
technicians, professionals, entrepreneurs, middieete. — from whom they may obtain
further benefits, ranging from social legitimizatito protection from legal prosecution.
In other words, they have facilitated access intdgeey area” of collusive and
cooperative relationship with influential publiccaeconomic actors (Sciarrone, 2011).
The acquisition of such a legal appearance maytadocriminal groups to dissimulate
the “dark side” of their illegal activity. Espediain countries — such as Italy and France
— where local criminal elites have a long histofycollusion with local administrators,
“in recent decades their involvement in ‘white-eollcrimes, such as EU funds fraud,
public contract rigging, and real-estate fraud la#lewed them to transform their
relationship to politicians into a more sociallycaptable form” (CSD 2010, p. 73).

g. Through often having their illegal activities cont@ted over circumscribed areas,
criminal organizations can also exert a strongugrice on public agents and politicians,
especially at local level, e.g. in smaller munitifges. Their capability to influence the
electoral process can then become a crucial resotocbe used, besides bribes,
reputation, intimidation, and discouragement oftmall and economic competition, as a
tool to infiltrate and influence policy decisionsdathe allocation of public resources in
the sectors considered — especially in lower-valugracts, EU funds management, and
the privatisation of local services. Moreover, ttegpability to control or affect such
decision-making processes — often among the mbestaret economic activities in those
areas — assures criminal organizations a sourceaél legitimization to increase their
consent, since it also allows them to influencealh@cation of jobs, services, contracts,
subsidies, and money. At the end of this procéss,ctiminal group’s control over a
given territory is almost complete.

h. The contiguity of criminal organizations with flonsf public funds facilitate their
hidden appropriation of rents. Criminal groups aswlterprises have a particular
advantage when the allocation of resources ertalsise of local providers (e.g. public
works requiring concrete and other raw materialssghsource must be close to the site
of execution; privatization of services whose mamagnt can be profitable only for
locally based enterprises, etc), labour intensina:law-level technology production.

i. Entering into legal economic sectors where releeanhomic resources are at stake may
facilitate criminal organizations when they aimlaonder the proceeds of their criminal
activities. Money laundering can also be realizedugh the network of relationships
with economic actors (providers, subcontractonsariciers, etc.) that criminal groups
create when involved — in different and changingspas will be shown — in public
contracting, public service delivery, allocation BU funds, and management of
projects, especially when their counterparts entauimancial difficulties.

2.2Public procurement
Public procurement, as the process of demand arczhgsing by governments and state-

owned agencies and enterprises of goods, servicbsvarks, accounts for a very relevant amount
of total general government expenditure. Taking inbnsideration tenders published in TED
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(Tenders Electronic Daily database), i.e. only those crossing certain thresholds,'® the estimated
value of publicised procurement in EU countries in 2011 as a percentage of total public expenditure
was 17.7%, and as a percentage of GDP 3.4%. Enlarging the picture, table 7 shows that the total
expenditure on works, goods and services as a percentage of GDP in 2011 by governments and
utility sectors in EU countries was 19%.

Table 7: Total expenditure in works, goods andisessas a percentage of GPD by governments
and utility sector in EU countries in 2011 (sourgaropean Commission 2012)
2007 2008 2009 2010 2011
Belgium 14.8 154 16.6 16.3 16.4
Bulgaria 16.1 19.8 18.6 18.0 16.8
Czech Republic 229 243 25.6 24.8 235
Denmark 15.2 15.7 17.6 174 17.1
Germany 16.9 17.6 19.6 19.4 19.1
Estonia 17.4 18.8 20.9 19.6 18.8
Ireland 14,7 16.5 16.3 16.1 14.6
Greece 12,1 122 12:7 10.7 8.8
Spain 16.1 16.0 17.4 16.9 15.5
France 17.4 17.6 18.9 19.0 18.5
Ttaly 14.6 14.9 16.5 16.2 15.9
Cyprus 9.3 9.5 11.2 11.0 10.3
Latvia 20.0 16.1 20,2 20.5 20.1
Lithuania 16.3 16.2 16.7 178 16.0
Luxembourg 13,2 14.5 16.1 15.7 15.0
Hungary 20.7 20.3 23.1 23.2 22,1
Malta 14.1 13.5 13.8 13.4 14.0
Netherlands 26.5 273 30.3 30.2 29.5
Austria 19.5 21.0 22.6 229 21.9
Poland 18.1 18.4 20.1 20.6 19.9
Portugal 18.0 18.0 20.3 213 19.7
Romania 2350 24.1 26,2 26.1 24.6
Slovenia 15.2 16.0 17.3 17.7 16.9
Slovakia 23.6 219 241 23.6 22,0
Finland 16.4 17.5 19.8 19.6 19.2
Sweden 17.6 18.4 20.3 19.5 19.0
United Kingdom 19.5 20.8 24.0 22.8 21.6
Total EU 27 17.6 18,1 20,0 19,7 19.0

Public contracting procedures, rules and controls can hardly represent an insurmountable
impediment to the infiltration of criminal organizations through corruption and other forms of
undue influence. Nevertheless, the ineffective or poor design of procurement rules may create a
variety of opportunities for criminal groups to bribe decision-makers and therefore distort the
allocation of public resources. Similar opportunities can occasionally arise from the “environment”
where public tenders take place, or can be deliberately created by criminal organizations using their
capability to influence the political process and policy making, especially when they are deeply-
rooted within the social and economic context.

The complexity of public procurement can be assessed along two axes. In a “horizontal”
dimension, public contracting procedures are used in a great variety of different situations, ranging
from huge public works to small supplies. Moreover, along a “vertical” and diachronic line, as a
decision-making process they are split into a succession of several steps involving different levels
of government, from the definition of public needs to the evaluation of contractual performance.

9 The thresholds for publication on TED (in EUR) d25,000 for supplies and services for central guwent
authorities, 193,000 for supplies and serviceswtar-central government authorities, 387,000 fopsiep and services
in water, energy, transport and postal service®45000 for public works contracts and concessi@mmmission
Regulation (EC) n.1177/2009)

60



Different types of procurement and different phagkthe procedure create diverse opportunities
for corruption (and other malfeasances) for theextig sets of actors involved, which are also
shaped functionally to the criminal organizatioa&ivities within these networks.

The major steps in a public procurement procedie?’a

a. Pre-bidding

- (1) The identification of public needs, i.e. thewe of what the public actor requests;

- (2) The allocation of financial assets requireddtsfy public needs

- (3) The design of the tender, including the techintender specifications and criteria of
evaluation

- (4) Identification and qualification of the poteaitparticipants to the tender (for example
through pre-assessment and short-listing)

b. Bidding
- (5) Selecting the winning business of the tendem(tgh bidding procedure or negotiation
of a final agreement)

c. Post-bidding

- (6) Contract execution or delivery
- (7) Controls and evaluation on execution

As table 8 recapitulates, at each stage severdicpatd private actors may be involved in the
network of corrupt exchanges, using a multipli@fyresources in their deals. Moreove, the role of
criminal organizations, the kind of services thegvide within the criminal-political network of
exchanges, and the drawbacks of their influencinéndecision-making processes may also vary
accordingly**

The role eventually played by criminal groups witlange along these phases according to
several variables related to the social and ingital context where the procurement procedure
takes place, but also to the organizational strecamd the kind of services that criminals offer to
political and economic actors.

Our hypothesis is that the more a criminal orgaipanvolved in public procurement has a
network-like or “enterprise syndicate” forfh,the more it will focus on the adjudication or
execution/control phases, since: (a) counterpams céooser to the range of criminal groups’
influence (therefore reducing identification and bargaining costs); (b) resources at stake within the
network of exchange are easier to detect, assessarsmit. In fact, network-like criminal groups
and criminal firms can provide only a limited amabp-quality regulation and enforcement of illegal
deals, if at all. They will therefore concentrateit efforts towards the obtainment of specific
contracts, subcontracts or other benefits, accrulmgn thanks to specific links with other

2 This classification is a synthesis of previouslgses. See Soreide (2002); OECD (2005, 2007a, J0@#&lia Porta
and Vannucci (1999), Vannucci (2005), European Ca@sion (2013a), European Commission (2014a).

2 Table 8 recapitulates and integrates findingsyf@ECD (2005, 2007a, 2007b),, della Porta and Verin(1999),
Vannucci (2005), Savona (2010), Cannepele Caldemodi Martocchia (2009), CSD 2010, European Comonissi
(2013a), Gambetta and Reuter (1995), Fazekas, amdhKing, , 2013), Fazekas, Chvalkovska, SkuhroVeth and
King (2013)..

22 On the distinction between criminal organizatiassenterprise syndicates or power syndicates,dylremphasized
in chapter 1 of this Report, — the first performiactivities in illegal markets, the latter exentig racketeering in a
strict control of their territory — see Block (198
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entrepreneurs (suppliers, equipment and machineeysh concrete, raw materials, etc.), entering
preferably into direct, preferably concomitant exahes — or having a limited time-lag between the
offering and giving of resources — with other astawithin the corruption network. As a
consequence, a competitive advantage will be edjaymnks to corruption and the violent
dissuasion of competitors by businesses sponsgredirninal organizations or directly owned by
their affiliates.

When criminal organizations have a hierarchical‘mower syndicate” structure, to the
extent that they are capable of operating as &gtatn firms”, they can also satisfy with their
protection services a demand for regulation andreefnent in a wider range of illicit deals along
all the steps of the corresponding procurementquioe: (a) covering with a stricter control all (or
almost all) corrupt (and collusive) exchanges imith certain territorial area or decision-making
process; (b) including within the set of potential resources exchanged also electoral consent,
political support, the allocation of financial resces, collusive agreements — i.e. exchanges which
generally are located temporally and spatiallyffam the assignation and execution of the public
contract. In other words, protection provided byfiezéike criminal organizations allows actors
within the corrupt networks to ascend along thesies-making phases, influencing also the very
first steps — where political and illegal exchanges preliminary to future allocations of contracts
and other resourcéd.In fact, without the forced regulation and guaeantof execution of
agreements which criminal organizations providey doontractual agreement” on remote
allocations of public resources would otherwiselykbe thwarted by mutual distrust. A distortion
of competition will be the outcome of the informagulation and enforcement services provided by
mafia-like criminal groups to collusive agreemeataong entrepreneurs and corrupt exchanges
with public agents.

g5ee Tanzi (1998:119) and Soreide (2002); who statewhen corrupt behaviour takes place duringdésnition of
public needs, or budget preparation (i.e. in thet fphases of the public contracting procedure,nwditical choices
are taken) political decision-makers are normatiyolved; corrupt behaviour during the execution gghétechnical
specifications, allocation of contracts, supervisim execution, etc.) will more often involve bawerats. In the latter
case, politicians’ involvement in corruption magaloccur, e.g. when they expect to gather a quiotkeoexpected
bribe, or when there is disagreement on bureauergisagement of the tender, which politicians a#tuence thanks
to their power to appoint or remove high level lawrerats, and more generally to foster or obsthetareers of public
agents.
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Table n. 8

Public Procurement
sector

Main public actors
involved

Resources offered by
public actors in the
corrupt network

Main private actors
involved

Resources offered by
private actors in the
corrupt network

Resources offered by
criminal organizations
in the corrupt network

Main drawbacks and
side-effects

« Elected politicians

« General policy-making

* Lobbies;

« Regular and irregular

¢ Guarantee of the

 Distortion in the

(1)The identification of and councils; decisions; * Entrepreneur political financing and fulfilment of corrupt identification of public
public needs « Political parties;  Decisions over “rules of| associations; campaign deals in the following needs (e.g. oversized,
Political exception, invoking « Cartels; contributions; phases of the unnecessary and/or
representatives; “emergency, “urgency”, | « Corporations with * Bribes; procedure (steps 2 and inadequate public works
“national security” political influence « Political and electoral 3); over-dimensioned
conditions for the support; ¢ Political support supplies and public
satisfaction of public « Expertise and towards political works)
needs (allowing to technical support in decision-makers; * inaccurate policy
speed-up procedure, to corruption for « Enforcement of requirements
dismantle controls, more finalized projects political exchanges
discretional decision- among decision-
making) makers and political
actors
e Cartel's agreement
enforcement
« Bribes and irregular
political financing and
campaign
contributions
 Central governments;|+ Decisions on the « Lobbies; * Regular and irregular | « Guarantee of the « Distortion in the
) local governments allocation of public « Entrepreneur political financing and fulfilment of corrupt allocation of public

The allocation of
financial assets

financial resources

associations;

* Cartels;

« Corporations with
political influence

campaign
contributions;
* Bribes

deals in future phases
of the procedure;

< Political support
towards political
decision-makers;

« Enforcement of
political exchanges
among decision-
makers and political
actors

e Cartel's agreement
enforcement

spending towards less
urgent and collectively
needed activities;

« Shortage of resources in
public budgets
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@)

The design and
publication of the tender

 Technical offices (e.g
Public e works
departments, project
designers);

« Political actors

Decision on specific
tender requirements,
eligibility criteria or
contract specifications t
“tailor” them to
corrupting firm’s
characteristics and
products, precluding
competitive bidding;
Deliberate introduction
of erroneous provisos in
published tender
documents to
disadvantage unwanted
bidders;

Information on the
opportunity for tender
adjudication
Information on the
timing of the tender
publication (for instance
during holidays when
competitors cannot
participate,);
Information on specific
contract requirements;
Decisions on limited
timeframe for
publication of tender an
for the tendering proces
Inclusion of unclear or
ambiguous clauses,
which can result in the
exclusion of a large
number of bidders and
discretionary assignatio
of the contract;
Decision to allocate a
non-competitive, no-bid
procurement contract;
Politicians’ decisions
over bureaucratic
appointments and

D

]

[

h

careers

« External consultants;

* Middlemen;

¢ Technicians and
professionals;

¢ Firms;

* Cartels

* Information on
potential corrupt
agents and corruptors
willingness and
reliability;

» Regular and irregular
political financing and
campaign
contributions;

* Bribes

Guarantee of the
fulfilment of corrupt
deals in future phases
of the procedure;
Political support
towards political
decision-makers;
Cartel's agreement
enforcement

Poor-quality projects;
over-complexity of
contractual provisos;
Slowing down and
inefficiency of public
procedures;
Sub-division of contractsg
to maintain them below
the threshold of
unwanted procedural
regime

Increase of firms’ legal
disputes against the stat

Lack of transparency, i.e|.

no publication on official
bulletins and journals of
the call for tenders
Restriction of market
competition through the
introduction of specific
contract specifications o
eligibility criteria,
Restriction of market
competition through the
adoption of closed
procedures;

Awarding criteria having
qualitative, non-price
elements;

Shortening of submissio
deadlines

Modification of the call
for tenders

n
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 Technical offices (e.g{* Decision to exclude e Firms; * Regular and irregular Internal protection and « Adverse selection of
4) Public administration | firms from invitation; « Cartels; political financing and enforcement of inefficient firms;
departments); » Decision of selective « Middlemen campaign collusive agreements Slowing down and
Rt 2 « Political actors inclusion of firms; contributions; among firms, i.e. inefficiency of public
qualification of the » Decision to invite * Bribes deterrence of cheaters; procedures
participants fictitious bidders or « Information on External protection Increase of firms’ legal
those who are unlikely potential corrupt and enforcement of disputes against the stat
to submit competitive agents and corruptors collusive agreements, Increase of firms’ legal
bids; willingness and i.e. deterrence of disputes against other
« Information on invited reliability; outsider firms’ firms
firm to be included in a participation; Restriction of market
collusive agreement or Protection of competition through the
deterred from bureaucrats’ careers; tailoring of eligibility
participating in the Bribes criteria in order to
tender exclude unwanted
« Political actors’ bidders;
decisions over
bureaucratic
appointments and
careers
» Contract award » Discretional choice of s Firms; * Bribes Guarantee for Price increase/lowering
(5) committee the winning firm; « Cartels; « Information on adjudication of the of quality;
» Bureaucratic and/or |+ Information on * Middlemen potential corrupt tender and payment of « Restriction of market

Selecting the winning
business of the tender

political decision-
makers
« Judges

qualitative and
guantitative parameters
used in the evaluation tq
rank offers;

Political actors’
decisions over
bureaucratic
appointments and
careers

Information on and
guarantee of hidden
opportunities to expand
the contract at a later
stage, allowing the
corruptor to win the
tender with the lowest
bid

Decision to strategically

annul and restart the

agents and corruptors
willingness and
reliability

Hiring of “clients” and
relatives

the bribes among
participants to the
corrupt exchange;
Protection and
enforcement of
collusive deals among
firms (e.g.: deterrence|
against competitors);
Political support
towards political
decision-makers;
Protection from
“undue” or unexpecteq
requests for additiona
bribes

Bribes

competition through
direct or discretionary
assignation of the
contract;

Adverse selection of
inefficient firms;
Increase of firms' legal
disputes against the stat
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procedure, in order to
use “emergency”
procedures and avoidin
the adjudication to
unwanted firms

Judicial decision to
annul the tender and
start a new adjudication
procedure

i
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 Political decision-  Decision to integrate s Firms; * Bribes Guarantees that » Atrtificial sub-division of
(6) makers; with add-ons, to modify | « Middlemen « Information on promises to extend, contracts in order to
« High-level (also thanks to availablg potential corrupt modify or integrate the  remain below certain
Contract execution and | bureaucrats reserves for agents and corruptors|  contract will be thresholds which allow
payment “unforeseeable” events) willingness and fulfilled; less visibility and more
or to extend the contrac reliability Protection and discretion in decision-
to the advantage of the « Hiring of “clients” and enforcement of deals making;
already selected private relatives among firms Poor quality of projects,
contractor; concerning sub- supplies and contract
« Decision to extend contracting, supply of specifications requiring
deadlines in the contract raw materials (e.g. later amendment
execution; concrete) and Integration and
 Information and agreements for the modification of contracts
guarantees on future purchase of services
contract changes or and goods;
deadline extensions; Racketeering and
» Guarantee of fund “security” services in
allocations and regular the execution of the
payments within due contract;
terms;
* Intentional speed-up or,
vice versa, deliberate
delay of the payment of
contractors;
« Political actors’
decisions over
bureaucratic
appointments/careers
 Technical offices (e.g|* Abstention from control | * Firms; * Bribes Protection from legal Bad contractual
(7) Public works or sanctioning in case of « Middlemen; « Information on disputes; performance or violation
departments); defection from « Professionals (lawyers| potential corrupt Protection from of contractual proviso
Controls and evaluation| ® Inspectors; contractual provisos and accountants, agents and corruptors|  problems in quality (e.g. through rendering

on execution

« Political decision-
makers

over-invoicing;
Information on the
scheduling and content
of checks;

Protection from legal
disputes for non-
fulfilment of the
contract;

Political actors’
decisions over
appointments careers

businessmen)

willingness and
reliability

« Hiring of “clients” and
relatives

checks and controls
Bribes

of fictitious work,
missing of deadlines,
inflating the work
volume, changing
orders, using lower-
quality materials)

Court rulings against the
contracting public
authorities
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2.3 Privatisation of local public services

Privatization of public assets has increased inasedecades in EU countries — as well as in
the rest of the world — involving all levels of ggmment. Privation implies in fact the selling bét
property (or shares in it) of formerly public emtases and bodies to private entities, usually $irm
Public bodies seeking to reduce costs have intéaned to private sector organizations to provide
some of the public services previously providedjbyernment

The spread of privatization processes and the colese delegation to private actors of the
production and delivery of certain services (e.gst® management, water, local transport, energy,
gas, etc.) is grounded in the theoretical assumptiat market competition is a more efficient way
to provide them, pushing firms towards a more dyimamnovative and efficient management of
the corresponding production processes, thereftyeing citizens to enjoy a greater freedom of
choice at a lesser cost (Meggison and Netter, 208&)ious concerns, however, have emerged
grounded in both theoretical and empirical consitiens, focusing on the drawbacks of the
privatization processes in terms of deterioratidnservice quality and employment conditions,
social inequalities, undue rents collected by gevgor semi-public) firms, increasing prices or
tariffs, and monopolizing the production and daiweof services — especially in case of
privatization without liberalization. Corruption maegatively influence the privatization process
as well Puntillo 1996; Turnovec 1999; Manzetti 1999). As Joseph Stiglitz (2002, p. 58) states:
“Perhaps the most serious concern with privatinatas it has so often been practiced, is corruption
(...) Not surprisingly the rigged privatization pess was designed to maximize the amount
government ministers could appropriate for themelmot the amount that would accrue to the
government’s treasury let alone the overall efficie of the economy.The decision to sell public
assets and rights at a lower price than markeeyaluto offer favourable regulatory conditionsaor
monopolistic position in the post-privatization retr are in fact valuable resources for businesses,
which can be willing to pay bribes in order to aygmate such rents. Besides these potential
shortcomings, there is a more specific risk thatindu the privatization of public services
opportunities are created for criminal organizagiom enter into potentially lucrative businessas. |
fact, production and delivery activities of localvgrnments, as in the case of public procurement,
are particularly vulnerable to mafia-like infiltrah, racketeering, and protection, since the
geographically confined but pervasive capacitydocial control and political influence of certain
criminal groups can be strengthened through a lg@wnonopolistic management of relevant
economic activities within the same area.

Especially in former-communist Eastern, Balkan &altic states the historic legacy of
large-scale privatisation of state assets — inetmy 1990s, between 70% and 100% of property
was state owned — has produced ample opporturidgresriminal organizations to infiltrate the
process: “Instead of guarding the legality of thiscess, law enforcement and the judiciary often
profited from it. As a result, today’s economidedi are often part of the above described networks.
The abuses of privatisation processes, much likdigtenders today, attracted organised crime and
provided it with opportunities to accumulate ecomomower and legitimacy. In a period when
access to capital was limited and foreign investaesy, criminal profits were invested in
privatisation” (Center for the Study of Democra2910, p.65).

Decision-making processes aimed at the privationloafal public services may be
considered analytically as a succession of stefpgchwmay however vary to a certain extent
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according to specific national or local regulatiohile in public procurement public agerisy
assets from private actogyperviseand eventuallganctiontheir defection from contractual terms,
in this sector public agents have generally the ggaw sell andregulatethe allocation to private
actors of previously public services, and evenyuadintrol and enforcethe associated conditions
for their provision.

Each of the phases considered involves differetst @eactors, who can play a role using
their resources within the political-criminal nexus

(1) The decision to sell to private actors propertyll (6 partial) of public enterprises or
organizations providing services to citizens urmgtain regulatory conditions; or to sell
to a private organization the rights to providevimasly public service$?

(2) The selection of the procedure used to identifgptgl buyers of public assets;

(3) Assessment of the potential value of public agseb® privatized,;

(4) Selection of the buyer(s) of previously public assbrough public offer, competitive
bidding, private negotiatioA®

(5) Monitoring of service delivery by private actorsdasanctioning in case of violation of
regulatory provisos.

(6) The decision over regulatory change for servicevdgl provided by private actors.

Table 9 summarises the main public and private racpmtentially involved — besides
criminal organizations — in the network of corrupkchanges, the resources at stake and the main
drawbacks to their corruptive activities within evatization processes of local public serviéés.

The above presented picture challenges a convehtew that privatization can decrease
the diffusion of corruption by removing the managamof activities from state control, thereby
letting market-driven impersonal mechanisms sulistitcorruption-prone discretionary decision
making. On the contrary, the process of transfgrpublic assets and the delivery of public services
— especially at local level — into private handsates lucrative opportunities for corruption. As in
any illegal market, criminal organizations and emtises may be willing to enter directly into this
hidden competition for the allocation of rentst@regulate and enforce corrupt deals among other
participants — among them politicians, who can agengthen their position with the consent
channelled by criminal groups.

As with the policy setting previously considered, oo with the privatization of local

24 Other forms oformal or functional improperly defined as privatization of public\dees, consist rather in the mere
attribution of the corresponding production andivéel activities to a public entity formally taking private-like
structure (e.g. a publicly owned limited liabilitpmpany); or in a partial deregulation allowing oprivate actors to
enter into a sector where nevertheless the pubdigler maintains a dominant role.

% Different strategies may be adopted by governmientsansfer public services to private agents. fitiglic offering
of shares implies the creation of a public compamy,a private business where property is wideffused among
shareholders. Competitive bidding involves a precesakin to competitive public procurement — whgrglhivate
companies bid to provide the previously public ggvGovernment entities, both at state and loeatl| regulate
through procedures the bidding procedure, usuallpwing general principles of competition, pubtigitransparency,
and non-discrimination aimed at selecting the km$tate provider. Private negotiation instead issel to the
discretionary assignation of a contract in publiogurement: in this case, the private provider ablig services is
selected through a direct bargaining process wiltealetermined business. Another privatization rmam — not
considered here — consists in the distributionarfohers to certain categories of citizens, whofoegly choose among
a set of private and public providers from whonytban buy the same service.

% Table 9 recapitulates and integrates findings fowsita Porta and Vannucci (1999), Bjorvatn and Bier¢2005), ,
Rose Ackerman (1999), Turnovec (1999), Manzett9@9European Commission (2014a)..
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services we may assume that a network-like or fpnge syndicate” form of criminal organization
encourages the eventual concentration of activaresinfluence on the selection of private buyers
and monitoring control, when the resources at stalte be more straightforwardly detected and
measured, and counterparts in the corrupt exchareggeasier to identify, supervise, intimidate, and
sanction. The opportunity for criminal enterprisesoncur as participants — openly or behind the
scenes — in the process of privatization and institessequent delivery of local services (having a
direct influence on both an occupational perspectiad social welfare) furnishes to the criminal
group a further channel of social control and iefloe on politicians, bureaucrats, and
entrepreneurs. Moreover, the role or the monopolmtsition of criminal groups in certain illegal
markets can be strengthened by the enlargemertieaf metwork of exchange with corruptible
public agents.

Criminal organizations having a more hierarchicalmower syndicate” structure, akin to
“protection firms”, will be relatively more apt talso provide guarantees that illicit deals will be
concluded smoothly within the networks of systero@rruption even in the first steps of the
privatization process. Reputation, violence andliigience in fact allow mafia-like criminal groups
to reduce transaction costs discouraging opporuisd defection — which are a consequence of
the long time horizon of promises on future fulfdnt and uncertainty regarding the stability of the
political and economic actors involved. Besidesrgar and collusive agreements among
participants to the privatization process, crimigadups can also regulate and enforce transactions
and agreements involving support for policies, tioas, votes, and electoral consent, i.e. within
political markets. As a consequence, actors withépolitical-criminal nexus can count on a more
stable decision-making framework and economic emvirent where the delivery of public services
takes place, extending to a longer term the expdgqumespective of future cooperative interactions.
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Table n. 9

Main public actors

Resources offered by

Main private actors

Resources offered

Resources offered by

Main drawbacks and side-

involved public actors in the involved by private actors in | criminal organizations in | effects
Privatization sector corrupt network the corrupt the corrupt network
network
« Elective politicians and+ Decision to privatize « Lobbies; « Regular and ¢ Guarantee of assignments Unnecessary privatization g

@)

The decision to sell to
private actors property of
public organizations

councils;

 Political actors and
parties;

« Political
representatives;

» Local governments

delivery of formerly
public services
Information on future
opportunities to
manage public services
Guarantee of future
assignation of rights to
public assets
Guarantee of
favourable and

* Entrepreneur
associations;

« Corporations with
political influence

irregular political
financing and
campaign
contributions;
Bribes;

Political and
electoral support;
Information and
technical support
aimed at justifying

of private rights over
privatized assets to the
corruptor in the
following phases of the
procedure;

« Political support towards

political decision-
makers;

« Enforcement of political

exchanges among

D

public assets and services
Market concentration
Waste of public resources
and loss of social welfare
De-legitimization of public
bodies

@)

The selection of the
procedure used to identify
potential buyers

profitable regulatory privatization decision-makers and
conditions. Protection political actors
against potential Court « Bribes and irregular
decisions to overturn political financing and
the privatization campaign contributions
process
« Local governments  Decision to adopt « Entrepreneur « Regular and « Guarantee of assignmente Inefficiencies in the future

« High level bureaucrats|
« Privatization Authority

procedure with higher
discretionary powers
Decision to include in
the shortlist of
prequalified bidders
Decision to restrict
participation of bidders
Information on
conditions for future
delivery of services

associations;

« Businesses willing
to obtain future
delivery of public
service

« External technical
consultants

irregular political
financing and
campaign
contributions;
Bribes
Information and
technical support
aimed at justifying
the selection of a
certain procedure

of private rights over
privatized assets to the
corruptor in the
following phases of the
procedure

¢ Guarantee of collusive

agreement deterring
competition in the
delivery of services

« Political support towardsg

political decision-
makers;

« Bribes and irregular

political financing and
campaign contributions

provision of public services
Increase of social
inequalities

Deterioration of
employment conditions

@)

The assessment of the
potential value of public

» Technical offices (e.g.
Engineering or public
administration
departments);

« Political actors and
parties

Decision to evaluate
and sell public assets 3
a lower price than their
potential market value
Political actors’
decisions over

* Entrepreneur

t associations;

« Businesses willing
to obtain future
delivery of public
service

Regular and
irregular political
financing and
campaign
contributions;

* Bribes;

¢ Guarantee of the

fulfilment of corrupt
deals

« Political support towards

political decision-
makers;

D

« Underestimation of the valu

of public assets privatized,
i.e. of the services provided
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assets « Privatization Authority | bureaucratic « External technical | e Political and » Bribes and irregular
appointments and consultants electoral support; political financing and
careers « Information and campaign contributions
« Information on actual technical support
economic condition of aimed at justifying
public organization to lower price and
be privatized favourable
regulatory
framework
« Local governments « Discretional selection | * Businesses willing | ¢« Regular and ¢ Guarantee of the Selection of unqualified
(4) « Technical committee of the private provider;| to obtain the irregular political fulfilment of corrupt private providers

The selection of the
private buyer

for the evaluation of
bids

* Bureaucratic and/or
political decision-
makers

« Political actors and
parties

« Privatization Authority

Information on
qualitative and
guantitative parameters
used to evaluate
competing bids;
Political actors’
decisions over
bureaucratic
appointments and
careers

Information on and
guarantee of future
opportunities to obtain
more favourable
regulatory framework

delivery of public
service

« External technical
consultants

* Middlemen

financing and
campaign
contributions;
Bribes;

Political and
electoral support;
Information on
potential corrupt
agents and
corruptors’
willingness and
reliability;

Hiring of “clients”
and relatives

deals

Political support towards
political decision-
makers;

Guarantee and
enforcement of collusive|
agreements deterring
competition in the
delivery of services
Enforcement of political
exchanges among
decision-makers and
political actors

Bribes and irregular
political financing and
campaign contributions
Protection from
unexpected requests of
additional bribes

Inefficient delivery of
service

Low quality of services
provided

Tariff increases

®)

Monitoring over service
delivery and sanctioning
activity

* Bureaucratic and/or
political decision-
makers

 Political actors and
parties

« Privatization Authority

Lenient regulatory
oversight, i.e.
abstention from control
or sanctioning in case
of defection from
regulatory conditions;
Information on the
scheduling and content
of control;

Protection from legal
disputes for non-
fulfilment of regulatory

conditions;

* Businesses
delivering services
* Middlemen

Bribes;

Political and
electoral support;
Information on
potential corrupt
agents and
corruptors’
willingness and
reliability;

Guarantee of the
fulfilment of corrupt
deals

Political support towards
political decision-
makers;

Bribes and irregular
political financing and
campaign contributions
Protection from “undue”
or unexpected requests
of additional bribes

D

Unsanctioned violation of
standards of quality and
tariffs for the delivery of
services

Lower efficiency in the
management of service
delivery
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» Political actors’
decisions over
bureaucratic
appointments and
careers

(6)

The decision of regulatory

change for service
delivery

* Local governments

« High level bureaucrats|

« Political actors and
parties

« Privatization Authority

Decision to modify the
regulatory framework
for service delivery in
favour of private
business (higher
tariffs, lower quality
standards, etc.)
Decision to de-regulat
service delivery,
allowing private
business complete
discretion

Guarantee of a
selective bypass of
red-tape and
bureaucratic
constraints

« Political actors’
decisions over
bureaucratic
appointments and
careers

* Lobbies;

* Entrepreneur
associations;

* Businesses
delivering services

« External technical
consultants

« Information and
technical support
aimed at justifying
higher tariffs and
favourable
regulatory
framework
Regular and
irregular political
financing and
campaign
contributions;
Bribes;
Political and
electoral support;
Information on
potential corrupt
agents and
corruptors’
willingness and
reliability;
« Hiring of “clients”
and relatives

Guarantee of the
fulfilment of corrupt
deals

Political support towards
political decision-
makers;

Enforcement of political
exchanges among
decision-makers and
political actors

Bribes and irregular
political financing and
campaign contributions

¢ Over-regulation

« De-regulation in tariffs and

quality constraints
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2.4 Allocation and management of EU funds

A variety of EU funds have been and are currentlgcated for the improvement of
conditions for economic and social development witthe Community. Varying purposes are
pursued, making available different funds for aaiartimespan to member states. Both the budgets
and goals of EU funds change over time. Within2867-2013 framework the EU institutions were
able to allocate 975 billion euros of funds acrmes areas: regional assistance, natural resources
pre-accession funds, and external assist&hBéfferent types of funds diverge according to thei
allocation and control mechanisms, which are deézt@o both the European Commission and
member states.

Among EU funds managed by member states are rdgasssstance, natural resources and
pre-accession funds. Within the regional assistdrem@ework, more than one third of the EU
budget is devoted to structural and cohesion fuanised at promoting solidarity and development
through the reduction of gaps in well-being amoegions and citizens. There are two structural
funds: the European Regional Development fund (ER®MRich finances infrastructure projects,
environmental investments, urban renewal, localnesoc development (including small and
medium-size enterprises), and cross-border andieggonal coopet#on; and the European Social
Fund (ESF), which finances training, especially fiisadvantaged people and the unemployed,
including through education and training systentee ERDF and ESF have a global budget of 278
billion euros. The Cohesion funds are a separateument financing transport and environmental
infrastructure with a budget of 70 billion eurosu(Bpean Parliament 2011).

The sector of natural resources has for more tlageérs been the EU’s most important
common policy. Even though its budget has beenrpssgvely reduced in recent years, for the
2007-13 period a maximum amount of 371,2 billionswaonetheless allocated within this
framework. Agricultural expenditure is managed tlylo four funds: the European Agricultural
Guarantee FUh(EAGF), financing direct payments to farmers and measures to regulate the market;
the European Agricultural Fund for rural developi@AFRD), financing the rural development
programs of member states; the European Fishery Fund (EFF), financing the promotion of
environmentally sustainable fishery; and the LIFE+ (Financial Instruments for the Environment)
contributing to the development and implementatcdnCommunity environmental policy and
legislation.

Regional assistance and natural resources fundsallmeated on the basis of a shared
responsibility between the European Commissionthednember states authorities. Following this
mechanism, more than 76% of these funds’ budgetmaasaged by national or regional authorities.
In the first step, each member state develops i@natstrategic reference framework (NSRF),
which must be approved by the European Commisdtember states also create Operational
Programs (OP) which, in a manner consistent withNISRF, present the priorities for each state
and specific regions, and must also be approvatd¥furopean Commission. In the following step

% The EU multiannual financial framework sets theximum amount of commitment appropriations in théidget
each year for broad policy areas and fixes an dvanaual ceiling on payment and commitment appegjuns. See
http://ec.europa.eu/budget/biblio/documents/fin_@Wk3/fin_fwk0713_en.cfm#aii. The 2007-2013 framekvis the
timespan considered in this integrated report,esthe analysis of corruption and organised crinfiirettion in public
decision-making mostly focuses on this period. Ror overview of the 2014-2020 financial frameworke se
http://ec.europa.eu/budget/biblio/documents/fin_T4R0/fin_fwk1420_en.cfm.
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member states and their regions manage OPs: timgleinentation implies the selection of
individual projects to be financed, their controldaassessment activities. Finally, the European
Commission is involved in the general program tigloumonitoring, paying out for approved
expenditure, and supervising national control maigmas.

Application for structural funds follows a proceduithe potential beneficiary prepares a
proposal to the program manager of a specific regRkrogram managers select proposals best
fitting within the OP, then potential beneficiaribave to propose a business plan, including
financial management. The project can start after mational or regional administration has
approved the beneficiary’s project.

Pre-accession funds are provided by the EU as diahasupport for acceding countries,
candidates, and potential candidate countries tameee their efforts in political, economic, and
institutional reforms. They include a wide range @dmmunity funding for various projects in
different areas, which are divided into four typl®, helping countries to transfer from one status
to another; Technical assistance and information exchange instruments (TAIEX), providing short
term assistance to get countries to the ES’s policy level standards; Prince, providing the EU citizens
with information about the Community’s enlargement process; and twinning, helping potential
candidate countries to improve their policy stadddo the level of EU member states.

Application procedures for pre-accession fundssamglar to those adopted for structural
funds. National governments are responsible foritifgementation of projects whose goals have
been approved by the European Commission.

Finally, a quota of EU funds is managed directlythiy European Commission. Community
programmes are a set of integrated measures adcbgtéhe European Commission with the
purpose of strengthening cooperation among EU mesth&es within the framework of European
policies: such programmes — open to the partiopatif acceding and candidate countries — are
financed from the general budget of the Community.

The budget for community programmes is managecttjréy the European Commission,
to whom any legal entity can submit an applicatiBach phase in the procedure — submission,
evaluation, administration, and settlement of theoants — falls under the responsibility of the
Directorate Generals (DG’s) of the European Comimis®epending on the programme, proposals
can also be advanced by consortia of two or mogarozations from the EU member states — as
specified in the call or proposal. Applicants iaigrdirectly with EU officers, from submission to
closure of the project. Each state however hagutesti national offices or agencies which collect
and circulate information among potential natioaglplicants, act as intermediaries with EU
institutions, and assist in the project development

The framework for the allocation of EU funds imglithat a relevant amount of financial
resources are managed and paid following compléesrand procedures on the basis of cost
declarations made by many beneficiaries in diffei@untries. Irregularities, conflicts of interest
and fraud, occasionally also implying corruptiordahe involvement of organised crime, are a
serious risk to the process, as emphasized in Cddiivities?® According to the Report of 2014 to
the European Parliament and the Council (Europeanriission, 2014c, p. 6):

“In 2013, 1609 irregularities were reported as dhaent (this includes both suspected and estalliftaeid), involving
EUR 309 million in EU funds. There are still sigo#nt differences in the number of fraudulent itlagities reported

% See http://ec.europa.eu/anti_fraud/about-us/refammunities-reports/index_en.htm.
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by each Member State, possibly due to different approaches to detecting fraud and, in some cases, to non-homogeneous
interpretations when applying the legal framework. [...] Some trends have grown stronger in the past two years: the
involvement of administrative bodies in detecting fraudulent irregularities has continued to increase and the use of
falsified documentation has become the most common way of committing fraudulent acts. Irregularities not reported as
fraudulent have increased, particularly in terms of amounts. This mainly reflects the increased resources made available
to various spending programmes, more programmes being implemented, and the fact that European institutions and
national audit services are paying more attention to the management of funds”.

Table 10 and figure 2 show the map of irregularities — number and amounts — reported as
fraudulent in 2013 per sector and the trend from 2009 until 2013. The number and amounts of
irregularities reported cannot be considered, however, as a measure of the level of fraud or
corruption affecting the management of EU funds. Figures are in fact influenced by two variables:
level of fraud and effectiveness of the Member States and EU institutions in detection. Reported
frauds are evaluated by the responsible (judicial) authorities of the Member State involved, which
take the ultimate decision as to whether a case actually constitutes fraud and can be prosecuted:
cases initially reported as potentially fraudulent, in fact, may thereafter be dismissed by judicial
authorities. The number of fraudulent irregularities reported in 2013 increased by 30% in
comparison with the previous year, but their financial impact decreased by 21%: a larger number of
less significant potentially fraudulent cases seems to characterize the management of EU funds.
Considering the overall trends over the last five years, a certain decrease — after the peak in 2010 —
in the number of reported cases and amounts seems to characterize this period.

Table 10: Irregularities reported as fraudulent in 2013 (Source: European Commission 2014c)

N° of irregularities Variation | Involved |Variationin|
Budgetary sector (expenditure) reported as in relation [ amounts (in | relation to nts
fraudulent to 2012 |million EUR) 2012 pay

Natural resources 588 175% 75.6 10% 0.13%

Agriculture market support and direct payments 279 87% 485 -18% 0.11%

Rural development 184 202% 13.7 53% 0.11%

Both 102 NA 43 N/A NA

Fisheries 23 475% 9.1 1200% 1.89%

Cohesion Policy 321 15% 165.7 -22% 0.27%

Cohesion 2007-13 248 25% 1240 -22% 023%

Structural funds 2000-2006 (Cohesion fund included) 73 -10% 318 -23% 095%

Pre accession 42 27% 15.57 -65% 1.87%

Pre-accession assistance (2000-06) 33 22% 144 -68% 51.14%

Instrument for Pre-accession (2007-13) 9 50% 12 300% 0.15%

Direct expenditure 25 -14% 12 -40% 0.01%
Total expenditure | o76] _76%| 2484]  .21%] [REA

N° of irregularities| Variation

Budgetary sector (revenue) reported as nvolved

fraudulent SIOUTPS established
for 2013
Revenue (traditional own resources)” 633 7% 61 -22% 0.29%
* The amounts involved include estimations made by Member States
frota__|_______1609] __30%| 3094 __21%| __/ |
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Figure 2: Irregularities reported as fraudulent — number and amounts (2009-13) (source:
European Commission 2014c)
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A supervision and auditing structure was established and refined over time by EU
institutions and member states in order to constrain the risks of frauds and other drawbacks. Projects
financed must comply with purposes and priorities — which differ on a local and regional basis —
defined jointly by the Commission and member states. The control system instituted by the
Commission aims at verifying that objectives are correctly pursed and achieved. A multi-layered
structure was set up accordingly, with member states being primarily responsible for checking the
eligibility of expenditures using structural funds before submitting payment claims to the
Commission, as well as detecting and sanctioning errors, with the Commission responsible for the
achievement of goals.

The mechanism which has been adopted for all types of EU funds — “single audit” —is a
system of internal control and audit based on the principle that each level of control builds on the
preceding one, in order to reduce irregularities and costs of audit activities, and to prevent
duplication of controls (see figure 3). There are three levels of control within each member state,
with distinct roles attributed to the corresponding actors: 1. the managing authority, which is
responsible for the beneficiary meeting the criteria, following the rules, and implementing the
programme — an implementation report is sent annually to the Commission; 2. the certifying
authority, attesting the correctness of the beneficiary’s bills and consequently sending the payment
order to the Commission; 3. the audit authority, controlling the activity of the managing and
certifying authorities, and in case of the irregular treatment of the beneficiary’s declarations giving
them advice to change the procedures; 4. the fourth level of control is the EU Commission,
supervising the effectiveness of the control system in members states and performing audits on
member states, providing guidance in case of the inefficiency or malfunctioning of national control
systems. The Commission supervises the management of programs and participates in monitoring
committee meetings, and randomly operates an in-depth check of in a small number of projects’
funding at the end of a programme.

The primary responsibility for control in the management of EU funds is attributed to
member states, which design the three-layered system in compliance with EU standards. After the
EU Commission approval of the control system design, member states organise the managing and
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certifying authorities, as well as the audit over them. The effectiveness of the control system
however requires autonomy between levels: institutional actors responsible for the implementation
of the control should operate independently from each other. Deficiencies and ineffectiveness in the
control system may instead emerge in member states where managing, certifying and auditing
authorities overlap within the same structure (e.g. a Ministry). The Commission in supervising the
control system operated by the member states has in fact a very limited insight into the direct
spending procedures of each project.?®

The width and complexity of regulation concerning the multiplicity of EU fund
allocations, management and supervision mechanisms — where general EU norms overlap with
specific national and regional laws and procedures — makes it impossible to summarize in a single
scheme the opportunities, actors, and resources potentially involved in a criminal-political nexus
based on corruption. A significant quota of EU funds is however allocated through public
procurement procedures. When beneficiaries participate in public tenders and conclude contracts
with both the EU, national, regional and local authorities, the structure of opportunities for
organised crime to infiltrate different steps of the procedure has already been presented in a
previous section.

In general terms, however, the three types of fund allocation produce different
incentives to the infiltration of criminal organizations. As shown in figure 4, there are four ways in
which the Commission can manage payments.

Figure 3: EU single audit approach (source: European Parliament 2011).

European Commission

EU Aundits

Certifying Authority

+ Andit Authority —»

—  Managing Authority

— Beneficiaries -—

%9 See European Parliament 2011, p. 24.
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Figure 4: Commission management of payments (soufeed financial programming and budget, in
http://ec.europa.eu/budget/explained/managemendgtawho/who_en.cfm)

Budget implemenation may be:

. shared i ioi ith i i
centralised | | decentralised jointly with international

(Member states) (Third Countries) organistations
direct | indirect |
|
| | |
executive bodies set up by bodies with a public
agencies the European Union SErvice mission
("decentralised agencies”) ("national agencies’)

Centralised direct management by EU institutiors/écing approximately 22% of the EU
budget) can be considered as the least vulnerahladue influence by criminal actors. In fact, as
we have shown, criminal groups typically restritieit range of activity within a limited
geographical area or economic sector, where theofisesources at their disposal (violence,
intimidation, reputation, intelligence, social dapi etc.) allows them to operate successfully mith
illegal markets or to regulate and enforce illiaitd informal activities. Criminal organizations
consequently can produce hardly any effective “Yofdp activity”, nor organize a stable criminal
cartel in order to induce an allocation of fundsgofarable to protected criminal enterprises at the
level of European decision-making — unless they able to provide in front of the European
institutions a stable and effective dissimulatidrih®ir nature as criminal entities, overcoming the
double national and European supervision and kegfarcement mechanisms.

In centralised indirect management, constraintcriminal infiltration in the decision-
making process can be considered almost as effeesvin the previous case. Management is
generally delegated to executive agencies, seyupeEuropean Union or having a specific public
service mission, with their own legal personaliipked to the Commission by an agreement
(decentralised agencies, joint undertakings, natiagencies, specialised EU bodies, international
organisations, non-EU countries). The high degreeeantralization and professionalization of
executive agencies’ activities and the tightnes€ofmmission supervision and control generally
represent a strong barrier against the risk of ioaminfluence. For the same reasons, joint
management, when implementation is delegated &rgavernmental/international organisations
having globally accepted standards, also tendsrdwige decision-making processes basically
impermeable to criminal influence.

Shared (with member states) and decentralized (thitld countries) implementation of
budget allocation can be taken as relatively marsceptible to the potential interference of
criminal organizations. Almost 80% of the EU budigetillocated through such mechanisms, which
normally require national co-financing: EU fund® antended not to replace, but to integrate and
complement national investments. In this case aew@sabout final beneficiaries and the actual

transfer of money are taken by public entities,national and local level: according to the
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partnership principle, regional and local authestare involved in the planning, implementation

and monitoring phases. Individual countries — aftaving developed strategic frameworks and
operational programmes — actually distribute fumiignage expenditure, and exercise a direct
control over the implementation of the projectsheneficiaries, which can be public, semi-public,

or private actors (businesses, consortia, assorngtetc.). Both the corresponding decision-making
centres and the beneficiaries of fund allocatiom tteerefore be exposed — under certain conditions
— to the influence of criminal organizations. Usitg limited amount of research and evidence
available, table 11 shows some of the weaknessethanmechanisms for the shared and
decentralized allocation of European fuis.

Table 11: Some elements of vulnerability to crinhim@anization influence in the allocation
of shared and decentralized allocation and manageoféunds

In general terms, among the variables that mayterepportunities for the infiltration of
criminal organizations — hierarchically or netwdike structured — in the allocation and
management of EU funds, we may consider:

() the level of government where decisions about djperal programs, financial commitments,
the identity of beneficiaries, and controls arestakThe lower such level, the higheceteris
paribus — will be the probability that criminal groups dirtheir way to enter directly or
indirectly — with protected businesses — in thist@e Only strong hierarchical criminal
groups — i.e. “protection firms” — may occasiondigve the capability to ascend the decision-
making process up to the point of “capturing” polgns with influence over general
regulatory and financial decisions taken at nalitengel, using as a resource of exchange also
their impact over the electoral process and thapability to enforce political agreements.
Criminal enterprise syndicates can instead openaialy at regional level and in the selection
of beneficiaries, as well as in the following prgsehen they find economic, bureaucratic
and political counterparts willing to be involveddorrupt exchanges.

(i) The degree of complexity of the national regulattngmework and procedures for the
management of EU funds. The consequent slowing dafwdecision-making processes and
the undermining of controls increases uncertaintywould-be and actual beneficiaries,
therefore enhancing both a “demand” for protectlmough corruption and criminal groups’
guarantees, and the opportunity for criminal busses to grab these funds’ allocation
through illegal means.

(i) The diffusion of fraudulent and illegal activitieslated to the allocation of EU funds. The
more diffuse hidden transactions are within a @erfaolitical-administrative context, the
stronger the incentives for criminal groups to eaesuppliers of enforcement and protection
services within such networks of illegal deals,tordirectly support the involvement of
criminal enterprises in fraudulent and corrupt\atés, thanks to the competitive advantage
coming from their “illegality skills"— e.g. with meey laundering purposes.

(iv) The degree of political accountability over outcemee. the realization of programmes’
purposes, which relates to the transparency optbeess of auditing and supervision and the
electorate’s motivation. A stronger degree of aotability of political decision-making
makes it less vulnerable to the distortive effdatroninal groups’ pressure.

(v) The administrative capacity and degree of professdipation of national and regional public
service personnel, involved in the process as magagertifying, and auditing authorities —

% Table 11 recapitulates and integrates findingmfEuropean Parliament (2011); European Commisgi6m4), della
Porta and Vannucci (1999; 2012); Dimulescu, Pop Bodbftei (2013), Toennison and Muunga (2013), OL&#kd
Transparency International Lithuania (2013), Fagekdvalkovska, Skuhrovec, Toth and King (2013), ,

80



(vi)

and in certain cases also as beneficiaries. THeshidpe state capacity, the lower the potential
space for criminal groups to enter into the deaisitaking process at national level, both as
enforcers and as participants in illegal deals.

The nature of controls over the allocation and rgangent of EU funds. The tighter and more
effective is the control of EU institutions oveethdecision-making process and its outcomes,
the less criminal organizations — rarely able isedheir corrupting influence at the European
level — will be encouraged to enter into this secithe opposite situation obtains when the
structure of controls at member state level isdbrgneffective, due for instance to the
overlapping of managing, certifying and auditinghauities within the same public structure
— a coincidence of roles creating conflicts of iag which may simplify also the conclusion
of corrupt exchanges between criminal groups atidme control authorities.

The prospects for criminal organizations to infiltrate the allocation and management of EU

funds may interfere also with the absorptive capacity of different countries, i.e. the extent to which
states are capable of effectively spending their quota of EU funds — normally expressed in
percentage of the total allocation. As figure 5 shows, there are relevant differences among EU
countries, which besides observable factors — mainly states’ financial and administrative capacity,
1.e. the ability of public authorities to co-finance and manage the programmes and projects
supported by the EU, promoting inter-institutional coordination and public-private partnerships —
could also be more or less directly determined by the hidden influence of the political-criminal

nexus. Absorptive capacity is usually positively correlated to the ability of central and regional

authorities to prepare consistent multi-annual plans, to cope with the substantial amount of

administrative work, and, finally, to finance and supervise implementation, avoiding fraud,

clientelism and corruption”.

5 31

Figure 5: Percentage of project selection (2007-11) and paid expenditure (2007-January 2013)
(source: European Commission, 2013b)
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Corrupting and corrupt agents — among them criminal organizations, as corruptors or

enforcers of others’ illegal deals — normally have an interest in increasing the amount of resources
allocated — a quota of which they will collect through fraud and undue influence over decision-
making. It would thus appear likely that higher levels of corruption and organised crime penetration

31

See

European Parliament, The (low) absorption ofU Estructural funds, 1/10/2013, in

http://www.europarl.europa.eu/eplibrary/The-low-atpmion-of-EU-Structural-Funds. pdf.
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will be associated with an increase of the coragents’ demands for the financing and expenditure
of projects supported by EU funds. It seems, howekiat such a relation is at least ambiguous, and
occasionally inverse. In ltaly, for instance, tlegions with the lowest rate of absorption of EU
funds are Sicilyy Campania and Calabria, i.e. thdweing a deep-rooted presence of
“institutionalized” mafia-like criminal groups. The same regions show a higher percentage of
exposed frauds in the management of EU funds (European Parliament 2008; Guardia di Finanza
2009; Corte dei Conti 2013 and 2014). Three factors may account for such evidence. First,
corruption and administrative inefficiency go haid hand, therefore a texture of pervasive
corruption may severely undermine over time theabdjpy of public authorities to manage such
funds according to the complex system of implentertamanagement and control at EU, national
and subnational levels. Secondly, EU fund alloceti@re partly under the supervision of the
structures of control of the EU (less easily cotiblp than national ones)- supervising the
definition of the regulatory framework and straggithe financing of projects, and the obtainment
of purposes — a factor that may discourage crimantdrs from an enlargement of corrupt networks
within such sectors. Finally, in territories whereminal organizations regulate illegal deals and
protect potential beneficiaries, the potentialrtcuir litigation and violent enforcement in the case
something going wrong within the complex interagtwith EU institutions may also induce local
policy-makers and businesses to abstain from aenseite recourse to such sources of funding for
projects.
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Table n. 11 EU Funds management and infiltration

Phase of the decision-
making process

Specific activities

Levels of government involved

Degree of control of EU over the
process

Potential role of organised crimein
the process

Weaknesses of the processto the criminal
influence

gy

7]

Programming: the Elaboration and approval ofs  National High — required approval of » Pressure of criminal organizations | » High discretion in the definition of the
regulatory, operational and| strategic national . EU NSRFs and OPs towards national decision makers top general criteria and principles of the
financial framing frameworks and operational induce an elaboration of a regulatory regulatory and operational framework,
programs and operational framework also due to the lack of a national strate
vulnerable to infiltration of criminal |  including priorities
groups; * Poor state capability and low
« Capability to influence national co-| independence of national political actor
financing of programs and projects| from economic interests and criminal
functional to the allocation of funds| influence — also through the electoral
in areas and sectors permeable to | process
criminal organizations’ infiltration; |« High complexity of the national
legislation and regulatory framework,
generating conflicting understandings
and therefore uncertainty
* Inadequate and opaque public
information about EU funding allocatio
opportunities
* Specificity of financing conditions
creating an advantage for particular
applicants meeting pre-defined criteria
Implementation/ Selection of individual « National Low « Enforcement of bid-rigging among | « High discretion in the awarding of EU
management projects to be financed, e Regional participants; grants and aid,;
supervision over e Local « Enforcement of systemic corruptior] « Deficiencies of national level control dy

beneficiaries meeting the
criteria, following the rules,
implementing the
programme

in order to undermine controls over
fraudulent allocation of funds;
Camouflage of criminal enterprises
as potential beneficiaries using
menace, reputation, and corruption
to succeed,

Protection and enforcement of deal
among public and private actors
concerning the beneficiaries’
execution of the project (sub-
contracting, agreements for the
purchase of services and goods,
etc.);

Racketeering and “security” serviceg
in the economic activities related to|
the projects;

S

to the overlapping of managing,
certifying and auditing activities within
the same structure;

Low transparency and accountability in|
the mechanisms for the selection of
individual projects and their
implementation;

Weak professional capabilities of
program managers and managing
authorities

Inadequate time-frames or project
selection and discretion in the processi
of requests for payments

Lack of effective safeguards against
undue influence of political actors to th
implementing institutions for
clientelist/corrupt motives
Fragmentation and multiplication of EU
funds in micro-projects, having lower
visibility and increasing costs of
implementation and monitoring
Decentralization of the decision-making
process to a level where criminal
organizations can locally influence the

ng

Y

83



political process

Low absorption rates, i.e. inability of
managing authorities to select projects
that will eventually receive payments
from EU funds.

Conflicts of interest involving public
servants, and experts, professionals,
entrepreneurs , relatives or individuals
who are closely related to them
“Revolving door” mechanisms involving
public servants and managers operatin|
within managing authorities later hired
by firms obtaining EU funds

Reporting, certification and
auditing

Attestation of correctness g
beneficiaries’ bills, control
over managing and
certifying activities

fo

National
Regional
Local

Medium - random in-depth checl
of some projects’ funding

« Enforcement of systemic corruption ¢
in order to undermine controls over
fraudulent certification and paymentt
procedures;

« Corruption of certifying and auditing «
authorities;

Lack of national level control due to the
overlapping of managing, certifying andg
auditing activities within the same
structure;

Scarce amounts of resources allocated i

control activities

Low accountability in the procedure for
bill certification and the realization of
project goals;

Low professional capability of certifying
and auditing authorities

Scarce reliability of data and receipts
provided by beneficiaries, especially
those operating in the private sector, d
to both unintentional and fraudulent
motives

Lack (or low quality) of evaluation of
the economic return of EU funded
projects

e

Supervision and eventual
recovering of funds

Control over the
effectiveness of national
control systems, auditing of
member states, guidance,
eventual retrieval of unduly
paid funds, whether
resulting from error,
irregularity or deliberate
fraud

EU

Complete

¢ Almost nil

Complexity of the regulatory framework
Slowness of the recovery procedure
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Bulgaria

Organized Crime Assessment

In Bulgaria, the borderline between the legal drelilegal economies is much less clear than in
most of the EU MS. Organised crime has merged wialporations and groups that have
privatised former state-owned assets, or has wamsd its accumulated capital into political

and administrative power. This influence in thetestastitutions allows companies to use
corruption to win public tenders, avoid taxes, asybtematically break the laws to gain

competitive advantages. At the local level, pdditielite and political parties are highly

influenced by organised criminal groups. Certaiimaoral structures have also exercised
influense over MPs or national level politiciafs.

Social background of organised criminals in Bulgam

The social background of organised criminals indaudk fall into four general categories —
socially marginalised, high-risk entrepreneurs lant entrepreneurs and oligarchs (CSD). The
first categorysocially marginalisedgroups are victims of the economic crisis and the poverty
following the painful transition of the country bearket economy. Criminals within this category
are predominantly of Roma origin. Their ‘illicit bumess model’ relies predominantly on
exploitation of vulnerable members within their owammunity. All Roma neighbourhoods
nowadays have local leaders, most of whom are irabof some illicit enterprise (trafficking
in human beings for sexual exploitation, pick-pdoigg drugs distribution, illicit cigarettes
distribution, illicit logging, etc.). Typically, # ‘foot soldiers’ (or victims) of these illicit
enterprises (prostitutes, pimps, street dealer&lreh etc.) come from the same neighbourhoods.
Over the years, these leaders’ growing control o¥es marginalised population, and in
particular their ability to control the votes dugielections, has provided them with leverage to
influence politicians, judiciary, and law-enforcemhe (Gounev, 2012)

32 Since Bulgaria’s EU accession, the European Cosiatighrough the Cooperation and Verification Meatkm
(CVM) has been monitoring and has reported regutamlefforts to prevent and fight corruption andanised
crime, and on the reform of the judiciary. The sateeport on the Progress of Bulgaria under theogaration and
Verification Mechanism has noted that there is latkverall progress on emblematic organised céases, which
remains an obstacle to persuading the Bulgariatigthiat serious efforts in the fight against origax crime are
being made.
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The high-risk entrepreneurs are a category of grey and black market entrepirsnihat even
before 1990 has been active in illegal foreign @oey trade or organising various channels for
supplying goods in short supply. Right after th# & Communism they were the first to
identify and develop profitable niches in grey didck markets, as well as to engage in cash
corruption of public officials. Later on most ofettm sought support, joined or were subdued by
violent entrepreneur or oligarch structures (CSBPCGounev).

The violent entrepreneurs are emblematic for Bulgarian organised crime. yeenerged in
the early 1990s and their business model largelglved around protection racketeering, debt
collection and settlement of business disputesutitiothe use of violence. The factors that
triggered the emergence of these “violent entrezaresi are similar to the ones that shaped the
so called ¢unossie ctpykrypsr (Violent power structures)” in Russia. (Volkovihe members of
these groups were recruited from three main podtsrmer athletes (wrestlers, boxers, weight
lifters), law-enforcement officers that were laiffl @s a result of cut backs in the public security
sector during the restructuring of the sector mehrly 1990s, and former prisoners that received
amnesty in the early 1990s. Gradually, these sgralips united to form the notorious ‘violent
groups’ like SIC, VIS, Group 777. Their initial bness was disguised as private protection
companies, to be transformed later on into inswwasampanies (in 1995) and subsequently to
grow in big holding-type structures engaged in Hetjitimate businesses and various criminal
activities. Through the use of violence and extortihey managed to effectively subdue most of
the organised crime entrepreneurs engaged in daffgcking and distribution, prostitution and
human trafficking, car theft, and smuggling of gead the territories under their control. The
former security officers involved in these violemttrepreneurs groups utilised their informal
contacts in institutions like police, customs, mrduards, tax authorities and even politicians
and foreign embassy personnel, thus creating efeeeind wide-reaching corruption networks.
Some of the violent entrepreneurs were able to rheclmcal oligarchs and even entered local
politics (CSD; Gounev).

The highest category of organised criminals is #Htwe called oligarchs. While ‘violent
entrepreneurs’ employed violence in order to ob&icess to public resources, oligarchs relied
on their access to the political elites. Most lté bligarch came from three social groups —
former communist party ‘nomenklatura’, former higinking business executives and former
high-ranking officers from the security sector. kVihe assistance of politicians from different
parties they benefited from the large scale properdistribution after the fall of Communism
through siphoning state-owned companies and baigkgng off privatisation deals, establishing
monopolies or cartels over certain markets (oigasy gambling, mobile telecommunication,
etc.), corrupting of public procurement tenders, TVAnd excisable goods fraud. They often
formed partnerships or employed high-risk entrepues and violent entrepreneurs in order to
enter and to control as many markets as possiiteiding black markets like prostitution, drug

% The term ,oligarchs” has been widely used in Btilgaince the beginning of the century. It has firssen used in
Russia. It has been argued that the Bulgarian nafdsimbiosis between criminal and legal netwodsembles the
major clientelist structures in Turkey and Russia.
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trafficking and tobacco smuggling. Oligarchs furdgetheir business expansion through various
means of influencing and corrupting political pastiand public officials like paying kick-backs,
providing cash to buy votes for certain partieguagng or establishing media in order to trade
influence with the political elite, employing kegrsor public officials in their private companies
(CSD).

The symbiosis: organised criminal — grey economylegal economy

With the political stabilisation of Bulgaria at tiead of 1990s, the completion of the privatisation
process in 2001 and the beginning of the EU acmessgotiations, the blending of legal and
illegal business became key to the survival andaegion of organised crime in Bulgaria. In
2001-2007 the current structure of organised ciimBulgaria emerged. It is based on various
forms of symbiosis, combining forms of organisedner that were typical for the transition
period (violent entrepreneurs, oligarchs and blackrepreneurs) with networks of public
officials (at all levels), magistrates and poligics. One of the characteristics of this periodhés t
decline in violence, although there was still gganumber of murders of individuals associated
with organised crime between 2000 and 2007 (Seer&if)). This had a strong impact on the
political process in the country, as well as onEueopean Commission’s evaluation of the fight
against organised crime in Bulgaria (CSD, 2012)
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Figure 1 Organised crime and violence during the transition period (1989 — 2011)

With the decline in violence and the loss of teridl control a new universal structure of
organised crime gradually emerged. It functions tba basis of market mechanisms and

symbiosis of black, grey and legal business strastu
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The assessment of the three-layered black-grey-kganomy in 2011 shows the following
national distribution: legal (GDP) - €38,8Bgrey economy estimated as the equivalent of 25 —
30% of GDP, or €9.7B — €11.7Band black economy estimated to generate the equitvafeat
least 4.7% of GDP (or €1.8 attributed to the 12 most significantasmged criminal activiti€§.

Relatively homogeneous structures could be destribehe three markets — white, grey and
black, see Figure 2 (CSD, 2012).

)
L

harmaceuticals cigarettes | S oil products real estate financial services
©

[J Legal economy €38.3 billion
[ Grey economy €9.7 - €11.7 billion
[ Criminal economy not controlled by organised crime

M Criminal economy controlled by organised crime €1.78 billion

Figure 2 Structure of the criminal-grey-legal economies in Bulgaria

It should be noted that there are no evaluationst \whrt of the criminal-grey-legal economy is
controlled by organised crim&. However, if we cut across this three-layer modeimarkets,
regions and structures of organised crime, seveoshble characteristics will be revealed.

% National Statistical Institute 2011.

%5 Dynamics of the Hidden Economy in Bulgaria and @lebal Economic CrisisSofia, Center for Study of Democracy

2011.

% Serious and Organised Crime Threat Assessment-2@DA1, Center for the Study of Democracy 2012.

37 Serious and Organised Crime Threat Assessment-2@DA1, Center for the Study of Democracy 2012.

% One of the possible approaches to assess the naihbeyanised criminals involved is through assess of the
size of illegal goods and services. According tdGStimates, the number of persons involved in ruisgal crime
networks in 2010 — 2011 ranged from 4,000 and 5,8@Qhe same time, there is a wider group of paénts,
typical for the lowest levels of the criminal matkewhich often creates the impression that therao proper
organisation. This layer is the periphery of orgedi crime. Some illegal goods and services (cigemesex
services, cannabis, oil products) are provideddsyigipants who work for themselves and are not piorganised
crime. They take advantage of a criminal ‘ecosysfeouarishing around the core of powerful crimir@iganisations
but manage to evade control over long periods,agr @type of criminal rent in exchange for acceskitrative
markets or for protection, usually from the comfeti or from prosecution.
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Above all, it is the size of each market. Seconilis possible to determine the structure of the
particular market by the correlation of the layerlegal, grey, and black. For instance, with
regard to the real estate market, the importanstepreis what proportion of the turnover is legal,
i.e. all due taxes and fees have been paid, ragj@ts have been done in full compliance with
the law, etc; also, what part of the volumes are¢him grey zone, i.e. the actual price of the
property was not reported and consequently, thetalkes and fees have not been paid in full;
some of the required authorisations (concerningsitaation, zoning, etc.) may not have been
properly issued; finally, in the black market, thare outright criminal fraud schemes, including
document forgery, appropriation of property by eimte, etc. A vertical analysis can also be
made regarding the tobacco market, where tobacogpanies in the legal market create or
exploit two different types of distribution netwatKThe first involves withholding the payment
of some VAT through distribution companies whicmdae defined as grey enterprises. The
second network is a purely criminal scheme invavihe sale of established cigarette brands
without paying excise and VAT through a periphefycominal companies. This example also
shows how criminal structures from one illegal netrkre linked to criminal networks from
other black markets.

A similar structure is discernible in each markearing in mind that in some cases (e.g. illegal
drugs) there are no legal or grey markets andemthrket for sexual services there is no legal
segment in this country but there are numerous roppities in the EU Member States. In
Bulgaria, there have already emerged fully legalsconer markets (i.e. with no grey or illegal
sectors) such as those of beer, washing powdekirgaservices, etc. The markets can also be
analyzed horizontally, exploring their size andisture in the respective regions. Sometimes two
or three regional structures are in position toticdrthe economy of an average-sized town and
the surrounding municipalities.

For the last few years the scheme behind the sygishiof criminal-grey-legal economy
essentially boils down to the mechanism of tramsfgr,dirty operations" over to subordinate
structures and subcontractors controlled by thebtzgses. At the same time, the leaders of these
schemes own perfectly legal companies and avoiohwaslvement in practices associated with
even minimal risk. The bulk of the revenues of\gegicriminal group are secured by companies
whose operations include grey business activifideese white-and-grey companies are the
largest and most typical ones of the oligarchicdimgs and the former violent entrepreneur
groups.

The legal/illegal differentiation takes place eweside the groups themselves along the lines of
young/old. In recent years, there has been a teyden the older and more powerful members
of organised crime to take up fully legal businssséile the younger and less prominent
members manage the grey and black structures.

After the start of the EU accession negotiatiorss @specially after the accession in 2007 part of
the legal structures managed to build partnershifis global multinationals. They use different
strategies (selling of the entire companies or chmpanies’ assets) in the segments where
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competition is direct and cannot be politicallyliginced. In other cases they sell their majority
shares, but keep important managerial positionkegrassets. Another option is to keep their
company by becoming a representative of well-estladdl international brands.

As an additional safeguard, these business owngrassets abroad (in Western Europe, Asia or
America). This allows the respective boss to denmates he is a recognised businessman in an
economically advanced country, as well as to spgetended periods of time in that country in
case he or his business come under threat in Bal@agardless of whether the threat comes
from business rivals or from law-enforcement).

Another important characteristic of the criminabgps is their propensity to mushroom in
number only - i.e. the number of companies growilevtheir overall staff, capital, assets, or
sales remain the same. It is common practice ferbibsses of large legal companies to make
their trusted long-time employees register firmghair names. If any problems arise with state
institutions, these volatile companies terminatertlactivity, thus obscuring the responsibility
for prior actions. An example of this modus operasdne of the largest grey networks in this
country, comprising more than 350 legal companperating in all kinds of markets - from the
import of cars to a nationwide sports betting nekwdén addition, the typical oligarchic groups
often have a number of offshore registrations ew#ren they have been registered on the
Bulgarian stock exchange.

Decline in violence and conversion of criminal ¢apinto legitimate business structures led to
greater demand of corruption as an instrument. ddirocorruption organised crime tries to
regulate illegal markets. On the other hand, cdioapis used to settle business conflicts
(through leverage in the judiciary) and to taketoarof additional economic resources (through
manipulation of public procurement). It should lm#ed that although it was expected, there was
no increase in violence at the expense of marketarruption mechanisms due to the economic
crisis.

Involvement of criminal organizations in political corruption

To understand the impact of organised crime onver®us state institutions in Bulgaria, it is
important to review the established political moitethe country. At the beginning of the 1990s,
the democratically elected political elites in Baign controlled over 90% of national wealth
(including state owned enterprises and public ptgpe They were tasked with quickly
transferring this wealth into private hands. Simtta other countries in EU-10E, the institutions
of political democracy (parties, political movemgrirade unions, etc.) were completely missing
or underdeveloped. The lack of legal frameworkth@ minimal financing for political structures
was another key problem for political parties thgloout the 1990%. This meant that when

% The other factors that contributed to the involeeinof criminal organizations in political corrumti were: 1)
Lack of civil society traditions in Bulgaria 2) THack of contacts of the Bulgarian political elitesth Western
democratic political forces and strong connectiofith the Soviet elites 3) The moratorium on themanpt of the
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political organizations went into opposition, thegre often unable to finance their expert teams
and party structures, or even to pay their offieats. Aware of this gap in financing, the
emerging large entrepreneurs and business groupsdttheir support for individual politicians
and political parties into political investmentst the same time, there were no mechanisms for
effective financial and institutional control oveolitical agents, making networks of politicians
and ‘political investors’ untouchable.

The approaches of these ‘political investors’ eedlwith the changing environment. During the
first phase of the transition, 1990-1997, whenatisation was limited, entrepreneurs tried to get
control of state-owned enterprises. In the 199012period, when 90% of state-owned assets
were privatised, ‘political investors’ were fullpvolved in rigging the privatisation process by
paying bribes, salaries and bonuses to politician®y becoming directly involved in local and
national political structures.

Since 2001, a new pattern of interaction betweemical networks and local and national
political entities emerged. This pattern, whictsidl valid today, involves privileged access to
public tenders, concessions, access to EU funddjcpreal estate fraud (including swaps of
public land), corrupt licensing of business aci@at protecting industry monopolies, etc.

The patterns of interaction between the econommim({ieal) groups and the political elites could
be described with the term ‘multi-layered singléwwk’ — a national social network consisting
of a large number of sub-networks that encompaastipally all personal contacts of the most
influential entrepreneurs and key politicians. Dioethe small size of the country and the
clientele model of recruitment and advancemenhefdlites, the number of people at the core of
this ‘single network’ is several dozens; the seeondhubs’ add another several hundred; and
the widest circle (including mayors of mid-sizeiestand senior public administration officers)
adds up to a total of 2,000 to 3,000 people.

It is important to note that the most influentiatrepreneurs support simultaneously competing
political forces. The ‘political weight’ of a givepolitician is dependent not only on the success
of his or her own party, but also on their accesshe largest number of entrepreneurs and
networks of political investors. The leader of tevement for Rights and Freedoms (MRF)
Ahmed Dogan provided a concise description of ite®logy of network of investors just before
the parliamentary elections in 2005. He used thma teircle of firms’ to describe the fact that
each political party has a network of economic gsand companies that support it financially.
All subsequent political scandals revealed thaheodc groups can make corruption payments
only if they are accepted as part of the ‘circldéimhs’ of a given political party.

foreign debt further isolated the country from gtebal financial markets. 4) The war in Former Ysigoia and the
related embargo had the same effect on the develaipafi organized crime in Bulgaria as the prohisitperiod in
the USA had on the Italian-American mafia. Durihg period a serious network of smuggling chanralsriilitary

equipment, oil and other excise goods was estadalish
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Anti-corruption experts in the country consider ttilae model “circle of firms” should be
considered as part of a multi-layered single nekwoevhere the “companies of the party”
compete with the “companies of the big oligarctoalgions™°.

The consequence is that all of the branches of pawéhis country are a target of special

attention by the oligarchic criminal networks. Thig instance, the formation of lobbies in the
legislature is typical of the influence of the @lrghic groups. By an expert estimate, within the
past four parliaments (39th - 43th National Assees)lit is possible to identify approximately

20-40 MPs on average who have actively advocatglé&tion in the interest of economic

structures related to different oligarchic-crimingtructures. Such legislative acts include a
number of draft laws and amendments to the lawgambling, insurance, electronic media,
energy, excise goods (tobacco, alcohol, oil) etc.

The appointment of high level representatives ef shate administration — ministers, deputy
ministers, directors of agencies and heads of wirates in the ministries is coordinated not only
with coalition partners and parties, but also witligarchic coalitions* This model is also
duplicated at local level in municipal administoati(including mayors of mid-size cities and
senior administration officers) and municipal caisic

Electoral fraud as a form of political corruption

The last three election campaigns for national Badopean parliament (2013 — 2014) have
made the problem of “political investments” (buyiofgvotes and controlling of voters) a matter
of high political importance. This is a form of gwmal corruption with growing impact:
comparing election results in different years Hasas that the relative weight of controlled and
bought vote has increased from about 9 — 9.5% BO20 about 12 — 13% in 2014. CSD
analyses of the last 10 years have shown that kwhlnational level oligarchs are increasingly
involved in “political investments”, which they ded¢o recover after elections by acquiring
access to public funds and/or assets. Increasipglitical investors directly ask political parties
to compensate them for the funds spent at elect@npaigns through procurement contracts,
agricultural subsidies, payments from EU funds atieérs. The negative effects of this process
are numerous: disappointment with institutions galitical parties, distortion of political
representation, lack of trust in central and lgmalernment, decreasing quality of public services
and publicly funded construction projects. Overatintrolled and bought votes lead to political
demotivation and lower voter turnout, which in tuncrease the relative weight of political
investment.

“? There has been a clearly distinguishable dynamibe establishment and dissolution of coalitioesveen the
the biggest oligarchic structures for the last 2arg.

1 The two ministries, where appointments are ofikgyortance, are the Ministry of Interior and thenigiry of
Finance.
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On the other hand, the increasing incidence of baigng has made parties face the “prisoners’
dilemma” (if everybody suspects that others usedra&very party has to buy votes or risk losing
the competition). Supply and demand have in thig evaated a market in which Roma families
offer the potential votes of the whole communitye(treservoir) and all big parties compete to
buy them. This market for votes has three distientls of organization: 1) “privates”, or people

who control/sell the votes of their immediate sbciecle (10 — 15 people); 2) “lieutenants”, or

people who control 10 — 15 privates; and 3) “brekewho control the access to political parties
and the lower levels of the market.

Criminal leaders and their networks have been peemigparticipants in the vote buying process
in the last 10 years. Criminals working both in garia and abroad in illegal lending, drugs and
prostitution are actively involved. In addition being middlemen, they also have enforcement
functions with regard to informal contracts and payts related to buying and control of votes.
Private security companies became a new actordnast election: they had the function to

enforce contracts, as this is part of the blackketaand force is often used to ensure compliance

Legislation Assessment

Legal provisions addressing corruption

An effective fight against organised crime and aper implementation of anti-corruption
policies require appropriate legislation and retjores.

Corruption-related provisions were integrated ametraded in theCriminal Codefollowing the
ratification of international conventions. The kiggal provisions addressing corruption are
provided for in the Section “Bribery” of the Bulgan Criminal Code This section includes
provisions criminalising active and passive bribefypublic officials, active bribery of foreign
public officials and mediation in bribery and procation towards bribery (Art. 301-307a).
Sections “Malfeasances” and “Embezzlement” furihelude provisions on to breach of official
duties, abuse of power, trading in influence andezmlement (Art. 282, 283, 284; Art. 201).
Vote buying and selling are also criminal offen¢&s. 167 and 167a, CC).

Further legal provisions with respect to corruptame contained in theaw on the Prevention
and Ascertainment of Conflict of Interesthich envisions administrative penalties for tdec
and appointed officials in case of violation ofpt®visions. Thé=lectoral Codeand thePolitical
Party Actfurther contain anticorruption provisions ensurtr@ansparency and accountability of
party financing and election campaigning.
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There are a number of specific laws and regulat@mmsertain groups and certain functions of
the public administration £aw on Civil Servicé” Labour CodelLaw on Public Procurement,
Law on Local Self-Government and Local Administratas well as various internal ethical
regulations on conflict of interests and assetslaksire.

Legal provisions addressing organised crime

A definition of the notion of “organised crime” doaot exist in Bulgarian criminal law. In
principle, notions like “crime” and “organised cehare notions of criminology and most
national penal laws do not use them and do noheefiem. The&riminal Codelimits itself to a
legal definition of “organised criminal group” wiic according to the majority of judges,
prosecutors and members of the investigating aitiggr differs in content from the notion of
“organised crime”.

In Bulgaria, it is a criminal offence to form, diteor participate in an organised criminal group
(Article 321 (1) and (2) of the Criminal Code). Tteem ‘organised criminal group’ is defined as

a permanent structured association of three or mpersons formed with a view to committing,

acting in concert, in Bulgaria or abroad, any cniatioffences punishable by imprisonment for
more than three years. An association is considgredtured even in the absence of any formal
distribution of functions among its participantsiration of their involvement or any developed

internal structure (Article 93, Item 20 of the Ciival Code).

In addition to the general provision of Article 321 the Criminal Code, there are specific
provisions incriminating other types of criminaganisations. These include:

* Forming, directing or participating in an organisator group, which aims to commit
offences against national, racial and ethnic etyadnd religious and political tolerance
(Article 162 (3) and (4) of the Criminal Code);

* Forming, directing or participating in an organisator group, which aims to commit
offences against the Republic (Article 109 (1) gdof the Criminal Code);

* Forming, directing or participating in a group, wiaims to commit offences against
citizens’ political rights (Article 169d of the @ninal Code);

» Participating in or directing an organisation oo, which concludes transactions or
derives benefits by use of force or intimidationt{éle 321a of the Criminal Code)

* Forming, directing, financing or participation im arganised criminal group for the
growing of opium poppy and coca bush plants ortglaf the genus Cannabis or for the

42 According to theLaw on Civil Serviceall public servants, upon starting employmerg, raquired to declare their
property possessions to the appointing authority.ABril 30" of each year public servants are also required to
declare property possessions, as well as any extgayments, received from activities outside thaficial
employment (reasons for such activities and thel@yep'sponsor, who has paid them) during the previgear.
This Law lists the incompatibilities, but all reBayt norms related to conflicts of interests arentbin theLaw on

the Prevention and Ascertainment of Conflict oétast
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manufacture, production or processing of narcotigyd (Article 354c of the Criminal
Code).

Preliminary conspiracy (two or more persons comsgiin advance to commit an offence) is
incriminated as an aggravating circumstance ofip&tfences listed in the Criminal Code.

In addition to the preliminary conspiracy, the Gnal Code incriminates the act of joining
together to commit an offence. It applies only &vesal types of criminal offences such as
kidnapping, counterfeiting of currency or forgery other payment instruments, money
laundering and documentary offences.

Aggravating factors

The patrticipation in an organised criminal group isriminal offence in itself and is not included
as an aggravating factor for any other offence® pérticipation itself is aggravated when: (1)
the group is armed; (2) the group has been formiéd twe aim of obtaining a benefit; (3) the
group is formed for the purpose of perpetratingcgjpeoffences listed in the law (kidnapping,
illegal restraint and holding a person hostagessstworder smuggling of goods and narcotic
drugs, counterfeiting of currency or forgery of ethinstruments or means of payments and
offences involving counterfeit currency or forgetier instruments or means of payment, money
laundering, unlawfully taking persons across thelbn offences related to explosives, firearms,
weapons other than firearms, chemical, biological nuclear weapons, munitions and
pyrotechnic articles, offences related to distiimuof narcotic drugs, inducing another person to
use narcotic drugs and other offences relateddbtéding the use of such substances); or (4) the
group includes a public official.

For a number of offences the Criminal Code inclugiean aggravating factor the commission of
the act ‘upon assignment by or in execution of aigien of an organised criminal group’.
However, the offender in such cases may not neglysisa a member of the group.

Absence of requirement of a report or accusationibiyms

In Bulgaria, all offences relating to participationan organised criminal group or to criminal
conspiracy are prosecuted officiq i.e. the public prosecutor is obliged to openramstigation
irrespective of how he or she has learned abouttihge. A report by a victim may lead to the
opening of an investigation but is not an obligatarecondition for that.

Clarity of criminal law offences

The definition of ‘organised criminal group’ in Bydria reveals a number of weaknesses, which
cause problems in its interpretation and implentetaand have a negative impact on the
effectiveness of the criminal prosecution of orgadi crime. The definition is too broad and
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makes it possible to classify as organised crimigg@up a number of concerted criminal
activities, which are unrelated to organised crimehis way, conditions are created to direct the
penal repression towards criminal associations witblatively low degree of social harm at the
expense of the larger and more ramified criminalcstires. According to the Criminal Code, the
aim of the organised criminal group is ‘to comnaitting in concert, in Bulgaria or abroad, any
criminal offences punishable by imprisonment forrenthan three years’. The UN Convention
against Transnational Organised Crime and the GbErmmework Decision 2008/841/JHA of
24 October 2008 on the fight against organisedestipulate that the offences which the group
aims to commit must be punishable by at least j@ars of imprisonment or a more serious
penalty. The Bulgarian law broadens without justifion the scope of application of the
definition. Imprisonment for a term exceeding thygars is provided for a large number of
offences in the Criminal Code, but many of themdhagualify as organised crime. Unlike the
UN Convention and the EU Framework Decision, thégBuan Criminal Code does not require
the organised criminal group to have as its purgbseobtaining, directly or indirectly, of a
financial or other material benefit. Combined wilie broad range of offences which the group
could have aimed at, the definition allows for anessively broad scope of application.

Some of the wording used in the definition, in matar the requirement for permanence and
structuredness of the association, although takewmtty from the UN Convention and the EU
Framework Decision, is unclear in terms of intetgtien. There are no criteria for assessing
when a certain association becomes permanent eucdused. Moreover, following the pattern
of the UN Convention and of the EU Framework Dexisithe Bulgarian Criminal Code
explicitly specifies that the association can ba&stdered structured even without formally
defined functions of the participants, continuitly participation or a developed structure, but
does not add the further specification, as fornealah the international instruments, that the
association is considered structured where it is ramdomly formed for the immediate
commitment of an offence.

Interviewed judges pointed out as a weakness ofi¢fieition of ‘organised criminal group’ the
requirement for a minimum number of members. Tleiguirement ignores the dynamism of
organised crime and it remains unclear to whatrgxteose persons should number three and
more during all the time and, given this, how itllvide established that they are associated
precisely in numerical terms, so that the crimoféénce is successfully proved.

Usefulness of the provisions for criminal law offes

The provisions incriminating the participation im arganised criminal group have been
underused. There are indications that this sitoatioeght change after a Specialised Criminal
Court became operational on 1 January 2012.

In general, the provisions on the participatiommorganised criminal group enable the criminal
justice system to prosecute offenders just becafifigeir membership in a criminal association
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and irrespective of their involvement in (and pmagn for) other crimes. Their added value in
this respect is that they allow the members ofi@inal organisation to be prosecuted without
necessarily been charged for other crimes, whielg thight not have been directly involved in
or their role might be difficult to prove. In addit to that, the aggravated factor defined as acts
‘committed upon assignment by or in execution afegision of an organised criminal group’
allows for better differentiation of the criminahrctions, i.e. acts related to organised crime
could be punished more severely than conventiammaks.
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Tab. 1 Policies, practices and institutional actgainst organised crime and corruption

Targets

Policies and practices

Actors

Organization of
Crime

Criminal Offence

Criminal association crime

Common-type

Group, which aims to commit
offences against national,
racial and ethnic equality, and
religious and political
tolerance

Group, which aims to commit
offences against the Repubilig

Group, which aims to commit|
offences against citizens’
political rights

Group, which concludes
transactions or derives
benefits by use of force or
intimidation

Drugs production

Investigation and

Witness Protection

Prosecution

Special Investigative Tools

Execution of sentences

D

- Interior Ministry’s Directorate
General for Combating
Organised Crime

- Specialized Prosecution

- State Agency for National
Security

- Specialized Court

Infiltration into legal
and illegal markets

Confiscation of assets

Regular Criminal Confiscation

- Prosecution office;

- Commission for lllegal Asset
Forfeiture

- National Revenue Agency

Economy
Bulgarian National Bank
Finance Money-laundering legislation Suspicious Financial Flows | Financial Supervision
Commission
Criminal-political nexus Aiding and ak_)gttln_g cnme (See Organization of Crime)
External participation
Corruption Political Corruption Vote-buying crime (See Organization of Crime)

Electoral corruption

Financing of political parties

National Audit Oféic

Public procurement

Ex ante checks of public procurement

Public
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procedures

Procurement Agency

Ex post control

- State Financial Inspections
Agency

- National Audit Office

- Competition Protection
Commission

Administrative
corruption

An integrated strategy on the fight against|
corruption and organised crime

Anticorruption framework

Annual action plan on the strategy

Corruption risks planning and
counter-measures

- Council of Ministers, Center
for Prevention and
Countering Corruption and
Organized Crime

Society

Associations

Legend

Criminal policy/practice

Administrative policy/practice
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Croatia

Organized Crime Assessment

Organised crime in the Republic of Croatia has tsgnificantly determined by three factors:
geopolitical position, comprehensive transitionalogesses and circumstances of the
disintegration of the former state (Gtu&§ 2005). The structure of criminal offense forms of
organised crime in Croatia shows several main acdasrganised groups such as drugs,
weapons, illegal goods and human trafficking, exdar blackmail, counterfeit money
distribution and extortion racketeering. In additidhere is a practice of investing illegally
acquired assets (money) in attractive propertiessgpecific economic activities, which then
presents criminals as successful entrepreneurs caggtes link between organised and
economic crime.

Croatia is a European Union member state sincelJuBp13. This should also be taken into
account in terms of organised crime activities, aihare probably using the opportunities
offered by the opening of the internal bordershd EU, economic globalisation and new
technological development. Organised crime posescpkar challenges for Croatia (EC,
2013) and corruption is used as a facilitator ia tontext (Foster, 2012).

A recent study estimated that the shadow economghexl 29.5% of the GDP in 2012 in
Croatia (Schneider, 2012). Being situated on thalk&n Axis“, Croatia is a transit country
(and to a lesser extent a country of origin andidlasson) for the trafficking of persons and a
range of illicit commaodities, including drugs, arrasd cigarettes (OCTA, 2005). Following
its accession to the EU, the risk of the countrgdneing also a country of destination may
increase.

A 2011 study conducted by the United Nations Office Drugs and Crime revealed that
Croatian citizens rank corruption as the third misportant probled? in the country

(UNODC, 2011). The same study showed that 16% agdhnterviewed secured a job in the
public administration with the help of a bribe.thee 12 months prior to the UNODC survey,
18% of Croatian citizens had either direct or iadir exposure to a bribery experience

3 The first two being unemployment and performaricéne Government.
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involving a public official. According to the studthe healthcare sector and the police are
particularly vulnerable to petty corruption in Criea

The Eurobarometer Survey on Corruption in 2013 dtbwhat 94% of the Croatian
respondents believe, that corruption is widespiedHeir country (EU average: 76%%)55%
believe that corruption affects their daily livds average: 26%); 89% of the respondents
say that bribery and the use of connections isnafte easiest way to obtain certain public
services in Croatia (EU average: 73%).

According to the 2013 Eurobarometer Business SuweyCorruption, 81% of Croatian
businesses believe that favouritism and corrupbiamper business competition in Croatia
(EU average: 73%), while 59% say that corruptioraiproblem for their company when
doing business (EU average: 43%). According to 2083—-14 Global Competitiveness
Report, corruption is mentioned as the third masblematic factd? for doing business in
Croatia.

In December 2014, Transparency International phbtisthe Corruption Perceptions Index
that year. On a scale of 175 countries, Croatia the 61st place. The Croatian index is 48
points, which is the same as last year, but th@iposs for four places worse than in 2013. In
the EU, the average value of the index is 66. i dhea of Western and Central Europe,
Croatia is among the five most corrupt countrieslyulgaria, Greece, Italy and Romania
rank worse.

The Croatian Ministry of the Interior annually pisbles reports on criminal offenses by type,
following the articles and categorisation of than@nal Code (TI, 2014). In principle, it
includes the analysis of criminal offenses as reoemded by international standards,
although the legal definition of the types of crsmaay vary from case to case. Since criminal
offense is the main unit of police statistics inre of counting and reporting, data published
on the perpetrators and victims by type of crimehsas age, gender and nationality are less
numerous and less detail&d.

According to the official Ministry of the Interics’Reports, the number of reported organised
crime criminal offenses was for about 14 percewntloin the first ten months of 2014 than in
the same period of the previous year 2013, whicbroed a significant growth in the reports
of such criminal offenses in relation to the ye@d2. As for the reported economic crime
criminal offenses, the number was about 9 peraamed in the first ten months of 2014 than
in the same period of the previous year 2013 (Nfiyisf the Interior, 2012, 2013, 2014).

The following tables (3, 4 and 5) contain more detdainformation on organised crime
offenses, criminal offenses committed by crimiredaciations and data on the perpetrators of
organised crime offenses.

42013 Special Eurobarometer 397.
“5 The first two being inefficient government buresay and policy instability.
“® The reports and surveys are availabléif://www.mup.hr/1261.aspx
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Table 3. Comparative view of organised crime ofens

Criminal offenses Reported Resolved
Number Number

2012 2013 (+-)% 2012 2013
Slavery 4 4
Human trafficking 2 13 550 2 14
Kidnaping 1 1
Prostitution 53 44 -17 52 44
Extortion 107 172 60,7 102 163
Counterfeiting money 152 204 34,2 136 196
Counterfeiting of securities 1 2 100 1 2
Counterfeiting of value 4 18 350 4 18
Producing, supplying, selling, or offering for use counterfeiting 7 7
llicit research activities and appropriation of cultural property 4 4
Racketeering 84 91 8,3 85 90
llegal entry, movement and residence in the
Republic of Croatia 184 176 -4,3 179 176
Criminal association 27 118 337 27 118
llegal possession, production and acquisition of
weapon and explosives 105 999 851,4 105 999
Other 65 65
TOTAL 788 1.849 134,6 762 1.832

Source: Ministry of the Interior, 2013

Table 4. Crimes committed by a criminal organisatio

(+) %

600

-15,4
59,8
44,1

100
350

5,9

-1,7
337

851,4

140,4

Percentage
of overall
reported

0,7
0,1
2,4
9,3
11
0,1
1
0,4
0,2
4,9

9,5
6.4

54

100

List of criminal offenses in connection with Art. 329 of CC Reported criminal offenses

Unauthorized Production and Drug Trafficking (Art. 190)
Grand Larceny (Art. 229)

Robbery (Art. 230)

Fraud (Art. 236)

Avoiding Customs Control (Art.257)

Counterfeiting official or business documents (Art. 279)
Abuse of of office and authority (Art. 291)

Accepting Bribes (Art. 293)

Offering Bribe (Art. 294)

lllegal entry, movement and residence (Art. 326)
TOTAL

Source: Ministry of the Interior, 2013

180
3
11
28
23
1
108
92
2
77
525
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Table 5. Perpetrators of criminal offenses of origad crime by criminal offenses

Offenses per

Criminal Offences Perpetrators +) () (%) perpetrator (avg) +) (-)

2012 2013 2012 2013

Slavery 3 1

Human Trafficking 1 18 1700 2 0,7 -1,3

Abduction 2 0,5

Prostitution 22 32 45,5 2,4 1,4 -1

Extortion 83 128 54,2 1,3 1,3 0,1

Counterfeiting of Money 39 66 69,2 3,9 3,1 -0,8

Counterfeiting of Securities 2 1

Counterfeiting of Value 3 6 100 1,3 3 1,7

Producing, supplying, selling, or offering for

use counterfeiting devices 5 14

lllicit research activities and appropriation of

cultural property 1 4

Racketeering 87 87 0 1 1 0,1

lllegal entry, movement and residence in the

Republic of Croatia 123 116 -5,7 1,5 1,5 0

Criminal association 63 1 -98,4 0,4 118 117,6

lllegal possession, production and acquisition

of weapon and explosives 59 599 915,3 1,8 1,7 -0,1

Other 2 27,5

TOTAL 485 1063 119,2 1,6 1,7 0,1

Source: Ministry of the Interior, 2013

Role of the State in Organised Crime

When the war started in Croatia, numerous Croatatitary formations (especially
paramilitary) were recruiting people with criminbbhckgrounds. Members of the well-
organised Croatian mafia, operating abroad, rushiélakir homeland to acquire the privileges
that came with the Croatian Army uniform. Theseif@ges were abused to get involved in a
variety of criminal activities (CSD, 2004:69). Tké&are it comes as no surprise that many of
the prominent members of criminal groups were a@lsoninent members of the military or
other parts of formal state structures (BaB003). Symbiosis between the security sector and
organised crime was one of the characteristicsroatia, as well. The Republic’s Ministry of
defence and its armed forces had close links teringnal underworld and became a hotbed
of corruption in the country (CSD, 2004). Arms smlirgg, illicit drug trade, financial frauds
and associations were dominant types of criminaligrservices used by the state.

The “state-building” role of criminal groups soorarisferred into criminal cooperation
between organised crime and corrupt state ingiigti(CSD, 2004). Despite the military
occupation of its territory, Croatia began to ptis@ state-owned assets in the early 1990s.
The process of privatisation was heavily influendsd political calculations (Bartulica,
2013:196). A completely new generation of entrepues appeared, confidence-men in pthe
oliticians immediate surroundings: their comradesiims, their kin and relatives, and,
finally, their political allies — clients and cr@s (GrubiSa, 2005). Most of the participants in
the privatisation managed to transform tha@r factopolitical influence successfully intde
jure ownership of shares in privatised enterprisegnoftvithout payment but simply as a
reward for loyalty to the ruling elite (CuckovicQ@2:256). At the end of the war, during the
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transition towards the new authoritarian regime d Tuiman, former criminals were
protected as a sort of national heroes by the stateorities. Crime and corruption increased
dramatically and the political elites were not epéead from contacts with organised crime
group (Papandrea, 2013). When the new governintitiood’ took power in January 2000,
the first thorough inspection of the Croatian coscservice since its creation was conducted
(CSD, 2004). An investigation revealed that a nundb&€roatian companies, owned by those
abovementioned entrepreneurs, i.e. tycoons clos¢heoHDZ and Tdman, had been
importing goods for years without paying the neagssustoms duties and taxes. Those
above-mentioned events suggest that in Croatia,sthe and organised crime grew up
together, intertwined as one.

The HDZ returned to power in 2003 under the leddprsf Prime Minister Ivo Sanader,
reshaped as a conventional European centre-righyt. fidleven years later, Sanader is found
guilty by the first-instance verdict for ,organigina group of people with the aim of
committing criminal offenses for which the law miaypose three years in prison or a more
severe punishment ... as the President of the i@ro&@emocratic Union (HDZ) and the
President of the Croatian Government, Sanader ihksdl a group of people into a joint
action, with the intention of acquiring benefit foimself, HDZ and other persons* (County
Court of Zagreb, 2014). Once the most powerful @ers the state, ex-prime minister
Sanader was found guilty under article 333 pardgr#p and 337 paragraphs 1 and 4
(Criminal Code, OG 57/11) ansentenced to nine years of imprisonment. Unlikeeoth
countries, where organised crime infiltrates irggitimate economy and the public sector, in
Croatia, the highest level of political authoritee® in fact the ones who create a group acting
with a common purpose of committing criminal offeador the purpose of direct or indirect
acquisition of financial or other material benefits

Organised criminal groups operating in the Reputfli€roatia

Organised crime in Croatia seems to be characteliganany groups which have their own
organisation and structure (Papandrea, 2013). filamcteristics of organised criminal groups
operating in the Republic of Croatia at nationakleare explained by attributes based on the
Sleipnir model in PNUSKOK’s fundamental strategacuiment -Assessment of organised
crime in the Republic of Croati@orjan/Krnjas¢, 2012). This document describes organised
criminal groups as the ones with high financial povwchannelled into legal flows of money,
but also in new criminal activities. They use lagdte business structures for purposes of
gaining a monopoly with regard to other companies ffnancial income. Such businesses are
used as a cover for criminal activities and for eylaundering, as well. Corruptive influence
is used primarily on representatives of local aatiamal government in order to achieve the
interests of the organisation (obtaining privilegefbrmation, strengthening the influence in
society, obtaining financial gain, etc.). In retuonganised criminal groups offer money, but a
variety of services, as well. Holders of organiseithe groups are generally well protected

" Social Democratic Party (SDP), Croatian Sociakkal Party (HSLS), Croatian Peasant Party (H$®), t
Liberal Party (LS), Croatian People's Party (HNS)] the Istrian Democratic Assembly (IDS).

“8 Associating for the Purpose of Committing a Criali®ffense

%9 Criminal offenses against official duty
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which affects the fact that during the crime inigedions usually only for the middle-level
organised crime members, the connection with crractivities is proven.

Experts estimate that the number of organised cgroaps in Croatia ranges between 1 and
10. Although the criminal scene appears to be veryegated and many groups have an
organisation, which suggests that no top-level deasl present, it looks as though there are
some criminal figures that are dominant, becausg ffained power and wealth by investing
their illicit gains in the process of privatisatiokEconomic crime, but also traditional
organised crime including smuggling and traffickiojhuman beinggyrafficking of drugs
and weapons, racketeering and counterfeiting ofeogies are the main activities of
organised crime groups (Council of Europe, 2005:6Mganised crime groups are also
involved in forgery of identity documents, stoleehicle trafficking and smuggling of petrol
and cigarettes. More recently, the range of thativiies was expanded into more
sophisticated crimes including real estate fraud.

Legislation Assessment

In the Croatian criminal practice, the definitiom organised crime explains the
phenomenon with what it comprises: systematicaliyiped and prepared criminal offenses
committed by participants in a joint criminal asstion with permanent influence, using
intimidation, violence and corruption, regardless state borders, with the purpose of
acquiring financial gain or social power (&g 2001).

When it comes to the legal definition and intergtien of organised criminal groups, the
matter is more complicated. The Croatian Criminad€ from 1997 (Official Gazette No.
110/97) uses and defines the term “criminal orgatime” (Article 89 (23)) as an “association
consisting of at least three persons, who havesgbitmgether to commit criminal offenses.
The activity of a higher level criminal organisatics also directed towards achieving and
maintaining control over certain economic or othetivities, using intimidation or violence in
order to influence other persons to join them oobey them. A criminal organisation is
characterized by a high degree of connectivity ketwits members, internal organisation
based on the relations of hierarchy and disciplamel division of labour. A criminal
organisation is the basis of the concept of orgahgime”. At the time this law was adopted,
the Croatian president was Franjafiman.

With the Amendment to the Criminal Code (OG No. /DB), the definition of “criminal

organisation* was changed to “hierarchically stowetl association, consisting of at least
three persons, who act in a certain period, ane lgathered to commit criminal offenses in
order to achieve financial gain or to realise amgbesvise certain economic or other
activities®. This definition abolished “intimidatio or violence* and the claim that “the
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criminal organisation is the basis of the concdpbrganized crime®. The President at the
time was Stjepan Masi

Further changes to the definition of the term wan@ught with the amendments in 2004 (OG
No. 105/04). A “criminal organization” was thentaustured association consisting of at least
three persons, acting with a common purpose of ddmghone or more criminal offenses
aimed at the direct or indirect acquisition of fical or other material benefits, or in order to
achieve and supervise certain economic or othevitges, these are criminal offenses for
which a prison sentence of at least four years orenis stipulated“. Again “The criminal
organization is the basis of the concept of orgahiime”. When this law was passed Mesic
was still the President of Croatia.

The New Criminal Code from 2011 (Official Gazette.N.25/11, 144/12) abolished the term
of “criminal organisation* and introduced the tefamiminal association®, which is in every

respect a lower level of organisation. “Criminals@dation” is not characterised with

hierarchy and structure, nor acts over a periotine¢, with the aim to acquire financial or
other material benefit.

Although the Croatian Criminal Code does not retsgnhe concept of organised criminal
groups or organisations (it defines criminal asatians), the criminal police recognises them
and defines them in accordance to the V. Methodcdbgguidance on the monitoring of
criminal groups in the territory of the Republic®foatid®, issued by the Director General of
Police on May B 2011; to be considered as an organised crimimalpgyra group must fulfil
four mandatory criteria, and at least two of sewptional criteria. The mandatory criteria are
that an OCG must (a) consist of a collaboratiomatokast three people (b) that are gathered
for a prolonged or indefinite period of time; (cg Buspected or convicted of committing
serious criminal offenses; and, (d) have as thigjeative the pursuit of profit and/or power.
Optional criteria include: a specific division @fdour; using some form of internal discipline
and control; exerting influence on the public amivgde sectors; using commercial or
business-like structures; engaging in money-laundgerand operating on an international
level.

Special investigative tools

Special collection of evidence methods in organig@de cases are regulated by the Criminal
Procedure Code (Art. 332). If the investigation re@nbe carried out in any other way or
would be accompanied by great difficulties, theesstigating judge may, upon a written

request with a statement of reasons from the &tadeney, order measures which temporarily
restrict certain constitutional rights of citizen§leasures which can be taken include
surveillance and interception of telephone conwarsa and other means of remote technical
communication; interception, gathering and recaydimf electronic data; entry on the

premises for the purpose of conducting surveillaauog technical recording at the premises;
covert following and technical recording of indivals and objects; use of undercover

*0 Definition of organised crime used in the V. Malbtogical guidance actually emerged from the Expert
Group on Organised Crime of the Council of Eurdperfpean Parliament, 2012:10).
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investigators and informants; simulated sales amathases of certain objects, simulated
bribe-giving and simulated bribe-taking; offeringnsalated business services or closing
simulated legal businesses; and controlled tramspal delivery of objects from criminal
offenses. Art. 334 that defines the criminal offsgso which these measures may apply
includes associations for the purpose of commitangriminal offense, as well as criminal
offenses committed by a group or criminal orgamgein concurrence.

Criminal proceedings

A reformed criminal procedure code (Criminal PragedAct, Official Gazette 152/08) was
adopted in late 2008 aimed, inter alia, at enhanthe efficiency of proceedings. It came into
force on July T 2009 for USKOK (organised crime and corruptionfenes and on
September 12011 for all other offenses. The code was subsegtyjuamended several times,
the most recent and extensive amendments camdoirt® on December 152013. These
latest amendments aimed to align the Code with atiee decision of the Constitutional
Court (No.U-1-448/2009), which declared that a nembof its provisions were
unconstitutional. Nevertheless, the new amendm@@& 143/12, 056/13, 145/13) also drew
public criticism, including criticism some represaives of the judiciary, as to their potential
to make investigations more cumbersome and leadldiays in concluding criminal
proceedings in complex corruption and organiset€gases.

One of the strongest critics of the amended CPA Rtesident of the Zagreb County Court
lvan Turudg, argued that the consequences of such an Acbwitar-reaching. In September
2013, when the public discussion on the proposedndments was still open, Turddi
explained in one of the interviews he gave, thtgrahese amendments are put into force,
there will be chaos! Croatia will have three di#at Codes of Criminal Procedure at the
same time, three de facto implementing Constitatigith conflicting concepts and solutions.
It should be recalled that we also have two Crirhi@ades that currently apply. So, instead
of two, Croatia has five Ac{Rai-Knezevi, 2013).

Confiscation policy

The confiscation of pecuniary gain acquired byimitral offense is regulated by Art. 77 of

the Criminal Code (OG 125/11, 144/12). It provitlest the court shall confiscate a pecuniary
gain acquired by the means of a criminal offengee Gonfiscation of a pecuniary gain shall
be ordered by a court decision, establishing tl@inainal offense has been committed. If it is
impossible to seize the pecuniary gain consistingianey, securities or objects, in full or in

part, the court shall obligate the perpetratorhef ¢riminal offense to pay the equivalent sum
of money. The pecuniary gain shall also be confiest# it is in possession of a third party on
any legal ground and it has not been acquired ad daith.

On January 3 2011, the Confiscation Procedure for Pecuniaryn@diquired by Criminal
Offenses Act (OG 145/10) came into force and inioedl the procedure for establishing
pecuniary gain achieved by means of a criminal nsfée security procedures in the
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confiscation of such a pecuniary gain, the proocedar the enforcement of the decision to
confiscate the pecuniary gain, the procedure fandlag confiscated property and the
property that is the subject to seizure, and taésation of the rights of the parties injured by
the criminal offense, and the protection of thiedgon rights.

Witness program

National legislation in Croatia allows for witnepsotection to be used in organised crime
cases. Witness protection consists of a special afagterrogation and participation in the
procedure and measures for the protection of wsegesnd people close to the witness that
are outside the process. The application of then&gg Protection Act (OG 163/03, 18/11) is
possible when a proven criminal offense is assediatith disproportionate difficulties or
when it could not be carried out in any other wathaut the testimony of vulnerable persons
as witnesses, which, due to a possible threatnetlifreely testify in criminal proceedings for
offenses (1) against the Republic of Croatia; (imast values protected by international law;
(3) of organised crime; (4) for which the law mamjpose a prison sentence of 5 years or
more. Protection measures for endangered persascrifred by this Act are physical
protection; relocation; measures of disguising iifgand ownership and change of identity.

Organised crime in public procurement

The Criminal Code includes abuse in the public prement procedure among criminal
offenses against the economy (Article 254).

As for the Public Procurement Act, a variety of nestruments entered in to force in 2011 in
order to increase transparency and enhance cantenlthe public procurement procedures.
The Act and its first amendment (OG 83/13) brougjghificant changes to the construction
sector, concerning the subcontractors. Accordingnale 86 (2) economic operators who
intend to subcontract a share of a public procuréroentract to one or more subcontractors
shall indicate the following information in the tier: (1) name, company name, seat, OIB (or
national identification number of the country thiat the seat of economic subject, if
applicable) and account number of the subcontraatal (2) the subject-matter, quantity,
value of the subcontract and the share of the pumocurement contract intended for
subcontracting. These declarations become essezldatents of the public procurement
contracts, prescribed by the Act in order to aveirbnomic operators acting only as
intermediaries. The fact that the contracting amthomakes direct payments to
subcontractors represents an additional securitghar@ésm (Article 86 (4)). In this way, the
tenderers are bypassed in order to prevent th&iblpof payment or committing fraud.

A special part of the new Act is dedicated to thevpntion of conflicts of interest. Article 13
sets the framework and defines the situations whecenflict of interest exists: (1) if the
representative of the contracting authority performanagerial duties for the economic
operator at the same time, or (2) if the represimetaf the contracting authority holds a
business share, stocks or other rights entitling iparticipate in the management or in the
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capital of the economic operator with a share ofariban 0.5%. Contracting authorities may
not enter into public procurement contracts witbsth economic operators, whether the case
is that such operators are single bidders or i thiee one of the members of the group of
tenderers. These economic operators may not eveuliontractors of any of the selected
tenderers. The consequence of such an action wmeildoid contract and misdemeanour
provision, whereas the case shall be submitteth@éocompetent State Attorney's Office for
further action. However, the Act does not specifilowis responsible for monitoring
compliance with this provision, while the represgives of the institutions contacted for the
purpose of this research (State Commission for Sigien of Public Procurement
Procedures, Directorate for Public Procurement eé8ystFaculty of Law in Zagreb and
Osijek) were not sure who and on whose report/dpgteall decide on the nullity of the
contract and/or further action (report of the dasthe State Attorney's Office).

Clearer response was obtained from the Commissio@dnflict of Interest. The provision of

conflict of interest from the Public Procurementt partially coincides with Articles 17 and

18 of the Act on the Prevention of Conflict of Irgst (Official Gazette No. 26/11, 12/12,

124/12, 48/13) and the Commission for Conflict ofterest is competent for its

implementation. The scope of the Commission is mbabader and covers all types of
business relations including public procurement.tthe case of irregularities and non-
compliance with the law, the Commission shall sulihe case to the State Attorney's Office
for further action. However, such action may batkah only to the officials that are subject to
the conflict of interest law, which are rather lied and do not fully correspond to the Public
procurement reality.

Institutional actors

Croatia has set up a combination of law enforcenagak judicial structures specialised in
dealing with corruption and organised crime; thecabed USKOK Vertical, including the
following institutions:

1) National Police Office for the Suppression of ri@ption and Organised Crime
(PNUSKOK)- Established within the Criminal Police, Ministoy the Interior; monitors and
studies the forms of corruption and organised critheir trends and ways of execution,
directly implements complex criminal investigatioaisa national level in collaboration with
USKOK, State Attorneys and other government autiegti directly responsible for national-
level complex and organised crime, and the crimmastigations being conducted in two or
more police departments or more countries, or kwhiequire joint international police
investigations. Supervises the implementation ofiglex criminal investigations in the police
departments and keeps a collection of criminalnésdt drafts proposals for priorities in the
fight against complex and organised crime.

2) Office for the Suppression of Corruption and @mged Crime (USKOK}) the State
Attorney's Office founded USKOK in 2001 — the Ofiof the State Attorney particularly

110



specialised in the prosecution of corruption anghoised crime, with 4 regional offices and
headquarters in Zagreb, and is responsible foetiiee territory of Croatia.

3) Special USKOK courts Established in four regions (at county levebuard the cities of
Zagreb, Split, Rijeka and Osijek). The mandatehese USKOK special court departments,
created to deal with corruption and organised criwees to promptly rule in cases under the
jurisdiction of USKOK.

USKOK Vertical has proven to be proactive, and hdegeloped a good track record of
investigations into allegations of high-level cgtion. However, at the judicial level,

corruption-related crimes are frequently punishdath wow or even conditional sanctions,
creating a climate of impunity. While their trackcord of investigations has improved
slightly over time, “overall the level of sentencesorganised crime cases remains low"
(European Commission, 2014).

The Department of Economic Crime and Corruptioninisry of Internal Affairshelps to
prevent and relieve all types of crimes in whichparty and proprietary rights in the field of
economy are attacked, paying special attentionritnes against the state budget, public
property, intellectual property rights and corropti The Department’s task is to take the most
complex criminal investigations within the scope tbéir work and solve them with the
relevant police departments. However, there islaardoundary between the jurisdiction of
PNUSKOK and this Department. It seems that theiisgliction is overlapping, i.e. when
PNUSKOK was founded, this department should hawngéd its purpose and jurisdiction,
which obviously did not happen.

Although organised crime is not an area that tiaagily falls under the jurisdiction of
security-intelligence, th8ecurity-Intelligence Agency (SO&llects information on activities
of local and foreign criminal groups, their membessganisation and ties in Croatia and
amongst each other.
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Hungary

Organized Crime Assessment

1.1 Organised Crime - Drugs and Human Trafficking

According to an EU-related Europol report from 2084ug crime was the main activity of
criminal organisations. Marijuana is grown mainty Hungary while synthetic drugs are
imported from Balkans countries and then takenhto Western part of the EU. Hungarian
criminal organisations even provide temporary gferéor drugs in this Balkans-West axis.
(“European Union Organised Crime Report — Openiort004).

An International Labour Organizaton (ILO) report 2004 quoted Judit Juhasz,
international migration researcher who said thahd trafficking had seen an upturn. Prior
to this, the phenomenon had become global ratreer being localised, and crime became
organised rather than individual. At the same timdyngarian criminals became
intermediaries in human trafficking, and the atiéd were increasingly organised from
abroad (Liemt 2004).

Hungary also appeared in the 2005 Europol repodt @ansit country in the drug trade
(“European Union Organised Crime Report — Openiort005).

The Office of diplomatic security of the Unitedagis Department of the Interior
reported in 2013 that apart from the drug tradémioal organisations also organised
prostitution, gambling and vehicle theft (*Hung&@13 Crime and Safety Report” 2013).

According to the Foreign & Commonwealth Office betUnited Kingdom, the crime
rate slightly decreased in the years before 20h#reas the rate of violent crime and street
muggings does not exceed that of other Europeamtges. The report uses the World
Security Network Foundation as a source, whictedt#tat Budapest, owing to its favourable
geographic location and good infrastructure, hambb® an important hub of illegal porn and
the smuggled cigarette trade. This report also imesthuman trafficking for prostitution and
labour, starting out from Eastern Europe includiigngary. (“Overseas Business Risk —
Hungary” 2014).

Michaletos, the leader of the South Eastern Eumopséice of the World Security
Network Foundation, contributor of Bright magazioe issues of Balkan organized crime,
also stated Hungary was a significant transit cgunta Worldpress.org article .Hungary is a
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transit country due to its unique geographic-ecanaonditions. Cigarettes are transported
from Ukraine to Austria, illegal migrants from Ronia, and drugs and firearms from Serbia
and Croatia. Criminal organisations accumulated ttepital in the 1990s as smugglers and
perpetrators of other crimes. Local networks omericonsist of former police officers and
operators of the long-existing black market; th&elahave maintained their great connections
to local authorities. This can be put down to nwuasrexternal and internal factors, such as:
good public infrastructure and storage servicestfansportation and storage, widespread
corruption and people in leading positions who lesb been linked to crime earlier.
Budapest has also become a centre for money langden top of all the illegal activities
listed above (Michaletos 2011).

According to Worldpress, the number of criminal amgations has increased since
2007. Groups from China and Latin America alsolegtin Hungary. Furthermore, the
Hungarian Intelligence Service reported in 2008 tha 2004 EU accession of Hungary had
been pivotal for criminal organisations. The ran§éheir activities have become broader and
more flexible. (Michaletos 2011). Criminal orgarieas have gained power and influence
since 2009. Supposedly, rivalry between groups ihéansified too (“Hungary: Crime
situation, including organized crime; police andrespondingly state responses. 2012.).

1.2.2 Corruption In General

Freedom House International Organization has exasnslemocracy and democratic
institutions all over the world since the 90’s. Yhelaborate country reports in each year
based on many aspects as the electoral processydbgendence and effectiveness of the
legislative and executive system, legislation comog media and civil rights, business
interest of to policy makers, public perceptionsowtb corruption or the growth of
nongovernmental organizations. In consultation w&hional experts and academic advisers,
they calculate an index. The index can take upegftom 1 to 7, with 1 being the best and 7
the worst.Corruption index in the report of thedéfem House in Hungary assumed the value
of 3.0 in 2001. In 2003, it changed to 2.75 dueiwd servant wage increases. Again in 2006,
Hungary received a corruption rating of 3.0 becaofehe government's laws against
preventing and revealing corruption, and becausédlegal campaign financing. Between
2009 and 2014, this index rose to 3.57. In 200$fudctional anti-corruption laws and public
procurement scandals led to a deterioration. Ir02dle to large-scale corruption scandals,
and again in 2014, due to the act restricting tke flow of information, continuing public
procurement scandals, the tobacco-shop scandabthed cases, the rating dropped to 3.75
(“Freedom House” 2014).

According to Transparency International, Hungary 4igth of the examined 177
countries, and from the EU 28 it is number twemtyarms of its corruption rating. In 2014,
sixty per cent claimed that bribery is common, ehil Central Europe this rate is 47 percent.
Paying taxes and social contribution is low. Thackleconomy is extensive, especially in
agriculture and the construction industry. The bgjgtax evasions are done by micro-
enterprises and large corporations. NTCA has redeaighty percent of the cases (“Overseas
Business Risk — Hungary” 2014).
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1.2.3 Levels Of Corruption And Orgnised Crime

Organised Crime and Corruption Reporting Projedtlipbed a report on Hungary back
in 2008. The Project is a not-for-profit internai#b joint program investigated by local non-
governmental actors and independent media. It maderstand better how organized crime
and corruption affect people’s lives by in-deptlvastigative stories and latest news. In
Hungary the project is led by Atlatszo.hu blog. Tkeort lists the areas of corruption and
supports them with examples which date back tontltenineties. According to the report,
corruption has been a menacing and general probteniHungary since the end of
communism. The government and the police are beothupt and they are sometimes
intertwined with organised crime. The report memsiohe correlation between the Hungarian
secret service, certain private businesses, angdhernment. It mentions such well-known
players in corruption scandals as OTP Bank, K&H iBan Energol. Some prosecutors also
give in to political influence. Again, to suppothig claim, the report lists well-known
corruption scandals. Organised crime hinges upostipution and drug trafficking. However,
the upper strata of society do illegal activitissimore sophisticated way, in partnership with
the government (“Hungary: Corruption Continues” 200
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1.2.4 Bribery In The Case Of International Companies

The OECD published its report in 2012, on the @&ftdr anniversary of the signing of
the Convention on Combatting Bribery of Foreign IRuBfficials in International Business
Transactions. The report contains cases of bribefgreign officialsin international business
transactions, and a description of the measurestagainst them. 39 countries are included
in the report. Between 1999 and 2012, after thaddnbtates, Germany and Japan, Hungary
had the highest number of individuals and legatiestpenalised as a result of foreign bribery
offences. According to the report, Hungary is doimegll in combatting corruption, even
assigning a special apparatus to counter the ¢Asayal Report of Undertaken Activities”
2012).

1.2.5 Economic Crime, Fraud, Bribery

The goal of the Global Economic Crime Survey comeldidoy the PwC international
group was to assess the different types of econ&ranicls, to define its types and to estimate
their costs. According to a 2011 report, they haterviewed 4,000, and in 2014, 5,000
corporate executives (including 40-50 Hungarian gany managers) worldwide. The report
shows that in 2011, nearly one in four Hungariategmises had been involved in economic
crimes. The rate was virtually the same in 2009If Hd the reported cases were
misappropriation, while two-fifths were cases oibbry and corruption. Accounting fraud
was committed in one fifth of the cases. In haltied cases, these crimes were committed by
an external party which had not been working fer¢cbmpany.(“The Global Economic Crime
Survey” 2011). By 2014, the proportion of companiesperiencing economic crime
decreased slightly. (“Economic Crime: A Threat tosBiess Globally” 2014). Bribery and
corruption remained at the same level. For comparithey have observed economic crimes
at 34 per cent of the companies in 2011, while @42 this rate has increased to 38 per cent.
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2.1 The Rise Of Organized Crime In Hungary:A ShortHistorical Overview

The dawn of organised crime began before the fatbonmunism in Hungary, but it
was not a discussion matter back then becauseeofagical and political reasons. During
socialism, the phenomenon was identified as a ntgfie criminal activity, which in fact did
not exist. A mafia-type organisation is a crimiagjanisation with complexity, expansivity,
network, connections, influence and power, suctihase that have operated in ltaly for
centuries. Before the nineties, the Central andeBassuropean criminal organisations were
mostly region-based, and they committed relativgliyple crimes. However, the fall of
communism in 1990 gave a big boost to their furtdevelopment. (Janzsé, n.d.) The
development of organised crime in Hungary can be&ldd into four periods, which were as
follows:

1. the period of the "old regime" before the cadla@f communism (before the 1980s)
— period without real organised crime,

2. the period of "pre-privatization” (between 198t 1989) — the dawn of organised
crime,

3. the period of privatization (the 1990s) — thedphing of organised crime,

4. the period of EU accession (after 2004) — irggomalization of organised crime.
(Gulyas, 2013) These periods will be revisitedrlaienore detail.

Internal and external factors were both necessarthe formation of organised crime.
Concerning the external factors, as mentioned pusly, the message of the state authorities
was that there is no organised crime in Hungarwewer, the permissive system of "goulash
communism™ had a beneficial effect on its developim€&he version of socialism operating in
Hungary gave more freedom to its citizens befoeeehd of communism compared to many
other socialist states. Thus the "Western" infleem@s greater. In the "happiest barrack"
circumvening rules and searching for loopholes fmeranore and more accepted and
common. This was further reinforced by the fact thah the collapse of communism both
the political and economic systems and the unwrittdes of everyday life transformed. The
old and new norms coexisted, people often facedradictory standards. It was difficult to
decide whether to comply with the old or the neVesuso a kind of unregulated ("anomic”)
state emerged. Because of loopholes in the lawsttite authorities were unable to function
effectively. Although in many respects Hungary siioned itself to a market economy after
1989, still, the banking system essential for rtgper operation was missing. Deficiencies and
disfunctions like these all facilitated the forneatiand development of organised crime. For
example during that time enterpreneurs were stmugdtom the effects of inflation and the
lack of capital, but the banks hardly gave loange b the lack of official loans loansharks
appeared who extorted the enterpreneurs who weagearsonal financial crisis. These sharks
usually used the tools of extortions and crude eviok. At that time loansharking
supplemented missing bank services. Oil bleachlag was a similar consequence of the
deficiences and disfunctions. Others were tradinth wnineral-oil and oil products by
jockeying the out-of-date financial regulations.

118



In addition, the process was further acceleratedhbyincreasing inflow of foreign
criminals. National and ethnic tensions, the infesation of global migration, the
development of transportation, the emergence amnehdpof offshore companies, as well as
the development of technology in general has greatiplified this process. Technological
development on the one hand generates new kindsiroés (like cybercrime) and on the
other hand eases the commitment of “traditionaheti Communication technology claims
special attention, because organised crime inerglysiequires fast and safe contact-making.
Besides these external factors, internal influermies contributed to the development of
Hungarian organised crime. After the political @ubnomical transition in Hungary(1989-
90) the previously simpler, less hierarchical s of criminal organisations became more
complex with increasing numbers and specialisatadmaembers. On higher and lower levels
of the organisation the roles and responsibilitEthe members were specified. For example
those who were responsible for money launderingndidparticipate in the "dirty work", and
members who specialized in drug trafficking were atlowed to enter the prostitution
business. The leaders of the organisation werectedleby the "smartest leader" principle
instead of the "strongest leader"” principle. Allilh operating organisations on a larger scale,
territory and with a higher number of members disgame possible. An organisation of
informal criminal groups were increasingly obsetealthey were organised to a standard,
along the lines of some sort of structure, wittia framework of hierarchy. They were able
to operate more efficiently than before. These wisgdions could also provide a special
"break-out opportunity” sometimes for certain mersbm a disadvantaged economic and
social situation. (Barna, 2012)

The period before the end of communism can be édvieto two parts. These two
periods had different features. After 1970 the firganised criminal groups were established.
Beforehand, in a period of dictatorship, organisedhe had been nipped in the bud. The
Réakosi era (50s) was characterised by extensivieatplow crime rates and the presence of
occasional, disorganised and insignificant crinf€alyas, 2013; Janzsé, n.d.) Various forms
of crimes committed to stay alive characterized period. Between 1945-1948 and after the
Hungarian Revolution of 1956, thousands emigratechfthe country, including criminals.
As a result, Budapest was one of the safest capitd&turope. (Szendrei, 2010; Janzsé, n.d.)

In 1970 the first organisationally structured cmiadi groups appeared. However, they
only committed simple burglaries and crimes aggingperty. (Barna; 2012, Janzsé, n.d.) Not
only the types of crime, but the methods used warple and the perpetrators were usually
apprehended quickly. The first quasi organised icangroup appeared in Budapest between
1975 and 1976. This organisation worked hierardlyichad professional members and used
advanced techniques. Their goal was to acquiretnealhich they realized quickly and
effectively. They also put great emphasis on legadi the acquired wealth by laundering the
stolen money. Informers played an important rolgéhe system, without whom quick and
professional "work" would have been impossible ouch harder. The members were

*However it is important to emphasize that the dewelent of the structure and the salient increasiedin
number of crimes and criminal groups are not dubedransition itself. This is due to the factttimathe
socialism crime and organised crime ,officially'ddnot exist.
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professionally and physically equipped, so theyenale to organise their own and others’
protection as well. The latter, of course, in exge for protection money. People (like
lawyers) who were familiar with the prevailing lam®re also included in the hierarchy, so
that they could go around them or defend themsehiés them. However, at this time,
criminal organisations had no political-economieveo. (Gulyas, 2013)

The "pre-privatization” period was between 1980 4889, which also marked the
beginning of “real” organised crime. It was stilpariod before the end of communism, but
the opening to the "West" has already begun in Isetaps. The loose collaboration and
conspiracy of criminal organisations can be obs&rweéhich divided the territories among
themselves, accumulated significant assets, arehdr set up legal front companies to
conceal their activities (Gulyas, 2013; JanzsoO)rlge economy paved the way for the
expansion of criminal organisations. Violation aistoms regulations was considered a
positive deviance in socialism, since goods whi@neaeither not available or supplies which
were in short supply could only be obtained thiywlacommon trait was "comradely” based
trade, in fact, it had officially legalized form8anzso; Szendrei, 2010). The typical criminal
organisations of the period were businesses basegrivate property. Over time, fuel
bleaching, protection money collecting, vehicle fthehuman trafficking, money
counterfeiting and arms trafficking became the jrynprofile of criminal organisations.
(Barna, 2012) In addition, there were frequent aot® of extortion, serious crimes against
life, operations in the entertainment industry, gaenbling industry and prostitution. (Janzso,
n.d.) Counterfeiting spread at the same time aspdremeability of borders and liberalized
foreign trade. Today foreign currency counterfgtis an increasingly widespread crime. Car
smuggling goes two ways: on the one hand, stolenar@ smuggled in from the West, on the
other, stolen cars are smuggled from Hungary toBhast. Prostitution also goes two ways:
Hungarian girls are taken to the West to "work" ivHtastern Europeans - mainly Russian
and Ukrainian citizens - are brought to Hungaryef®irei, 2010)

In Hungary, the golden age of organised crime dagedl alongside privatization:
From the period between 1989 and 1990, after thiaps® of communism (Gulyas, 2013;
Janzs6, n.d.). The former anti-democratic violeocganisations were reorganised on a
democratic basis. Uncertainties over the transfoamaof proprietorship, from public to
private, as well as the disintegration of the Sowaion and Yugoslavia intensified the
development of criminal organisations. (Szendrel,(® An anomic condition emerged due to
an uncertain legal framework created by the chantaws (the old rules no longer applied,
the new ones were still incomplete). In additioarious police departments changed as the
old officers retired. Experienced officers were ceeded by young "rookies", who lacked
experience and practice in the field of law enfareat. With the opening of the borders
international migration intensified, thus Hungargchme a transit country because of its
geographical location (Gulyas, 2013). The anomg, ldgal loopholes, the powerless police
and the openness of borders all around led to tileagthening of criminal organisations.
After the end of communism, a trade of drugs anclear materials picked up speed. Money
laundering became widespread, and so did corrupfiamyas, 2013) At first, Hungary was a
transit country in drug trade, but today, it hasr@asingly become a target country as well
(Szendrei, 2010).
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In the golden age of crime, crimes against humfantdiok the form of bombings and
shootings,most commonly. These were mainly comthitteBudapest. The hallmarks of this
period were the Aranykéz street murder and the &emyrder. These activities were
commited by contract killers under the order ofrimmmal group or the head of that group.
Without the list being complete, some iconic figgyrmainly leaders of oranised crime groups
of the era include Péter Boross, Péter Tasnadi,a§arortik, Dietmar Clodo, uncle Szeva
(Semion Mogilevich, Zoltan Domak, Zoltan Seres, Jozsef Prisztas, #ulszlavyk, Laszlo
Radnai. .

Some organised crime groups specialized in viol@ithes and operated like the
Italian mafia. The real estate mafia is a primengxa. (Janzsd, n.d.) The notorious Black
Army, led by Rébert Magyar, earned a dubious rdprtaby committing violent crimes.
They also operated as a security company in crinuineles: in exchange for money, they
provided protection for anyone, or they could "pade" any unwanted individual that they
wanted to step aside. The Russian mafia was afsonous for its violent methods. In
Hungary, they primarily expanded in the constructiand the entertainment business.
(Szendrei, 2010)

Fuel bleaching was a lucrative activity (Janzs@.)n.but money laundering also
flourished, with prime connections to the drug &att became typical to cover any illegal
activity with a legal business operation, and teest the wealth acquired through crime into
start up legal businesses. Thus, the illegally medunoney was reinvested in the economy. It
was also common that a particular organisation tedeanany businesses destined for
bankruptcy to maintain the appearance of creditwioess. (Szendrei, 2010) Pyramid
schemes and phantom companies were also livinghbgday (Janzso, n.d.).

With the accession to the EU, organised crime imdduy stepped on the path of
becoming international.After all, with the aboliti@f borders, the free movement of capital,
goods and labour became a realty. Internationatatian has increased and border controls
have disappeared. Hungary was no longer a tramsiintg. International criminal
organisations began to enter into the country,tergaalso smaller headquarters. (Gulyas,
2013) After 2005, the spread of organised crimeppled. After "wild privatization" the
balance between organisations was upset and garsgbn@ke out in the second half of the
1990s. The situation deteriorated to a point witeiinal organisations began to cooperate
with law enforcement authorities, so their actestiwere significantly curbed. “Wild or
spontaneous privatization” happened before theiciaffy” conducted privatization, in the
early 1990s. There were no officially ordered laavsl rules for the implementation. At this
time a considerable part of the national assetarfel the hand of private individuals, who
were not forming organised criminal groups. Of r@yistered crimes, 2005 was a zenith
(searched until 2008), in which the most frequertednties were: Budapest, Borsod-Abauj-
Zemplén, Szabolcs-Szatmar-Bereg, Hajdu-Bihar, Fajér Csongrad county. (Barna, 2012)
In the last period of organised crime the numbesrganised crime activities peaked in 2005,
mostly in Budapest, Borsod-Abauj-Zemplén, Szab&8lzatmar-Bereg, Gy-Moson-Sopron
and Bacs-Kiskun county. The measurement is relgto@mplicated and many indicators are
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not published. These data shows the number of ctednerimes at a certain time. (Barna,
2012)

Today, in the period of internationalization, fr&004 until the present day, the fight
against organised crime is also a matter of naltiseeurity and security policy, as the fight
must be taken on against transcontinental orgaomsa(Berki, 2012).
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Legislation Assessment

Below, we shall present some provisions of Hungageaminal law in detail which
concern organised crime, and, in a broader sensejption, followed by a brief assessment.
First, the legal terms of organised crime will beeg an outline, then, corruption, as well as
other crimes which are related to it, will be presed. In all cases, the relevant sections of the
criminal code will be quoted for the most accuiatpression possible.

2.1. Organised Crime

Under Hungarian criminal law, organised crime canperpetrated by two types of
groups involved in illegal activities: criminal agisations, and criminal associations. The
descriptions below make it obvious that the forroees are judged more severely than the

latter ones.

Section 459

(1) For the purposes of this Act:

1. ‘criminal organization’ shall mean when a grafghree or more persons collaborate in the long te
deliberately engage in an organized fashion in io@acts, which are punishable with five years of
imprisonment or more;

2. ‘criminal association’ shall mean when two orrem@ersons are engaged in criminal activities in an
organized fashion, or they conspire to do so atelmgit to commit a criminal act at least once, witho
however, creating a criminal organization;

Although neither of them overlaps directly withaekical” mafia-type organised crime,
the offense of running a criminal organisation uste] ,inclusive” in legal practice: in extreme
cases, a mafia organisation would ,fit" into thengacategory (in the history of Hungarian
court cases there have been certain salient examigs also important to note that both
offenses are aggravating factors in cases of cborupand in other court cases too, of course.
This will obviously bring about a significant ina®e in imprisonment terms. Finally, it is also
worthy to note that racketeering, a typical crinegpgetrated by criminal organisations, does
not appear as a separate offense in Hungariannaidaw; it is described as a special case of
extortion (see later).

2.2. Corruption and Related Crimes

In Hungarian criminal law, virtually all forms ofassical corruption are included, along
with several further offenses which indirectly tel#& corruption; the majority of these are in
compliance with international standards. Offensdklve listed in the form and order they
appear in the criminal code.
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2.2.1. Classicalcorruption

Classical offenses of corruption include variousysvaf active and passive corruption
(bribery) of officials, juries and authorities; nogéporting briberies; buying and selling
authoritative power; and, finally, extortion. Irhet words: classical corruption in itself is not
only bribery, but it can take many forms, whilethar important offenses also appear which
are directly related to bribery (e.g. fraud).

2.2.1.1 Active Corruption

Section 290

(1) Any person who gives or promises unlawful adsge to a person working for or on behalf of an
economic operator, or to another person on accoiustich employee, to induce him to breach his dute
guilty of a felony punishable by imprisonment neteeding three years.

(2) The penalty shall be imprisonment between anéivie years if the criminal offense described in
Subsection (1) is committed in connection with aspe working for or on behalf of an economic operat
who is authorized to act in its name and on itsalfiéhdependently.

(3) The penalty shall be:

a) imprisonment between one to five years in tlse eander Subsection (1);

b) imprisonment between two to eight years in thigecaunder Subsection (2);

if the crime of corruption is committed in criminasociation with accomplices or on a commercialesc

(4) Any person who commits the act of corruptiortamnection with a person working for or on beludlf
a foreign economic operator shall be punishabbkeordance with Subsections (1)-(3).

(5) The penalty may be reduced without limitatiaor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense daefim Subsection (1) if he confesses the act tatitleorities
first hand and unveils the circumstances of thenicrl act.

2.2.1.2 Passive Corruption

Section 291

(1) Any person who requests or receives an unlaadubntage in connection with his activities perfed
for or on behalf of an economic operator, for hilhse for a third party, or accepts a promise otlswan
advantage, or is in league with the person requgsii accepting the advantage for a third partyhizn
behest, is guilty of a felony punishable by impnis@nt not exceeding three years.

(2) If the perpetrator:

a) breaches his official duty in exchange for urfldwadvantage he is punishable by imprisonment
between one to five years,

b) commits the criminal offense defined in Subset(l) in criminal association with accomplicesoora
commercial scale he is punishable by imprisonmetwéen two to eight years.

(3) If the perpetrator is working for or on behaffan economic operator who is authorized to agtsin
name and on its behalf independently, the penhhil be imprisonment:

a) between one to five years in the case undere8tiba (1);

b) between two to eight years in the case undexgPaph a) of Subsection (2);

c) between five to ten years in the case undergPapha b) of Subsection (2).

(4) Any person working for or on behalf of a foneigconomic operator shall be punishable in accaslan
with Subsections (1)-(3) for the commission of ¢thieninal offense defined therein.

(5) The penalty may be reduced without limitaticor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense defim Subsection (1) if he confesses the act tatitleorities
first hand, surrenders the obtained unlawful finanedvantage in any form to the authorities, andeails the
circumstances of the criminal act.
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2.2.1.3 Active Corruption of Public Officials

Section 293

(1) Any person who attempts to bribe a public adfidy giving or promising unlawful advantage taku
person or to another person for influencing suditiaf’s actions in an official capacity is guilyf a felony
punishable by imprisonment not exceeding threesyear

(2) Any person committing bribery is punishableilmprisonment between one to five years if he giwes
promises the advantage to a public official to elhim to breach his official duty, exceed his cetepce or
otherwise abuse his position of authority.

(3) The penalties defined in Subsections (1)-(2llsapply to any person who commits the criminal
offense set out therein in connection with a fangigblic official.

(4) The director of an economic operator, or amgpe working for or on behalf of the economic opara
vested with authority to exercise control or supon shall be punishable according to Subsectignif the
person working for or on behalf of the economic raper commits the criminal offense defined in
Subsections (1)-(3) for the benefit of the econoaperator or on its behalf, and the criminal aatlddave
been prevented had he properly fulfilled his cdntresupervisory obligations.

(5) The director of an economic operator, or amg@e working for or on behalf of the economic opara
vested with authority to exercise control or supson shall be punishable for misdemeanor by ingmisent
not exceeding two years, if the criminal offensérdml in Subsection (4) is committed by way of gghce.

(6) The penalty may be reduced without limitaticor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense a&fim Subsections (1) and (2) if he confesses ¢héoathe
authorities first hand and unveils the circumstarafethe criminal act.

2.2.1.4 Passive Corruption of Public Officials

Section 294

(1) Any public official who requests or receiveswarawful advantage in connection with his actionan
official capacity, for himself or for a third partgr accepts a promise of such an advantage, iarl&ague
with the person requesting or accepting the adgenfar a third party on his behest, is guilty ofetony
punishable by imprisonment between one to fivesiear

(2) The penalty shall be imprisonment between tweight years if the criminal offense is commitigda
high-ranking public official.

(3) The penalty shall be imprisonment between tweight years in the case provided for in Subsectio
(1) or imprisonment between five to ten years md¢hse provided for in Subsection (2) if:

a) for the advantage the public official:

aa) breaches his official duties,

ab) exceeds his competence, or

ac) otherwise abuses his position of authority; or

b) if the offense is committed in criminal assoiciatwith accomplices or on a commercial scale.

(4) A foreign public official shall be punishable accordance with Subsections (1)-(3) for the cossion
of the criminal offense defined therein.

(5) The penalty may be reduced without limitaticor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense a&fim Subsections (1) and (2) if he confesses ¢héoathe
authorities first hand, surrenders the obtainedwnll! financial advantage in any form to the auities, and
unveils the circumstances of the criminal act.

2.2.1.5 Active Corruption in Court or Regulatory Proceedings

Section 295

(1) Any person who promises or gives unlawful adaga to another person for himself or for a thiadty
for him to refrain from acting in accordance witis duty or in the exercise of his rights in coartitration
or other judicial proceedings is guilty of felonyrmpshable by imprisonment not exceeding three years

(2) The provisions of Subsection (1) shall applyewlthe acts defined therein are committed in thesmo
of or in connection with, proceedings of an int¢ior@al criminal court installed under international
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convention promulgated by an act, or under a sigtutesolution adopted by the United Nations Seéguri
Council, or by the Court of Justice of the Europtlaion.

(3) The penalty may be reduced without limitatiaor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense defiin Subsections (1)-(2) if he confesses the @adhé
authorities first hand and unveils the circumstarafethe criminal act.

2.2.1.6 Passive Corruption in Court or Regulatory Poceedings

Section 296

(1) Any person who requests or receives an unlaadubkntage to refrain from acting in accordancé wit
his duty or in the exercise of his rights in a ¢parbitration or other judicial proceedings, famkelf or for a
third party, or accepts a promise of such an adggntor is in league with the person requestingcoepting
the advantage for a third party on his behestuiygof a felony punishable by imprisonment betweme to
five years.

(2) The provisions of Subsection (1) shall applyewlthe acts defined therein are committed in theseo
of or in connection with, proceedings of an int¢ior@al criminal court installed under international
convention promulgated by an act, or under a sigtutesolution adopted by the United Nations Seéguri
Council, or by the Court of Justice of the Europ&laion.

(3) The penalty may be reduced without limitaticor dismissed in cases deserving special considerat
against the perpetrator of a criminal offense d=fiin Subsections (1)-(2) if he confesses the @adhé
authorities first hand, surrenders the obtainedwhfll financial advantage in any form to the aulities, and
unveils the circumstances of the criminal act.

2.2.1.7 Misprision of Bribery
Section 297
(1) Any public official who has positive knowledge an act of active or passive corruption yet
undetected, and fails to promptly report that te thuthorities is guilty of a felony punishable by
imprisonment not exceeding three years.
(2) Family members of the person who failed to refiee act of active or passive corruption shatl lo®

prosecuted

2.2.1.8 Indirect Corruption

Section 298

(1) Any person who gives or promises unlawful adaga:

a) to a person who claims to influence a publiccaf, or

b) to a third person on account of a person whiongldo influence a public official is guilty of albny
punishable by imprisonment not exceeding threesyear

(2) Any person who commits the criminal offenseimied in Subsection (1) in connection with a person
who is working for or on behalf of an economic aier or an association is guilty of a misdemeanor
punishable by imprisonment not exceeding two years.

(3) The provision of Subsection (1) shall apply wiie criminal offense defined therein is commitied
connection with a foreign public official.

2.2.1.9 Abuse of a Function

Section 299

(1) Any person who - purporting to influence a palgifficial - requests or receives an unlawful atege
for himself or for a third party, or accepts a pireenof such an advantage, or is in league withpérson
requesting or accepting the advantage for a thandypon his behest, is guilty of a felony puniskeably
imprisonment between one to five years.

(2) The penalty shall be imprisonment between wveight years if the perpetrator:

a) purports to or pretends that he is bribing dipufficial;

b) pretends to be a public official; or
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¢) commits the criminal offense on a commercialesca

(3) Any person who commits either of the crimindfenses defined in Subsections (1)-(2) shall be
punishable as set forth therein.

Section 300

(1) Any person who commits the criminal offenseirked in Subsection (1) of Section 299 in connection
with a person who is working for or on behalf ofe@gonomic operator is guilty of a misdemeanor phatite
by imprisonment not exceeding two years.

(2) The penalty shall be imprisonment not exceedhmge years for a felony if the criminal offense
described in Subsection (1) is committed in corinaawith a person working for or on behalf of ameoemic
operator who is authorized to act in its name andsobehalf independently.

2.2.1.10 Extortion

Section 367

(1) Any person who by force or by threat of foraampels another person - in the pursuit of unlawful
financial gain - to do, not to do, or to endure stinng, thereby causing a financial loss, is guilty felony
punishable by imprisonment between one to fivesear

(2) The penalty shall be imprisonment between wveight years if extortion is committed:

a) in criminal association with accomplices;

b) by threat against life or bodily integrity othet similarly serious threat of force;

c¢) by a public official, acting in such official gacity;

d) by feigning official assignment or official agti.

Generally it may be assumed that the classicalnsffeof corruption in question —
various special cases of which appear separateluimgarian criminal law — are punished
with prison sentences ranging from one to five geahich is a relatively harsh punishment.
In less severe cases, sentences are shorter tlugéoyears, and they are still strict enough to
discourage. In some markedly severe cases (likpepation in criminal organisation,
association, or done often enough to make a liyipg¥on sentences can range to ten years.
This clearly shows that the Hungarian criminal cedections forms of organised crime in
quite a strict way.

Offenders may expect a more lenient sentence ¥f toeperate with law enforcement
in investigations against related corruption casdsch are otherwise typically difficult to
discover. This type of regulation, i.e. the formnodtivating perpetrators to confess or report
briberies may help in solving more corruption offes.
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2.2.2 Crimes Related To Classical Corruption

In Hungarian criminal law, offenses related indikgdo corruption include crimes
mainly against property, such as: embezzlemenidfraincluding fraud through economic
and IT systems — trading in stolen goods, misapmabpn and money laundering (including
the circumvention of screening to filter out monkeyndering). These offenses will be
presented in detail below.

2.2.2.1 Embezzlement

Section 372

(1) ‘Embezzlement’ shall mean when a person unldywhppropriates or disposes of as his own a thing
with which he has been entrusted.

(2) The penalty for a misdemeanor shall be imprsent not exceeding one year if:

a) the embezzlement involves a minor value; or

b) the embezzlement involves a petty offense valod,it is committed:

ba) in criminal association with accomplices,

bb) at a place of emergency,

bc) on a commercial scale.

(3) The penalty for a felony shall be imprisonmeat exceeding three years if:

a) the embezzlement is committed for a considensddiee;

b) the embezzlement involves a minor value and itdmmitted by either of the means referred to in
Subparagraphs ba)-bc) of Subsection (2); or

c) the embezzlement is committed in respect of atbjeclassified as protected cultural goods or
archeological findings.

(4) The penalty shall be imprisonment between orfesé years if:

a) the embezzlement is committed for a substavdilale;

b) the embezzlement involves a considerable vaiddatas committed by either of the means refetmeih
Subparagraphs ba)-bc) of Subsection (2); or

c¢) the embezzlement is committed against a perdmsevability to defend himself is diminished due to
his old age or disability.

(5) The penalty shall be imprisonment between oveight years if:

a) the embezzlement is committed for a particulediysiderable value; or

b) the embezzlement involves a substantial valukitais committed by either of the means refer@dht
Subparagraphs ba)-bc) of Subsection (2).

(6) The penalty shall be imprisonment between fiivien years if:

a) the embezzlement is committed in respect ofqaatly substantial value; or

b) the embezzlement involves a particularly consibie value and it is committed by either of theanse
referred to in Subparagraphs ba)-bc) of Subse¢fipn

2.2.2.2 Fraud

Section 373

(1) ‘Fraud’ shall mean when a person uses decedtetion, or trickery for unlawful financial gaiand
thereby causes damage.

(2) The penalty for a misdemeanor shall be imprsent not exceeding one year if:

a) the fraud results in minor damage; or

b) the fraud results in damage under the pettynsHdimit and it is committed:

ba) in criminal association with accomplices,
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bb) at a place of emergency,

bc) on a commercial scale,

bd) under the false pretenses of soliciting domatior charitable purposes.

(3) The penalty for a felony shall be imprisonmeat exceeding three years if:

a) the fraud results in damage of considerableeyaiu

b) the fraud involves a minor value and it is cotea by either of the means referred to in Subpardts
ba)-bc) of Subsection (2).

(4) The penalty shall be imprisonment between orfesé years if:

a) the fraud results in damage of substantial value

b) the fraud involves a considerable value and icémmitted by either of the means referred to in
Subparagraphs ba)-bc) of Subsection (2); or

¢) the fraud is committed against a person whodiyaio defend himself is diminished due to hisl@ge
or disability.

(5) The penalty shall be imprisonment between oveight years if:

a) the fraud results in damage of particularly adex@ble value; or

b) the fraud involves a substantial value and ittdsnmitted by either of the means referred to in
Subparagraphs ba)-bc) of Subsection (2).

(6) The penalty shall be imprisonment between fiivien years if:

a) the fraud results in damage of particularly satsal value; or

b) the fraud involves a particularly considerabddue and it is committed by either of the meansrrefl
to in Subparagraphs ba)-bc) of Subsection (2).

(7) For the purposes of this Section the unpaidicemation which is due for services supplied shkd
be construed as damage

2.2.2.3 Economic Fraud

Section 374

(1) Economic fraud means when a person is involadabgus economic activities for unlawful financial
gain.

(2) The penalty for a misdemeanor shall be imprsent not exceeding two years if the economic fraud
results in damage of minor value.

(3) The penalty for a felony shall be imprisonmeat exceeding three years if;

a) the economic fraud results in considerable firedrioss; or

b) the economic fraud involves a minor loss arigl dommitted:

ba) in criminal association with accomplices,

bb) on a commercial scale.

(4) The penalty shall be imprisonment between orfesé years if:

a) the economic fraud results in substantial fingross; or

b) the economic fraud involves a considerable fimgnoss and it is committed by either of the mean
referred to in Subparagraph ba) or bb) of Subse¢8d.

(5) The penalty shall be imprisonment between wveight years if;

a) the economic fraud results in particularly cdesable financial loss; or

b) the economic fraud involves a substantial fin@nloss and it is committed by either of the means
referred to in Subparagraph ba) or bb) of Subse¢8

(6) The penalty shall be imprisonment between fiiveen years if:

a) the economic fraud results in particularly sabgal financial loss; or

b) the economic fraud results in particularly coesable financial loss and is committed in the neann
defined in Subparagraph ba) or bb) of Subsectipn (3

2.2.2.4 Information System Fraud
Section 375
(1) Any person who, for unlawful financial gaintioduces data into an information system, or alters
deletes data processed therein, or renders dateeissible, or otherwise interferes with the funtig of the
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information system, and thereby causes damageuilty @f a felony punishable by imprisonment not
exceeding three years.

(2) The penalty shall be imprisonment between orfesé years if:

a) the information system fraud results in damdgribstantial value; or

b) the information system fraud involves a consithe value and it is committed in criminal assaorat
with accomplices or on a commercial scale.

(3) The penalty shall be imprisonment between wveight years if;

a) the information system fraud results in damdgmadicularly considerable value; or

b) the information system fraud involves a substéhialue and it is committed in criminal asso@ati
with accomplices or on a commercial scale.

(4) The penalty shall be imprisonment between foveen years, if:

a) the information system fraud results in damdgeadicularly substantial value; or

b) the information system fraud involves a partelyl considerable value and it is committed in Gniah
association with accomplices or on a commercidkesca

(5) Any person who causes damage by using a cdaitter forged, or unlawfully obtained electronic
payment instrument, or by accepting payment witlchspayment instrument shall be punishable in
accordance with Subsections (1)-(4).

(6) In the application of Subsection (5) cash-stitst payment instruments issued in other Statadl sh
receive the same protection as cash-substitute gratyimstruments issued in Hungary.

2.2.2.5 Dealing in Stolen Goods

Section 379

(1) Any person who - for financial gain or advardagbtains, conceals or collaborates in the gpthiin

a) any non-Community goods obtained through buffgetl and withheld from customs inspection;

b) excise goods under tax evasion; or

c) any property that originates from theft, embea®nt, fraud, misappropriation of funds, robbery,
plundering, extortion, unlawful appropriation, oo another receiver of stolen goods;

is guilty of dealing in stolen goods.

(2) The penalty for a misdemeanor shall be imprsent not exceeding two years if dealing in stolen
goods:

a) involves a minor value; or

b) is committed in respect of a petty offense valne commercial scale.

(3) The penalty for a felony shall be imprisonmeaot exceeding three years, if dealing in stolendgoo

a) is committed in respect of a considerable value;

b) involves objects classified as protected cultg@ods, historical monument, archeological site or
archeological findings;

c) involves precious metal of minor value; or

d) involves a minor value and it is committed ocoanmercial scale.

(4) The penalty shall be imprisonment between orfevé years if dealing in stolen goods is comnaitte

a) in respect of a substantial value; or

b) in respect of a considerable value on a commlescale.

(5) The penalty shall be imprisonment between oveight years if dealing in stolen goods is comenitt

a) in respect of a particularly considerable vabre;

b) in respect of substantial value on a commeeziale.

(6) The penalty shall be imprisonment between filveen years if dealing in stolen goods is commditte

a) in respect of particularly substantial value; or

b) in respect of particularly considerable valueaacommercial scale.

2.2.2.6 Misappropriation of Funds
Section 376
(1) ‘Misappropriation of funds’ shall mean the adta person in wrongfully taking or using another’s
assets that has been entrusted to him for a specifpose.
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(2) The penalty for a misdemeanor shall be imprsent not exceeding two years if:

a) the misappropriation results in minor finandias; or

b) the misappropriation results in financial loggler the petty offense limit and it is committed the
guardian or executor in that capacity.

(3) The penalty for a felony shall be imprisonmeat exceeding three years if:

a) the misappropriation results in considerablariiial loss; or

b) the misappropriation results in minor finand@s and it is committed by the guardian or execiro
that capacity.

(4) The penalty shall be imprisonment between orfesé years if:

a) the misappropriation results in substantialrfaial loss; or

b) the misappropriation results in considerablairiitial loss and it is committed by the guardian or
executor in that capacity.

(5) The penalty shall be imprisonment between oveight years if:

a) the misappropriation results in particularly sidierable financial loss; or

b) the misappropriation results in substantialriitial loss and it is committed by the guardian ecaitor
in that capacity.

(6) The penalty shall be imprisonment between fiiveen years if:

a) the misappropriation results in particularly stalntial financial loss;

b) the misappropriation results in particularly swmterable financial loss and it is committed by the
guardian or executor in that capacity.

2.2.2.7 Money Laundering

Section 399

(1) Any person who, in connection with an assetaol®d from any punishable criminal offense
committed by others:

a) converts or transfers the asset in questiomnpesforms any financial transaction or receives any
financial service in connection with the thing irder to:

aa) conceal or disguise the origin of the asset, or

ab) frustrate the criminal proceedings conductesiresf the perpetrator of a punishable criminal gt
committed by others;

b) conceals or disguises the origin of the assétamy right attached to the asset or any chang#ssn
right, or conceals or suppresses the place wheragbet can be found;

is guilty of a felony punishable by imprisonmentJeen one to five years.

(2) The penalty under Subsection (1) shall alsinfosed upon any person who, in connection with an
asset obtained from a punishable criminal offergemnitted by others:

a) obtains the asset for himself or for a thirdspar

b) safeguards, handles, uses or consumes the assattains other financial assets by way of or in
exchange for the asset, or by using the consideraticeived for the asset;

if being aware of the true origin of the assehattime of commission.

(3) The penalty under Subsection (1) shall alsovi@sed upon any person who, in order to conceal th
true origin of an asset that was obtained fromraghable criminal offense committed by others:

a) uses the asset in his business activities;

b) performs any financial transaction or receiveg fenancial service in connection with the asset.

(4) The penalty shall be imprisonment between tweight years if the money laundering specifiedaund
Subsections (1)-(3):

a) is committed on a commercial scale;

b) involves a particularly considerable or grea®iount of money;

¢) is committed by an officer or employee of a fio@l institution, investment firm, commodities ke,
investment fund manager, venture capital fund managkchange market, clearing house, central depgsi
body acting as a central counterparty, insuraneepamy, reinsurance company or independent insurance
intermediary, voluntary mutual insurance fund, atév pension fund or an institution for occupational
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retirement provision, an organization engaged éndperation of gambling activities or a regulateal estate
investment company;

d) is committed by a public official;

e) is committed by an attorney-at-law.

(5) Any person who collaborates in the commissibmoney laundering as specified under Subsections
(1)-(4) is guilty of misdemeanor punishable by impnment not exceeding two years.

Section 400

(1) Any person who, in connection with an assetiolgtd from a punishable criminal offense committed
by others:

a) uses the asset in his business activities;

b) performs any financial transaction or receivesg fenancial service in connection with the asset] is
negligently unaware of the true origin of the assejuilty of misdemeanor punishable by imprisontraot
exceeding two years.

(2) The penalty shall be imprisonment not exceedimge years if the criminal act described in
Subsection (1):

a) involves a particularly considerable or greatdue;

b) is committed by an officer or employee of a fin@l institution, investment firm, commodities ke,
investment fund manager, venture capital fund managkchange market, clearing house, central depgsi
body acting as a central counterparty, insuraneepamy, reinsurance company or independent insurance
intermediary, voluntary mutual insurance fund, atév pension fund or an institution for occupational
retirement provision, an organization engaged éndperation of gambling activities or a regulateal estate
investment company; or

¢) is committed by a public official.

(3) Any person who voluntarily reports to the autties and unveils the circumstances of commission
shall not be prosecuted for money laundering asifipeé under Subsections (1)-(2), provided thatabehas
not yet been revealed, or it has been revealedpartyally.

2.2.2.8 Failure to Comply with the Reporting Obligéion Related
toMoney Laundering

Section 401

Any person who fails to comply with the reportingligation prescribed by law in connection with the
prevention and combating of money laundering anftist financing is guilty of misdemeanor punisteab
by imprisonment not exceeding two years.

It is evident from the facts listed above that legantences for crimes indirectly
connected to corruption are of a similar severnitythtose imposed on offenders of classical
corruption. In less severe cases, prison termseréirmgn two to three years, whereas more
serious offenders can face sentences ranging fnartd eight years, or from five to ten, in
prison. Generally, convicts get between one ané fpears’ imprisonment. Aggravating
factors include violation in organisation or comapy, together with other offenses, or
collaterals (e.g. great financial damage, offers@rafession). Mitigation of the sentence in
these cases is only possible if the perpetrat@retfooperation of some sort.

All in all, it is easy to see that there are extmhdnd detailed descriptions of particular
crimes even in this field of the criminal code.
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2.3. The system of public persecution against corption and
organised crime

In Hungary, the main authorities which persecuteugiion and organised crime include law
enforcement agencies, investigation offices, thHepoprosecutors, and the National Tax and
Customs Administration. This sub-chapter will gavérief outline about further organisations
which centrally coordinate and supplement the dies/of primary organisations.

As a main highlight, a continuous development atesipersecution against corruption and
organised crime has been observable from the ttitheo millennium. The separation of
certain tasks and scopes has become much cleasen #esult, central organisations of
coordination with clear-cut profiles have been iatéd, functioning at a high level of
accuracy. A great deal of operational freedom amdmely regulated scopes, since - in a
legal sense - these organisations are civic agermienational security. This status, as
opposed to primary investigation offices, providesnuch wider scope of power to these
central organisations, enabling them to investigatel coordinate their activities more
smoothly. Due to this status, the number of puplimtcessible data about the activities,
protocols and results of these agencies is limifE€de statutes regulating them may
nonetheless be a primary information source.

A further basic feature of the Hungarian systerthnésabsolute way it separates the apparatus
fighting against corruption, regarded as a finanoiene, and that fighting against organised
crime. The Coordination Centre Against Organisetm€rof the Constitution Protection
Office is responsible for the latter activity, tNational Security Agency for the former one.

2.3.1 FIGHTING AGAINST ORGANISED CRIME—- COORDINATIO N CENTRE
AGAINSTORGANISED CRIME OF THECONSTITUTION PROTECTIO N OFFICE

The central assignments of fighting organised crivexe dealt with by the Information
Agency - belonging to the line of civic nationatedty agencies - and the Military Security
Office. However, they were only responsible forhgaing intelligence about organised crime
activities jeopardising national security. They dmt perform coordinating functions.

1 January 2007 was a significant leap forward ghting organised crime when Government
Decree 305/2006 (XII. 23.) came into effect. Ont thhay, the Coordination Centre Against
Organised Crime was instituted. The Coordinatiomtfge is a central office, which is
responsible for coordinating the collection, used aontrol of crime prevention data.
Operations of this central organisation are overdeg the Minister of civic services for
national defence, but it could not be considere@ a&tassical civic or military intelligence
service. Due to the legal status it is a centréicef not an intelligence service, but the
Government Decree states that, the personnel afethige consists civil servants and officers
as well.It is assumable, the daily operation islgsintike an intelligence agency.

The main objective of the Centre is to coordinate promote the activities of the government
agencies against organized crime. Duties includleating and analysing incoming data from
cooperating law enforcement agencies and invegiigabffices, and filtering out
investigations which run in parallel. The purpo$¢he Centre is clear: a central coordination
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of investigation, that is, work which used to benda@t various levels and offices can now be
managed effectively because the Centre filters passible redundancies. During a
reorganisation and integration of National Secumsgrvices in 2010, the Centre was
transferred to be part of the Constitution ProtectOffice. Nevertheless, the Information
Office and the freshly integrated Military Nation2akefence Service still gather intelligence
relating to organised crime.

2.3.2 Fighting Corruption — National Defence Servig/Information Office

The organisational system fighting corruption issl@nified and consolidated. Since 2000, it
has been the task of the Information Office to stMgate cases of corruption, which are
classified as a mainly financial types of crime.

The year 2007 saw an initiative that went beyoredtthditional limits of fighting corruption:
Government Resolution 1037/2007 (V1. 18.) establishhe Anti-corruption Coordination
Board. The counselling body which also coordinatkd Ministry of Justice and Law
Enforcement had the primary objective to professiign coordinate the fight against
corruption, to assess results and prepare the gaonagrt for decision-making. By establishing
the Board the government intended to open up tocivie society, so they invited all the
organisations which could offer professional hefpthe fight against corruption. Board
operations ceased, however, when the NGOs optedltobecame a defunct body after
somewhat more than one and a half years.

Act CLXIII/2009 on the protection of fair processalso counts as an innovative initiative.
The statute, in accordance with the general amtiaption strategy of the ruling government,
defined the basic characteristics of a fair procasd the legal options in case of a breach of
the requirements. The act would have given a k&yirolegal cases to an Office which was
planned to be established later. The Office wase altended to run tasks related to fight
corruption by process- and risk analysis, submibppsals and create strategies.
Unfortunately, however, the Office was not credtethe end, and the Act on protecting fair
processes lost force on 1 January 2014.

In case of having fallen victim to corruption, arspicious acts, citizens can turn with their
complaints and reports of public interest to statnorities or municipal authorities. They can
do this in person, in written form or via any @cted digital channels.
Every complaint and announcement will be inveséigaand sanctioned if deemed necessary.
This process is controlled by Act CLXV/2013. onmmmaints and reports of public interest.
As it has already been mentioned earlier in thidiee, the Information Office fights and
investigates corruption cases which concern ndtiseaurity, together with the National
Defence Service, which was established in 2011 #fe realignment and integration of the
Defence Service of Law Enforcement Agencies. Withe Service, the Department of Anti-
corruption analyses the activities and staff datla strategically important public
administration bodies (Office of Immigration and tidaality, National Tax and Customs
Administration etc.), to avoid corruption crimeshoected to staff members' relatives.
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2.3.3. State Protection Against Organzed Crime — ThHungarian Witness Protection
Programme

In 2001, the Hungarian Parliament ratified a netv(BXXV Act of 2001) on protection of
witnesses and launched the Hungarian Witness RiarteBrogramme. This act was a new
phenomenon in the Hungarian legal system, becisgitogramme specifically focuses on
the witnesses of organized crime cases and otheticyarly serious crime cases (e.g.
terrorism, extortion, money laundering). In othases — e.g. in domestic violence or juvenile
victim cases — there are many legal instrumentsgtware able to protect the witnesses, but
this Programme is mostly dedicated to the protaaticconnection organized crime.
Within the framework of the programme the cooperativitness is eligible to various
protection measures:

- personal protection;

- locking of the recorded data in state registers;

- name change;

- identity changing;

- participation in international cooperation (moviggroad or moving to Hungary).
In addition to the above mentioned protecting messuthe Programme has social and
economic support opportunities as well, to help phmetected person to reintegrate into
society. In cases concerning the Programme theres@ecial conditions at the court trial,
which possibilities protect the witness.

Relevant statutes

Act CLXV/2013 on complaints and reports concernpogplic interest

Act LXXV/1999 on the regulations of fighting orgaed crime and related activities, and
amendments which concern the same matter.

Act CXXV/1995 on national security agencies.

Governmental Decree 293/2010. (XII. 22.) on theoapment of a police branch performing
internal investigations to prevent and fight crima@d on laying down detailed rules about
how they should perform their tasks and how thapeccable reputation and trustworthiness
should be checked.

Governmental Resolution 1037/2007. VI. 18.) on thaties concerning fight against
corruption.

Governmental Decree 305/2006. (XIl. 23.) on the r@o@ation Centre Against Organised
Crime.

Governmental Decree 49/1995. (V. 4.) on the DefeAgency of law enforcement
authorities.

Ministry of Internal Affairs Order 29/2013. (XIl.61) on the organisational and operational
regulations of the Coordination Centre Against @rgad Crime.

The founding documents of the National Securityviger

Organisations' webpages
Constitution Protection Office hitp://ah.gov.hu/
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Information Office -http://www.mkih.hu/
National Security Servicewww.nvsz.hu
Coordination Centre Against Organised Crinfegtp://szbkk.gov.hu/
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Tab. 1 Policies, practices and institutional actmainst organised crime and corruption in Hungary

Targets

Policies and practices

Actors

Organization of Crime

Criminal Offence

Criminal association crime

Common-type

Fuel bleaching

Money laundering

Drug selling, illicit trafficking

Investigation and
Prosecution

Witnesses Protection

Special Investigative Tools

Special Investigative Organization

Execution of sentences

- Hungarian Police
- National Tax and Customs
Administration of Hungary
(NTCA)
- Coordination Centre Against
Organised Crime
- Constitution Protection Office
- Prosecutor s General Office

Infiltration into legal and
illegal markets

Confiscation of assets

Regular Criminal Confisaatio

-NTCA

Finance

Money-laundering legislation

Suspicious Financial Flows

-NTCA
- Financial Intelligence Unit
(within the NTCA)

Political Corruption

Few cases of criminal-political nexus

Trying to influence the election
(Portik)

- Coordination Centre Against
Organised Crime
- Constitution Protection Office

Electoral corruption

Vote-buying crime

- National Election Office

Economy o : - :
. Traceability in public procurement - Public Pramment Authority
Public Procurement - . )
Central purchasing body - State Audit Office
Government anti-corruption plan (Open - Minister of Public
Government Partnership) Open Government Partnership Adrplhlstratlon an.d Justice
- Minister of Interior
Administrative corruption
Anticorruption frameworks and programme for| Green Book on ethical Any public body
the public administration requirements in the public secto
Integrity Project Integrity surveys State Audit ©O&
Society Associations Monitoring activities of international and loc Transparency Internationa
NGOs Freedom House, etc.
Corruption risk reduction Integrity Pacts Transpaselnternational
Criminal policy/practice
Legend potcy’p

Administrative policy/practice




Italy

Organized Crime Assessment

Italy has probably experienced the largest numberomerating criminal associations as
compared to any other EU member states. Crimiralgg have traditionally varied from more
irregular and network-based associations to crihirerarchies boasting centuries of history in
the same territories — resembling sometimes teialtéeudal-like criminal associations. Hence,
together with ordinary groups producing and tradibkggal goods and services on illegal
markets, the country has seen the emergence angidif of highly structured criminal groups
providing governmental services to illegal, infotraad, in some cases, legitimate transactions,
and establishing either strong or weak ties wittmynather institutional, economic and societal
actors. This is the case of traditional mafia-tygrganizations which aspire to monopolise
protection-racket services either in limited temigs or in single economic sectors across
territories. A bigger picture of the Italian undemhd would show a significant variation across
organised crime models in the country, being mbfiee associations only one among different
and various industrial organizations of crime. e tase of political corruption, for instance,
several investigations have proved the existenchigifly structured and organised forms of
corrupt exchanges. In some circumstances, we haserved corrupt networks adopting mafia-
like organizational models to govern corrupt tratisams. Conversely, recent studies and
judiciary evidence show that even mafia-like growas change organizational models and
criminal core-business as they move to new teregorby diversifying their activities across
territories through investments in the legal andlegal economy (Campana 2011).

This complexity as depicted in more recent emplistiadies contradicts the stereotypical
representation of the phenomenon, still rooted dtsothe policy analysis debate. The
organizational variety of groups, their variatiootho over time and across territories, and their
functional diversification as local conditions clyanare all evidence related to organised crime
that should be carefully addressed when new psliaie designed both at country and European
level. This report briefly explores past and recpatterns of organised crime in Italy in the
attempt to provide a more comprehensive overviewsdaemporal, territorial and organizational
development. First, the report presents some dasatdhe presence of criminal groups in the
country, giving information about both mafia-likedaordinary criminal associations. Second,
the report describes more in-depth mafia-like gsowperating in the country, by showing
common patterns and organizational differences gstogroups. Then, recent trends in money-
laundering activities and infiltration in legitireabusiness are presented through an overview of
the most recent institutional, policy and studies.
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Fig. 1 Mafia-like and criminal association crimelialy (1983-2012)

Association crimes in ltaly (1983-2012)
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Fig. 2 Criminal association crime in Southern Itahd in other Italian regions (1983-2012
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Fig. 3 Mafia-like association crime in Southerryitand in other Italian regions (1983-201
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In order to measure the trends in organised crimgepse police data on mafia-like and
criminal association crimes in Italy at districvéd. The data presented have been taken from
Minister of Interior sources, and are the crimgsoreéed by police forces to judicial institutions.
Crimes are in historical series from 1995 to 20IBis time interval and the maps provide
further information on the development and chamgthe territorial criminal gap as well as the
diffusion and persistence of mafia-like and ordynagroups, with the identification of
particularly critical areas.

As Figure 1 shows, despite the greater relevamnceabia-like association in terms of
harm and threat, the majority of illegal groupghe country do not correspond to the mafia-like
traditional model. This pattern is not only valid Northern Italy, where we would not expect a
widespread presence of traditional mafia-like oig@tions, but also in Southern Italy, where the
gap between criminal models is even greater. Thdirfg is important to exhibit that even in the
South mafia-like crime models hardly fit with a Mayate universe of groups, which are more
likely disorganized and unstable. By no coincidertleere is a higher criminal association rate in
those districts where groups have been traditignigés institutionalized, following gangs’
model rather than mafia-like ones. This is espBciale in larger metropolitan areas where
illegal markets have been usually more anarchic aomdpetitive (Naples, Bari, Catania), or in
those areas where more predatory groups used toatepé€Foggia, Brindisi, Ragusa,
Caltanissetta} (Figures 2 and 3). In any case, both mafia-likd ariminal association rates
have sharply decreased in the last ten years, @sseg to the 80’s and 90’s when a first nation-
wide antimafia law-enforcement cycle took placee($égure 1). Moreover, if a territorial
structural gap in the presence of mafias is stileabetween Southern Italy and the rest of the
country, the converging trends in the criminal agsmn rates clearly unveil stronger criminal
integration dynamics also in the centre and noftltaly (see Figure 2). Hence, this trend is
consistent with the findings of several police @pens that in the last years have proved a
successful transplantation of mafia-like groupaon-traditional areas.

However, the emergence of “new” territories of raafienetration is neither a recent
phenomenon nor a homogenous 3r€igures 4 and 5) . To better grasp it, it is imaot to
realize that a significant variation in mafia prese largely exists even across territories in the

2 However it is important to emphasize again théfeénces in the presence of either mafia-like mirmry
criminal associations in a given area are alsaehalt of a changing and different interpretatiéthe phenomenon
over time given by both police and judicial instituns. Higher criminal association rates in distritke Reggio
Calabria and Catanzaro in the past (see Figurer@)akso explained by a later judicial recognitioh the
‘Ndrangheta as an unitary mafia-like criminal asatian, when the Supreme Court confirmed tRegifhine’ trial in
March 2014. This is a striking evidence, if we thiat the proposal to export the mafia-like crimesale Italy,
when even in this country the implementation of trime is still highly challenged in some circuamstes.

%3 Buonanno and Piazzona (2014) have found empieiddience of the existence of complementarities betwtwo
factors of in the expansion of mafia in the nonthprovinces: theonfino policy and immigration (Varese, 2006).
They argue that migration might have provided aastife environment for mafia to develop. The coafiolicy
imposed perilous mafiosi to re-settle outside thpgovinces in order to weaken their criminal netkgorOn the
contrary, this policy favored mafia transplantattoriraditional immune areas of the country.
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South (see Figures 6 and’7)Data show that mafia groups are not equally idisted, but, on
the contrary, there are districts where the pres@ft¢hese groups is weak and limited either in
past and present times. Therefore, despite theatigrical representation of mafias as a region-
wide criminal conspiracies, there are territoriesSouthern Italy were these groups have been
traditionally less effective in infiltrating the mieets and local politics. In reality, this variance
was even higher in the past. In fact, the first &va¥ mafias’ migration was not from the South
towards the North, but amongst Southern distriotlwing different paths of diffusion(Rocco
Sciarrone and Storti 2014; Rocco Sciarrone 2014)relMbften there was a transplantation of
original mafia-like groups (Varese 2013, 2011),,knotsome circumstances we also observe
already existing local groups imitating or joinimgafia-like associations (Sciarrone & Storti
2013). This is the case of some districts of eas&cily (Lupo 2004), or in Apulia (Massari
1998; Apollonio 2014). These patterns are no semiht from more recent paths of diffusion in
Central and Northern Italy (Figures 10 and 11)sdme of these districts, that were considered
immune from this type of criminal infiltratidn both transplantation and endogenous emergence
of groups have been so widespread as to lead toehimpcidence of the phenomenon in
comparison to some Southern districts (see Figurédih in terms of infiltration in legitimate
business and of industrial organisation of grétips

For example, in some “new” areas recent police stigations have unveiled the
administration of initiation rituals that are barearried out in many Southern districts due to
tougher law-enforcement. However, it is importamemphasize again that different pathways
of diffusion have been observed (Sciarrone, 20t&rne & Storti, 2013). In their territories
of origin, Italian Mafia-like groups traditionallyontrol limited territories rather than monopolise
single economic sectors across areas, thus prejearmore territorially-based organization than
a functionally-ong’,

% In Figure 12, which is drawn on data about mafiafiscations and city council’ dissolutions at digyel, this
variability across territories is even more eviddbistricts of Naples, Palermo, and Reggio Calahriathe ones
with the higher number of municipalities whereesddt a mafia marker emerges. In other areas afdinetry, other
districts show significant numbers: in the distoétMilano 40% of municipalities experiences atsteane of mafia
markers, other districts show similar number (Robhzina).

% This is the case of the following districts: TarjnMilano, Monza-Brianza, Varese, Genova, ImpeRanini,
Roma, Latina. According to a recent study (Tramseri2013), based on several proxies of mafia presenc
municipal level, the district of Rome is in 13trapé for mafia presence, Imperia in 16th, Genoa, Iiathin 20th,
Latina 25th and Milan 26th.

*% Tribunale di Torino (2011), OCC, “Operazione Miaoto”, N. 5418/07 + 4775/09 R.G. G.I.P.; Tribundlie
Milano (2014), GIP, OCC, “Operazione Metastasi”,7800/09 R.G. GIP

" In few circumstances, those criminal associatithiag have achieved higher vertical integration agngroups,
such as the Sicilian Cosa Nostra in the past, lads@ successfully combined together a territorial &unctional
control of both illegal and legitimate activitida.fact, through the “Siino’s table” strategy, tBiilian Cosa Nostra
was able to fully control the public procurementegional level for public works and constructiby,governing a
cartel of legitimate
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Fig. 4 Criminal association crimes reported by @l Fig. 5 Mafia-like association crimes reported bYiqgm
forces in Italy (1983-2012) forces in Italy (1983-2012)

Average oiminal association rates in ltaly {1983-2012) Average mafis-like association rates in Italy (1982-2012)

A crimes | 100000 pop

[0.000,0:034]
[0.034,0.058]
(0.058.0.104]
(0.104.0.425]

(0.425.3.324]

Ay crimes ! 100000 poo

[0.468,1.003]
(1.003.1.311]
(1:311.1590]
(16202370]

[23704.345]

Fig. 6 Criminal association crimes reported by @l Fig. 7 Mafia-like association crimes reported bYiqgm
forces in Southern Italy (1983-2012) forces in Southern Italy (1983-2012)
Average oriminal associaticn rates in Scuthern Italy (1983-2012) Average mafis-like association rates in Southern ltaly (1982-2012)

A structural link with territories is also requiréal regulate other illicit activities, such as
drugs-trafficking, gambling, human-trafficking, aderfeiting, illegal toxic-waste management,
etc®. This is the result of stronger competitive medsias in the motherlands that reduce the
chances to control a single sector across teegpdue to presence of a larger number of groups.

8 As a matter of fact, Italian mafia-like groups dot necessarily produce “in-house” or internaliieilegal
businesses, but they often license and “proteatinary and independent criminal groups in carryong their own
illicit activities.
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Fig. 8 Criminal association crimes reported by@mli | Fig. 9 Criminal association crimes reported by g®li
forces in Northern Italy (1983-1995) forces in Northern Italy (1996-2012)

Average criminal association rates in Northern ltaly (1983-1996) Average criminal association rates in Northern Italy (1996-2012)

Av. crimes / 100000 pop v, cimes / 100000 pop

10.538,0.847] 0.229,0.784]
(0.847.1.178] (0.784,0.515]
(1.179.1.428] (0.919,1.188]

(1.428,1.952]
(1.852,2.528]

(1.188,1.571]
(1571.3.032]

Fig. 10 Mafia-like association crimes reported bjige | Fig. 11 Mafia-like association crimes reported lojiqe
forces in Northern Italy (1983-1995) forces in Northern Italy (1996-2012)

Average mafia-like association rates in Northem faly (1983-1995) Average mafia-like association rates in Northem ftaly (1996-2012)

Av. crimes / 100000 pop

[0.000,0.000]
0.000,0.015]
(0.082.0.299]

Av. crimes / 100000 pop

0.000,0.045]
(0.045,0.068]
(0.082,0.082]

0.082,0137]
(0.137,0.318]

Source: SDI — Ministero dell’Interno |

Conversely, in newly colonized territories, groupght find less criminal competition,
but a lower and spatially dispersed demand of allgotection. These local conditions might
have two consequences. First, these can explaifutietional diversification of groups, which
initially use territories for money-laundering aftties and after that for a protection-racket
business only if local conditions are profitabla. the former scenario, groups can infiltrate
legitimate sectors by investing the illegal proceed crime into legal activities, or by directly
running legal businesses, or by using front-comgmin hide their busineSsThe presence into
the economy can go along with a stronger orgammaatiinstitutionalization, as a result of a
criminal strategy shifting from “trading” to “goveing” the sectors in which the group operates
(Campana 2013, 2011). This changing logic canaix@ stronger penetration in the territories,
through the enforcement of protection-racket irhdegal and illegal sectors and, sometimes, in
the electoral markets when the group is able twigeoalso electoral services, such as vote-

%9 According to a recent report (Transcrime 2013)y @8% of the ‘Ndrangheta’s revenues came from Kida
21% from Piedmont, Lombardy (16%), Emilia-Romagd%),Lazio (7.7%) and Liguria (5.7%).
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buying, electoral fraud, political finance. Secomthen groups are also oriented to protection-
racket, these different conditions might explainywhafia-like groups might control specific
legitimate sectors in a wider geographic scalefepriag low-technology activities with greater
shadow economy (Lavezzi, 2014), rather than exdibeconomic activities in limited territories
(typical strategy in the motherland), due to a veeakemand of pure protection, tougher local
opposition and thus greater visibility. There asgions where only one type of criminal
organization is present (e.g. ‘Ndrangheta in Pieshn@amorra in Abruzzo), while in other
regions more than one organization is present (@xjo).

Organizational models of mafia-like groups

According to recent estimates, almost 355 singbeigs are still operating in the country
(Catino 2014). A large majority of them is concetéd in four regions of Southern Italy
(Campania, Apulia, Calabria and Sicily). These vittlial groups are usually clustered in four
distinct criminal consortia: the Sicilian Cosa Na%t the Calabrian ‘Ndranghéfa the
Neapolitan Camorfa and the Apulian organised criffieDespite some differences, only in the
first two cases we observe an institutionalizeggnation among single families. In the case of
the Sicilian Cosa Nostra, integration has tradélbnbeen more vertic&l as opposed to the

0 Cosa Nostra is the oldest, most traditional andespread manifestation of the Sicilian Mafia. heinational
expansion has mainly been directed towards Nortterga. In the EU its emissaries facilitate crimioglerations
and money laundering. Cosa Nostra’s present siratkEgeeping a low-profile is valid both within therritories it
controls and outside them. Cosa Nostra is incrgagsninvolvement in cocaine trafficking, often gawating with
other Mafias. Extremely skilled Cosa Nostra monayniderers manage legitimate business structureshawel
infiltrated the economy of some target countriegluding South Africa, Canada, USA, Venezuela apdis
(Europol 2014)

®1 The ‘Ndrangheta is among the richest and most gawerganised crime groups at a global level. dsha
dominant position on the European cocaine markettdexcellent relations with the producers. Thdréhgheta is
trying to colonise new territories and attemptsetert its influence over Calabrese migrant comnmesnitlt
reproduces abroad perfect copies of its operatistnattures, the ‘Ndrine (or Clans) and the Loocahjch still fall
under the supreme authority of the Calabrian Crémifihe ‘Ndrangheta has a hierarchical structure laasl
repeatedly proven its skill in infiltrating polit and economic environments and its remarkableaagp for
corruption. The ‘Ndrangheta is mainly present imi8pFrance, Belgium, the Netherlands, GermanyZanand,
Canada, the USA, Colombia and Australia (Europd4@0

2 The Camorra is for the most part a horizontal telusf Clans and Families engaged in constantnatestrife.
Their presence on the territory has a very highaichpUnlike their Sicilian and Calabrian countetpaCamorra
bosses tend to have a very high profile, with ahfialifestyle and extravagant expenses. Outsideeitiory the
Camorra is mainly involved in drug trafficking, eigtte smuggling, illicit waste dumping and paficly in the
sale of counterfeit products, either procured vian€se OCGs or directly manufactured by the Cl#ins also
among the principal producers of counterfeit Eutbgn sold to and placed on the market by other ©CGe
Camorra is present in Spain, France, the Nethes|laBdrmany, Switzerland, Eastern Europe, the USh Latin
America.

% Traditionally engaged in smuggling, Apulian orgaed criminals evolved from trafficking cigarettestuman
beings, drugs, weapons and illegal waste disp@akide of Italy, Apulian Organised Crime is preseminly in
the Netherlands, Germany, Switzerland and Albania.

% Tribunale di Palermo (2008), G.I.P., Sentenzatdiabbreviato “Gotha”, N° 800165/07 Reg. GIP; Trilale di
Palermo (2013), G.I.P., OCC, Operazione “GOLEM,IN 10951/08 R.G. G.I.P.
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Calabrian ‘Ndrangheta in which a more horizontalegnation among dominant criminal
hierarchies has been establistieth the case of the Sicilian Mafia, but more retethis has
also been recognized for the ‘Ndrangheta, «the@nlg one mafia, [...] the mafia, which is a
criminal association. [It is] efficient and dangeso structured in agglomerations, or groups or
families or, even better, ‘cosche’» (Tribunale did?Pmo, 1981, p. 208-9). Hence, if the primary
unit of the Sicilian mafia is the “cosca”, «a tarial based organization, which controls an area
of a city or a village from where it takes its nam@ribunale di Palermo, 1985, p.73), in the
case of the ‘Ndrangheta the primary unit is caltezhle (Tribunale di Reggio Calabria, 2013).
Coordination bodies exist among the single famitieth in Sicily and Calabria, even though in
the former case the one-clan dominance, the Calpted to a more centralized decision-
making both in the use of violence and in definmngommon voting strategy before political
elections.

Tab. 2 Type of organizational order in Italian raaike groups (Catino 2014)
Size Cosa Nostra Camorra ‘Ndrangheta
Commonalities | Number of members Around 5,000 Around 6,000 Around 6,000
Number of clans 101 % 155
Typeof Vertical Horizontal Vertical
organizational
order
Higher levels of Present (three levels Absent Present (three levels:
coordination mandamento, locale, mandamento,
provincia, cupola) provincia)
Power structure Centralized Distributed, polycentric Centralized
Decision making processes Systemic Clan-based Systemic

In any case, though these organizations are regide; independent mafia-like groups
also operate in the same regions, in cooperatia@owoilict with them. Other Sicilian groups not
affiliated to Cosa Nostra are the Stidda, operaitinthe southern-western districts of the island,
or the Cursoti and Laudani clans from Catania’ddnland. Calabrian criminal families have
traditionally showed higher level of internal coimes compared to Camorra groups or also
Sicilian ones, due to blood ties that often conrleetmembers within the same criminal family.
More in Calabria than in other southern regionsrarare criminal families boasting centuries of
history in the same territori®s Conversely, the Camorra is neither a single ategl
organization nor a single cartel of clans, but tegary used to define those mafia-like groups
having Campania as a region of origin. Therefoignicant differences exist among Camorra

® Tribunale di Reggio Calabria, Operazione Crimine,
% Procura della Repubblica, Tribunale di Reggio Baa(2008), Fermo di indiziati di delitto, Operaze “Cento
anni di storia”, N. 6268/06 R.G.N.R. DDA.
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groups, varying from feudal-like criminal ofiéscontrolling the same territories since even one
hundred years, to more disorganized ones, veryevabie to internal splitting and decline.

Similar to this criminal system are the groups t@ted as Apulian Organised Crime, which is
wrongly identified with the Sacra Corona Unita (SCWThis is one amongst several criminal

cartels, such as the Societa Foggiana, the CanBarese and the Gargano’s Mafia (Catino
2014; Massari 1998; Europol 2014; DIA 2012).

Organised crime and economy in ltaly

A recent study has estimated the revenues of stkegalimarkets in Italy, using a reliable
and transparent methodology based both on a spplya demand approach (Calderoni et al.
2014). According to this study, the estimated remsnfrom the illegal firearms market ranged
between €46 million and €141 million in 2620The revenues of the market of counterfeit goods
range between €3028 million (minimum) and €6053ioml(maximum) in 2008. The estimated
revenues from illegal gambling machines ranged betw€326 and €522 million in 2011. The
estimated national revenues from the illegal madéespecial waste range between €304 and
€507 million. The bulk of these revenues (betwe2r9€and €466 million) is attributable to non-
hazardous waste. Conversely, hazardous waste ¢geshdiagal revenues amounting to between
€25 and €41 million (2014:13-17).

However, as stated before, when mafia-like orgaioma are also “trader” on illegal
markets, they only control a part of them, betw82f6 and 51% of the total illegal revenues
according to a recent report (Transcrime 2013). Jdrae report shows that annual revenues of
the mafias are between a minimum of 8.3 and a maxirof 13 billion €, being extortions the
core business of these organizations (45% of thsuat), followed by drugs (23%), usury
(10%), counterfeiting and sexual exploitation (8%ct. As opposed to the past when Cosa
Nostra was the most active into illegal marketsijn@aa and ‘Ndrangheta currently bring in
almost 70% of the revenues of criminal organizai(®2013:12).

Part of illegal proceeds is traditionally reinvestey mafia-like groups into legitimate
economy. Low-tech sectors, that are more laboensive and have a greater potential for public
funding are more exposed. The businesses of mgi@-brganizations are concentrated in
sectors with little foreign competition, that amwttech, very labour-intensive, with small and
medium enterprises, that are deregulated, temltprspecific and where public funding and
public administration are very involved. The sestthrat best encompass these characteristics are
the traditional ones: construction, mining and gyiag, hotels and restaurants; while wholesale
and retail trade, even though they are frequentemally, don’t present a higher concentration

" This is the case of the Giuliano clan in downtdvaples (Brancaccio 2009) or the “Casalesi” crimiceatel,
mainly based in the cities of Casal di Principey S#priano d’Aversa, Villa Literno and the Casestdistrict, see
Tribunale di Caserta (2008), Sentenza di primo gr&perazione “Spartacus” (in Anselmo and Brau6€ig)

% |n both cases, these figures are significantlydotan the estimates provided by previous studitih have
assessed the revenues of the illegal firearms mathetween €2.9 and €5.8 billion.
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of mafia investments compared to “legal” investrseiot all territories show the same patterns
and not all mafia-type organizations invest in Hzne way. Companies confiscated to Cosa
Nostra, for the most part in Sicily, are mostly gonstruction and complementary sectors;
Camorra businesses are more widely spread out geoigally and have a greater sector
variability, including extractions, mining (cruciér both building and illegal waste disposal)
and certain retail activities (e.g. food, clothifigwers and plants). ‘Ndrangheta investments are
also present in the North, with Milan and Leccalieg after Reggio Calabria the provinces with
the greatest number of confiscated companies, ame sictivities (like bars and restaurants) are
preferred by some cosche over building and retatdle. In the North the analysis reveals a
“fluid” situation, characterized also by the preserof local business men that are unaffiliated
with a specific type of organized crime or simuétansly connected to multiple groups; also
there are cases of joint-ventures between differafta organizations to control and manage the
same sector of the legal economy. Figure 12 shdws geographic distribution of mafia
confiscations in the country at city-level. Althduthe investments are mainly based in southern
Italy, there are several areas in the North anthénCentre where the presence of mafias in
legitimate economy has turned to be more signifithan in other more traditional areas (see
Figures 12-14§°,

Though it is difficult to disentangle the effedtroafias upon both legal and illegal
markets from the contribution of other criminal anizations, recent studies show the dramatic
negative of impact upon economy. In particular,eanpirical study has estimated a loss of
approximately 16% in the cumulative GDP in thoseutBern regions that more recently
experienced an expansion of mafia groups, suchpagiZAand Basilicata (Pinotti, 2012). The
effect is also negative in relation with foreigmedit investments, Daniele and Marani (2011), for
instance, show a 24% loss in those regions whémgnal groups operate. The impact can also
be measured in terms of costs resulting from meftartion. Asmundo and Lisciandra (2008)
find that the resources lost to the Sicilian ecopdinnough organised crime via extortion amount
to 1.4% of regional GDB. More interestingly, Barone and Narciso (2013)dfiempirical
evidence about the rents seeking activities of io@mgroups and their interests in capturing
public investments. In their study, the two authprsve that the provinces with higher mafia
presence are the ones collecting a larger numbgpubfic capital stocks. This finding is
explained by the systematic interference with mubliocurement: «thanks to intimidation and
collusion with corrupt politicians, [criminal orgmations] have struggled to control the market
for public works» (Paoli, 2003: 174).

% In Lombardy the districts of Brescia, Milan andr¥se, in Liguria the districts of Imperia and GerinPiedmont
the district of Turin, in Emilia-Romagna the dists of Reggio Emilia, Modena and Rimini.
% For a comprehensive overview of these studies aeezzi 2014.
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Fig. 12 Antimafia confiscation in Italian municiftés and city councils’ dissolutions.
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Fig. 13 Antimafia confiscation in Italian municijtés and
city councils’ dissolutions in Northern Italy.

Fig. 14 Antimafia confiscation in Italian municijtas
and city councils’ dissolutions in Southern Italy.
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Legislation Assessment

A. The Organization of Crime
A.1 Criminal offence

In the Iltalian system, the suitable venue for amgal provision concerning criminal
organizations is the special part of the Penal Cwderhich provisions of association crimes are
formulated; each is specifically defined, in ordercover the whole range of possible criminal
groups having the entrepreneurial dimension meat@above.

In Italy we have defined four different kinds ofMs against association crime which are
suitable to combat organised crime. Three of tlaeseclosely related to each other: the common-
type association crime, which is the basic and gemattern of association crime, and its two
direct and specific subclasses, namely the druGetkkang association crime and the trafficking-
in-persons association crime. The fourth is moreupa and is known as the mafia-type
association crime. Therefore, organised crime igeaeral category to which specific and
sectorial organised crime groups (including mafiget ones) belong. The general pattern of the
common-type association crime (Art. 416 of the Pédade, three or more persons joining
together with the aim of committing a general amdefinite programme of crimes and with an
internal permanent organizational structure sugtdbi the performance of such a programme) is
also valid for the drug-trafficking associationma and the trafficking-in-persons association
crime.

(a) The Drug-Trafficking Association Crime

The second association crime is merely a particidem of the first, and applies to any
criminal association engaging in drug traffickingrtfcle 74 of Law no. 309 of 1990 on
Narcotics). In other words it applies when anyitliactivities being carried out by the criminal
group concerns drug trafficking crimes. The punishtnin this case is harsher: a minimum of
ten years’ imprisonment for simple members and @mum of twenty years’ imprisonment for
chiefs and organizers, unless particular mitigatirgumstances are present. Furthermore, the
punishment provided for this crime shall increds#fences include both drug trafficking crimes
and other crimes, because both association schéroesmon and drug-trafficking) would
formally coexist in such a case, since the twoimicrating provisions protect two different
public interests. According to Article 51, paradragbis of the Italian Code of Penal Procedure,
drug-trafficking association crimes are investigatender the supervision of the special anti-
mafia units at the District Offices of the PublioBecutor.
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(b) The Trafficking-in-Persons Association Crime

This association crime has been recently createdaly no. 228 of 2003 on Trafficking in
Human Beings, by introducing into the Italian Pe@alde the new Paragraph 6 of Article 416
(the aforesaid basic provision of the common-tygsoaiation crime) and by rewording Articles
600, 601 and 602 (on slavery and similar practiotshe same Penal Code. The trafficking-in-
persons association crime is also a special fornthefcommon-type association crime and
applies — specifically and instead of the firsb-ahy criminal association acting in the relevant
illegal market. In other words, it applies when thdefinite programme of illegal activity being
carried out by the criminal group concerns offengkslavery and trafficking in human beings,
as they are described in the new wording of Ariédé0, 601 and 602 of the Penal Code, in such
a way as to be consistent with the definition givenArticle 3 of the aforesaid Protocol:
“trafficking in persons’ shall mean the recruitmgerransportation, transfer, harbouring or
receipt of persons, by means of the threat or dséoree or other forms of coercion, of
abduction, of fraud, of deception, of the abuspawer or of a position of vulnerability or of the
giving or receiving of payments or benefits to aeki the consent of a person having control
over another person, for the purpose of explomatiexploitation shall include, at a minimum,
the exploitation of the prostitution of others dher forms of sexual exploitation, forced labour
or services, slavery or practices similar to slgveervitude or the removal of organs.” The
relevant norm (Article 416, Paragraph 6 of the P&wde) provides imprisonment of four to
nine years for the simple members of the assoaiatind imprisonment of five to fifteen years
for chiefs and organizers. Again, the punishmewtigled for this crime shall increase if the
programme of illegal activity also concerns othemes. According to Article 51 paragraph 3-
bis of the Italian Code of Penal Procedure, théficking-in-persons association crimes are
investigated under the supervision of the speaisitraafia units at the District Offices of the
Public Prosecutor.

(c) The Mafia-Type Association Crime

According to the Italian legal definition given Article 416-bis, Paragraph 3, of the Penal
Code, ‘Mafia’ is a particular kind of organisedrog characterized by a very particular force of
intimidation and a deep-rooted code of silencectiyriconnected thereto. Article 416-bis was
introduced into the Penal Code through Law no. 846982, and revised after 1992 (when the
special anti-mafia units at the District Officestbe Public Prosecutor were created, with the
specific task of supervising investigations intofigeacrimes, in conformity with Article 51

paragraph 3-bis of the Italian Code of Penal Proesd

“Mafia-type unlawful association is said to exidten the participants take advantage of the intitimdgpower
of the association and of the resulting conditiohsubmission and silence to commit criminal offesicto manage
or in any way control, either directly or indirggteconomic activities, concessions, authorizatipublic contracts
and services, or to obtain unlawful profits or atteges for themselves or for any other persongjithra view to
prevent or limit the freedom to vote, or to getesoffor themselves or for other persons on the @tad an
election”.
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The association is mafia-type when the members ogx@ystematically a situation of
environmental intimidation, and a diffused conditiof submission deriving therefrom (‘a code
of silence and intimidation’ according to the afaiel United Nations document), in order to
commit crimes or in order to acquire the controlecbnomic activities or to acquire unlawful
advantages. The punishment is heavy: a minimunivefyfears’ imprisonment, and in case of
particular aggravating circumstances iincreasinggdo twenty-two years for simple members
and thirty years for chiefs and organizers. Eaclthefspecific crimes (extortion, murder, etc.)
being committed within the association as part®programme shall be punished separately. A
specific aggravating circumstance applies whercthminal group has weapons or explosives at
its disposal for the pursuit of its aims, no matidrether weapons and/or explosives are hidden
or stored up (Article 416-bis, Paragraphs 4 andAbpther aggravating circumstance applies
when the members of the criminal group operatarthestment of criminal assets (the proceeds
of specific criminal offences) in legal economidiaties, whose control has been or is being
acquired through the mafia method (Article 416-Biatagraph 6).

A mafia-type association may also be, at the same, ta drug-trafficking association (or an
association trafficking in human beings, or in waag or in stolen cars, etc.), and in these cases,
according to Italian law, the different associatedrarges may occur and apply together, and an
increased punishment will apply. The mafia-typeoaisgion crime was defined by the Italian
legislature, observing the typical modus operatidhe traditional Sicilian mafia. However, the
result 