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Corruption in Transition States:
Corruption in Transition
Executive summary of the Albanian working group paper Partners in Transition-11 Conference
Corruption is systemic in Albania, as evidenced by the opinions expressed by a majority of the population and also by various events, including the collapse of the state in 1997.

I. Types of corruption in Albania
A World Bank study, Anticorruption in Transition, identifies two kinds of corruption:

"state capture", where high level policy decisions can be influenced by special interest groups, and "administrative corruption", where low-level administrative decisions are frequently influenced by small payments or gifts. Both kinds are present in Albania. Many Albanians believe that state capture causes the economic ills that currently beset their society, including high levels of unemployment, stagnation of production, and environmental pollution. At the same time, most people also expect to act in a corrupt fashion themselves, as they believe that paying small bribes to government officials is the best way to solve typical problems of everyday life.

Attitudes and beliefs formed by the population during the communist dictatorship partially explain the pervasive extent of corruption in Albania. Because the state treated people so horribly, people came to detest the state and the ideology of "the collective". After transition introduced individual freedoms, many people used their new freedoms to take from the state, to avoid any responsibility for social well-being.

ІІ. Combating Corruption
In 1997 the Albanian government began an anticorruption campaign. This campaign included many governmental and non-governmental actors, culminating in 1998 with a program of activities that focus on civil service reform, customs reform, justice reforms and reforms in procurement. The program also established cooperative relations with various entities, including the Supreme State Audit, the Prosecutor's Office, the court system, the Ombudsman, civil society, syndicates, and businesses. Some progress has been made on specific issues, including civil service law, but overall the program has proved more rhetorical than action-oriented. As a result, a Revised Anticorruption plan was approved in March 2000. This plan included formation a special unit established under the Council of Ministers increased cooperation with international anticorruption efforts.
In order to fight corruption, work must begin to help people see the possible convergence of private and public interests. People must see that they will suffer the ills of

corruption unless they themselves take action. It is necessary that citizens not only monitor outcomes, but they must also actively expose and denounce corrupt acts.   NGOS should work to help people see how their collective actions can yield results. Workshops to talk about the evils of corruption are not enough. In the current situation, many activists in NGOs are also employed in the public sector. They fear reprisals if they act too strongly against their employer, a fear which is only increased by the connection of organized criminals with corruption. To overcome this fear and move to stronger action requires that NGOS work more closely together as a network around an organized strategy. Thus far, Albanians have very little successful experience in organizing large numbers of people to act as a group. The new coalition will figure out how to get many more people to take part in a struggle against the corruption. To this end, USAID recently supported the formation of the Albanian Coalition Against Corruption.

To date the judicial system has failed to take an active position against corruption and in fact is often accused of being corrupt. Reform of the judicial system will need to simultaneously decrease the dependence of judicial staff on politicians and the few other people who have economic clout and increase the accountability of judicial staff to the public. The media also needs to take on a new role in the fight against corruption. The media talks about corruption very often but only in a general way; investigative journalism is still in its infancy. Why? On those occasions when journalists have uncovered scandals, law enforcement agencies, such as the prosecutor, have not taken subsequent actions. People are afraid to cooperate with the media and give information, since they expect reprisals against themselves rather than the criminals.
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Reaching Consensus in the Name of Reforms:
The Struggle Against Monopolies and Social Inequality

Report of the Belarus Working Group, Partners in Transition II Conference
Executive Summary

In Belarus, the Soviet system has been reproduced. Public consensus in the name of reforms leading to democracy and market economy can be reached only by changing the country's political course.

1. Political, Public and Historical Context. The 1994 Constitution of the Republic of Belarus laid a solid foundation for the creation of a democratic state based on fundamental human rights and freedoms, and on principles of separation of powers and the rule of law. But President Alexander Lukashenko, elected in 1994, falsified the November 1996 referendum results and illegally thrust a new variant of the Constitution on the country. He dissolved the still legitimate parliament of the country and the Constitutional Court, and put all the branches of government under his control. A large-scale persecution of opposition political parties' members, human rights organizations, independent trade unions and mass media was initiated. The President himself appointed a "Chamber of Representatives," judicial institutions, civil society structures, and a security apparatus with wide powers. Numerous decrees, edicts and acts of the central and local governments block the right of a Belarusian citizen to the freedoms of speech, meeting and association, and every opposition action ends in mass arrests, beatings, and reprisal threats. Electronic mass media are monopolized by the ruling regime, and the few existing independent mass media are liquidated if they do not apply strict self-censorship. The current "legal basis" allows Lukashenko to make any political, economic, and legal decisions without prior approval by other branches of the government. Civil society has fallen under strict control of the government, owing to re-registration requirements, selective subsidization, and control over the sources of foreign support. Because of all these developments, it makes no sense to speak about the public consensus in the name of reforms directed at systemic transformation without major political changes.

2. The role of government in the economy. Despite an initial national consensus for moving toward a market economy, the country's present leadership, instead of liberalizing the economy, has restored and enlarged the scope of economic decisions made by the central planning organ, that is, the Presidential Administration. The executive vertical structure was strengthened, restoring the structures monopolizing the flow of the most profitable goods and services (fuel and power resources, arms export, metals, agricultural exports, timber, flax, fertilizers, petroleum products), and barter replaced monetary payments, organized through complex lines of mutual payments. Belarus has become an unstable monopolized economic system with a high level of investment and property risks, and average inflation for 1994-2000 (about 550% per year) is worst in the world. Through the system of authorized banks, the National Bank continues to finance unprofitable projects of state enterprises and collective farms (kolhozes). Property rights are violated everywhere; the resources are given to inefficient enterprises. Over the last year the debts of enterprises in real figures grew

twofold. Discrimination against the private sector and foreign investors has been legalized;

there is a system of off-court property confiscation. Licensing requirements are onerous. Subsidies and grants are given on a discriminatory basis, operating through a network of ministry officials and enterprise managers. Data show that industry is operating on an extremely inefficient basis, with low value-added, made possible by extremely low wages, and with wastage of fixed assets. As for agriculture, Belarus is the only post-Soviet country where the collective and state farm system has been preserved, and the socialist planing and regulation system of agricultural production was restored. Agricultural enterprises receive annually about US $500 million from different sources, equal to a quarter of the state budget, indicating the size of the losses generated by the sector; these losses come about through price controls, and the lack of resources for investments into new technologies, equipment and social projects. Not surprisingly, surveys conducted last year show that 75% of citizens are not satisfied with economic reforms, and 2/3 favor market reforms.

3. Business climate and foreign trade. Among 156 countries surveyed, Belarus is 135th in attractiveness of investment climate, and 146th place measured by the economic freedom index. These indices reflect the administrative and legal environment for the development of private companies and private initiative. The President has compared privatization with elimination of the state property. Moreover, the government discourages trade and exchange as types of economic activity, requiring producers and traders to sell goods abroad at prices lower than own-cost. Wholesale and retail trades are subject to licensing, and prices are controlled. A further discouragement to business activity is the complex and burdensome tax system, with numerous privileges, preferences, special conditions, and opportunities for corruption. The industrial, construction, transport, and communications sectors are especially heavily taxed, in some years at rates reaching 90% of total value-added. Legal provisions for private business are extremely restrictive, prescribing liquidation of companies if their capital falls in a particular year, refusing registration to companies renting space from a landowner guilty of various violations, and not permitting owners and shareholders to close a company without permission from the state. This restrictiveness is compounded by the complex system of tariff and non-tariff regulation of international trade, involving multiple and discriminatory prices and exchange rates facing Belarusian enterprises. Trade with Russia, the chief trading partner, discriminates against Belarusian importers.

4. Destruction of the social protection system. The complex social security system has not succeeded in redistributing income to the most indigent people. Indeed, mechanisms of targeting help to the most indigent are not developed, since there are no official criteria of poverty (according to the trade unions, 40 to 60% of the country's citizens fall under the poverty level). Moreover, the principle of free education and medical services is not carried out in practice. The state social protection is complex, involving 34 categories of people, and support provided in 29 different forms (income transfers, consumer subsidies, price-setting for consumer goods, distribution of food, medical help, informational support, etc.). There are about 300 privileges for different categories of population; but half the population is supposed to receive these privileges, many are purely formal. The growing number of pensioners receives extremely low pensions; but average salaries are also very low. The income of most people spends two-thirds of its income on basic food requirements. Population is falling, life expectancy has dropped, and illness is rising. Those affected by

Chernobyl are not being given the help or protection from contaminated food that they require. The picture of social degeneration is without relief.

5. Needed reforms in Belarus. Trying to run the economy and society by purely administrative means has not worked. Only a combination of privatization, liberalization, and macro-stabilization will succeed. The social and economic model for Belarus must provide for:

• Faster restructuring of industry and a market environment for all economic activity.

• Equal economic conditions for domestic and foreign entities.

• A market system of national currency regulation and monetary policy.

• Introduction of world standards of presentation and analysis of statistical information and accounting.

• Creation of a supportive environment for small and medium-size businesses.

• Reform of the state management system, clearly differentiating the rights and powers of the center and regions.

• A simplified and more transparent tax system.

• An independent judicial system for economic, criminal and administrative issues.

• Liberalized prices for all forms of the capital, including removal of limits on interest rates, receipts, rents, and allowances.

• Better-targeted state support for the poor and most vulnerable individuals.

• Gradual transition towards a system of individual pension and medical accounts,

• Creating conditions for the development of the NGO sector.

• A volunteer army, whose size and character corresponds to actual domestic and foreign threats.
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Corruption in Transition: The Bulgarian Experience
Executive Summary of the Report of the Bulgarian Working Group Partners in Transition-11 Conference
I. Introduction—the problem of corruption
Corruption is a worldwide phenomenon, one of the gravest problems facing Central and Eastern European countries, and one of the most serious challenges facing Bulgaria in its transition to a market-based democracy. To a considerable extent, corrupt practices have been related to the process of privatization (e.g., non-transparent privatization deals, smuggling, misuse of licensing, and corrupt public procurement). This paper will describe problem areas and recent developments, highlight best practices, and delineate future priorities.

II. Main problem areas of corruption in Bulgaria
1. General legal and institutional environment. Public administration in Bulgaria has suffered from corruption for several reasons: inefficient and over-bureaucratized administrative structures; excessive discretionary power and lack of transparency at all administrative levels; the lack of clear distinction between the role of the public and private sector; and sluggish implementation and enforcement of appropriate legislation. In recent years, however, major legislation to improve the organization and functioning of the public administration has been passed, including regulations for civil servants to declare their property, a Bureau for Financial Intelligence at the Ministry of Finance, a law for election of a local ombudsman in Sofia, and amendment to the penal code allowing for increased penalties for bribery.  Moreover, Bulgaria has acceded to all the major international conventions in the fight against corruption. Nevertheless, there is still no uniform legal base for fighting and preventing corruption, and no adequate definition between the types of liability (administrative, disciplinary, penal) for corrupt activities; and even for laws on the books, serious enforcement problems remain.
2. The judiciary. Administration of justice is plagued by slow court proceedings, deliberate backlogging of certain cases by vested interests, insufficient transparency, inadequate staffing and training, and lack of a comprehensive penal policy and strategy to control corruption. Important initiatives in this area last year were:

• The Bulgarian Judicial Reform Initiative, jointly run by NGOs, the state, and international organizations, and
• A Draft Amendment to the Judiciary Act, providing for such reforms as competitive basis for appointment of magistrates, new qualifications for magistrates, and strengthening of the Supreme Judicial Council.

Court administration still operates under poor working conditions, inadequate legislation, lack of qualified personnel, and lack of internal anti-corruption mechanisms. A court

administration reform project funded by USAED is currently being implemented, as well as the Magistrate Training Center described in Section in.
3. Political parties. The financing of political parties and election campaigns remains a major source of corruption in Bulgaria. From April 1990 to 2000, political parties in power benefited from reciprocal deals involving privileged contracts for private and state-owned businesses, and many members of Parliament (MPs) were on the payrolls of companies and banks. The recently adopted Law on Political Parties, effective March 2001, contains several anti-corruption provisions, including a ban on commercial activities of political parties, exhaustive listing of their revenue sources, regulation of the state subsidy to parties, and control of parties' revenues and expenses by the National Audit Office.

4. Local government. The lack of transparency in municipal policy decision making, the low income of municipal officials, and complex bureaucratic procedures for licensing and permits, together create ample opportunities and incentives for corruption at the local government level. Seeing that high-level corruption is viable, lower-level officials adopt corrupt practices for personal gain, while citizens are perceive corruption at all levels of government and see it as the only way to get their job done. Corrupt practices are abetted by lack of clear administrative rules, legislative loopholes allowing for impunity of corrupt activities, the lack of tradition of citizen participation in local government decision making, the unclear distinction between the public and private sectors, and sluggishness of the judicial system in convicting corrupt officials. Local government activities with especially high corruption risk are municipal property management, public contracts and procurement, management of commercial companies with municipal participation, and issuing of licenses. Nevertheless, a number of Bulgarian municipalities have undertaken progressive steps to increase transparency and citizen participation—for instance, establishing citizen information and service centers, greater public access to information about the government, open meetings of municipal councils and other local bodies, publication of municipal decisions and regulations, and adoption of ethical codes.

5. Barriers to business. Bulgaria's transition to a market-based economy has been marked by an increasing number of licensing, permit and registration regimes, which, coupled with overly bureaucratized procedures, unclear regulations, and excessive discretionary powers of public officials, have opened room for corrupt practices at all levels of the government. In 1999, the Working Group on Analysis of Regulatory Regimes, with the Ministry of Economy, reviewed existing rules and regulations for all regulatory regimes, and as a result a number of regimes were discontinued, amended or simplified. Nevertheless, the number of newly introduced permits for business activities has continued to rise since 1989, in part due to the process of EU accession. Costs of compliance with the regulatory regime are high, exceeding by far the costs of non-compliance.
6. Dynamics of public opinion. A recent survey shows that Bulgarians regard corruption as one of their most serious problems, with customs officers, MPs, policemen, judiciary staff, municipal officials, bankers and businessmen seen as those most prone to corrupt practices. Recently, public criticism has shifted from petty to grand corruption, and has broadened to include such areas as nepotism, influence trading, privatization of large enterprises, and budgets of government institutions. In general, there has been some decline in public tolerance of corruption.
7. Media. The role of the media is especially important for informing the public about corruption, hi Bulgaria, journalists often base their stories on less than solid evidence; and existing legislation both blocks journalists from information about government practices, and makes it easy to prosecute journalists for libel. 
III. Best Practices
1. Public-private partnerships.  Coalition 2000 is an initiative aimed at combating corruption through cooperation among government, NGOs, and individuals. Coalition 2000's activities include public education and advocacy, organizing panels of experts and legislators to develop amendments to institutional arrangements and regulatory frameworks, and serving as a watchdog of the reform process. Specifically, Coalition 2000 has drafted an Anti-Corruption Plan for Bulgaria; run an extensive public awareness campaign, utilizing all forms of media; and developed a Corruption Monitoring System, utilizing a set of quantitative and qualitative studies and indicators.

2. Local government: one-stop shops. The "one-stop shop" service center in Vidin reduces barriers to entry, and costs of compliance for entrepreneurs and public administrators alike, as well as making corruption virtually impossible. The applicant for a permit declares compliance with established regulations. If the permitting agency fails to issue justification for refusal within a certain period, the permit is assumed granted.

3. National Audit Office. This is Bulgaria's public finance supervisory body, reporting to the National Assembly. It audits all national government budgets, privatization and post-privatization revenues, and state debt management, as well as supervising the Deposit Insurance Fund and pre-EU-accession funds, and overseeing financial activities of the political parties. It sets forth auditing standards and a code of conduct for its personnel, which appear to be largely, if not wholly, enforced.

4. Magistrate Training Center. This is the major provider of judicial training in Bulgaria. It has trained over 17,000 judges since 2000. The Bulgarian Union of Judges is currently in the process of drafting a Code of Judicial Conduct.

IV. Future Priorities 
1. Public administration could be strengthened in a number of ways:

· Increasing internal controls and preventive conflict-of-interest mechanisms;

· Changing civil service regulations to permit the removal from office of corrupt public employees;

· Transferring some state functions to NGOs;

· Completing a uniform customs information system;

· Promoting the fight against corruption as a priority of law enforcement agencies;

· Establishing an anti-corruption agency;

· Amending the Access to Information Act regarding the "office secret";

· Amending the Civil Servants Act to eliminate penalties for officials disclosing information about crimes committed within the agency where they serve; and

· Providing for transparency regarding privatization deals.

2. Legislation. This needs to be developed by:

• Differentiating penalties for various parties involved in corrupt transactions;

• Criminalizing (inter alia) demands for bribes and influence peddling;

• Regulating lobbying;

•     Amending civil procedures to allow for speedier and efficient guarantees for citizens whose rights have been damaged by the public administration; and

• Better defining conflicts of interest and transparency in government.

3. Judiciary. There is a need for a new system of education for judges, prosecutors, investigators and other personnel, and performance-based hiring and promotion for judicial staffs. With regard to the work of the Supreme Judicial Council, there is need to establish:

• Transparent criteria for the appointment, promotion, and punishment of judges, prosecutors, and investigators;

• A system of professional standards for magistrates needs; and

• A specialized division for investigation of corruption cases in the judicial system.

4. Political parties. The working group recommends:

• Eliminating for-profit activities of the parties;

• Publishing donor lists and annual financial reports of the parties;

• Enforcing sanctions for non-compliance; and

• Reintroducing a mixed (50-50) constituency majority/party list system.

5. Local government.  There are many ways in which corruption in local government could be diminished. Among these, some are:

• Introducing clear and reliable financial procedures, including both internal and external audits of municipal administrations;

• Reducing the number of and simplifying procedures of permit/license regimes;

• Providing greater information access to citizens, businesses, NGOs, and media;

• Requiring municipal employees to declare their personal and/or business interest (or lack of interest) in resolving a particular issue, and requiring a larger group of employees to

declare their income;

• Promoting among municipal employees a "customer" attitude towards citizens;

• Attracting NGOs, trade unions, and business associations to participation in municipal government activities, especially in municipal property management; and
• Establishing independent bodies, like an ombudsman, for monitoring violations of anti-corruption (and other) laws committed by local governments.

6. Other. There is an increasing need to develop and utilize the potential of three other groups with regard to anti-corruption efforts: namely, that of business, civil society, and the media.
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Transparency as One of the Most Effective Anticorruption Measures
Report of the Georgian Working Group for the Partners in Transition-11 Conference

I. Introduction
Corruption has become a foundation of the Georgian state, hindering the country's economic development, undermining its international prestige and reputation, and eroding the moral foundations of civil society. The main assumptions made by the major anti-corruption actors do not fully incorporate the fact that the people and the government are disconnected from each other and that many other democratic concepts regarded in the West as the natural state of affairs do not exist in Georgia. The key to the success of the anticorruption struggle in Georgia lies in the mobilization of civil society, liberalization of the business environment, achievement of complete transparency of public agencies, increasing public participation in administrative decision-making, and rapid decentralization of state power.

II. Georgian Version of Corruption and its Sources
The 1990s were marked by military conflict, civil war, frequent changes of governments, disruption of traditional economic relations, and hundreds of thousands of refugees, all of which destroyed Georgia's economic and political systems. By the end of 1995, the government initiated major economic and political reforms. However, by 1997, it was clear that corrupt practices in the public agencies were undermining reform efforts.

One root of corruption in Georgia is the combination of the political restrictions under communism, which caused apathy and indifference toward the state and government, and the economic restrictions, which caused people to be involved in illegal business and thus in corruption. But the current system of licensing also prevents people from conducting lawful business, so the majority, involved in minor corruption, prefers to ignore major corruption carried out by the minority. The public perceives no difference between a business career and public service: most successful Georgian businessmen are also members of parliament and the mid- and high-level bureaucrats from so-called "power ministries" control the most profitable business channels. Since the 1970s, the country has been ruled through a system of corruption; the former communist and komsomol nomenklatura, trained in this system, hold both political and administrative power, using it primarily for personal benefits.

Since independence, some elements of civil society, such as independent media and non​governmental organizations (NGOs), have developed. However, because of the alienation of a large part of population from the political process, civil society influence remains inadequate. There are no political parties with strong roots in the population, and no effective opposition. While grand corruption may prompt public protest, the majority of the population endures wide-scale corruption and considers it inevitable. Western loans and aid, and the rent-seeking part of the foreign business, eventually becomes assistance to the ruling corrupt clans. In many cases, foreign business is ready to pay for Georgian political loyalty and therefore "do not see" how financial assistance to the country provides significant support to the local system of grand corruption. Other possible factors fostering corruption are the speed of globalization (forcing democratization before the society is ready for it),

commitment to national traditions and values, the model of the superman leader who can ignore rules, and a spirit of aggression resulting from patriarchal family relationships and the abuse of women's rights.

III. Government Responds to the Problem of Corruption

The first phase 1996-1999
To address the problem, two major policymakers—the President of the country and the parliamentary leadership—announced an anti-corruption campaign. The first phase of this campaign, launched in 1997-1999, included the following measures:

• Laws "on civil service" and "on conflict of interests";

• A special agency, set up to collect income declarations from top and mid-level public servants and their family members;

• A special committee set up to investigate major cases of corruption and coordinate related activities of law-enforcement agencies;

• The General Prosecutor being ordered by the President to investigate high government officials since 1992, to identify their links with criminal groups;

• Establishment of new departments in major law-enforcement agencies with special authority to inspect the activity of their officials; and

• Creation of the Council of Justice, with authority over the court system and the judicial reform.

At the same time, some NGOs and media organizations started anti-corruption programs and media investigations.   By the end of 1999, it became clear to everybody that the anticorruption policy of the government was failing—the level of "administrative" corruption did not decrease and level of "state capture" corruption even increased significantly. The failure was caused by the lack of political will and leadership, inconsistent policies, a top-down approach and lack of public participation, unfunded mandates and unrealistic expectations.

The new initiatives 2000-2001
The second phase of the anti-corruption struggle in Georgia was marked by two important events, both resulting from close cooperation between the Georgian government and the international community, led by the US donor agencies: the creation of the National Anticorruption Program and establishment of the Anticorruption Policy Coordination Council, and the adoption of the new General Administrative Code with its Freedom of Information section,

Anti-corruption Program and Policy Coordination Council
m July 2000 the President created a special task force to design a National Anti-Corruption

Program. The group's guidelines were published (October 2000), and after nationwide

publicity and consultations, the group elaborated a three-year action plan for the government,

including:

• Liberalization of the business environment;

• Improvement of the financial management of state resources;

• Improvement of the effectiveness of the state administrative system;

• Reform of "power" and law enforcement bodies and the judiciary;

• Development of representative democracy, self-governance and fair political process;

• Reform of the education system.

In April 2001, the Anti-corruption Policy Coordination Council was created. Half of its members are representatives of active NGOs and the media.' The council consults the President on anti-corruption issues, monitors implementation of the anti-corruption program by the government agencies, and supports civil society mobilization in anti-corruption campaigns.

The anti-corruption program and its implementation mechanisms were grounded on the need for a comprehensive national program, and the struggle against corruption is a long-term endeavor that must rest upon strong political will and a consistent strategy, given that corruption in Georgia is not just a set of isolated legal offences but an established life-style and part of social consciousness, and that corruption is deeply rooted in the State management structure. The anti-corruption fight was to avoid a "witch-hunt" and violation of human rights, and must lead to the strengthening of democratic institutions, rather than undermining their still weak foundations: the belief that authoritarian regimes are better at fighting corruption is an illusion, as the lack of transparency and civil control themselves create corruption.  At the same time, excessively detailed regulation of civil servant activities, which aims to prevent corruption, should not become a hindrance for effective management. In light of current conditions, the launch of any serious measures against corruption poses some political risks for the authorities; but postponing the implementation of anti-corruption measures by using grave political and economic conditions in the country as an excuse is unacceptable. It is thus critical to determine anti-corruption priorities, especially as regards large-scale corruption, and achieve relatively quick results: for instance, the fight against corruption must start by breaking the "syndrome of impunity" within law enforcement agencies and the judiciary. Coordinating national policy with international initiatives is a precondition for effectively fighting corruption.

General Administrative Code and Freedom of Information In January 2000 the new General Administrative Code was enacted with its Freedom of Information section. This was a result of active leadership provided by reform-minded politicians, a strong lobby provided by the civil society, and close cooperation among the Georgian, US, German and Dutch experts. According to the General Administrative Code, every citizen has the right to attend any meeting of a collegial administrative agency and receive any information that was prepared, sent, or received by a public official. NGOs, journalists and active citizens started demanding information from public agencies, and the reformed judiciary became a key actor in the fight for the openness of government agencies, with judges stating that the courts were ready to use the Code, thus preventing postponement of its enactment.

The administrative code with its freedom of information section made it possible to adopt the presidential decree on further anti-corruption measures in April 2001. The decree, among other things, required from all public agencies publication of detailed expenditure reports, as well as their charters and regulations dealing with citizens' applications and complaints on different subjects. The decree made it possible to start full-scale implementation of the freedom of information legislation. The public agencies found themselves under the double pressure of NGOs and citizens, on the one hand, and the political leadership, on the other hand. For instance, the most active 20 NGOs formed a coalition for monitoring the implementation of the presidential decree. They produced an impressive report incorporating findings of the monitoring conducted in different regions of the country.

IV. Suggested Techniques for Success

1. The anti-corruption policy should be designed and implemented as an evolutionary effort, utilizing western influence in the region; progressive-minded leadership; the strengthening of civic institutions; a reformed Judiciary, Tax Inspection and Chamber of Control; membership in the Council of Europe and the jurisdiction of the European Court of Human Rights; new information technology; and the return of the large groups of western trained specialists to the country.

2. All proposed actions must be taken as one complex action and not as individual policy implications. To economize on human and financial resources, the priorities of the government's political agenda should be reexamined.

3. There should be wide involvement of non-governmental institutions and mechanisms.

4. The most urgent objective should be the decentralization of state power. Self-governance of local communities, along with its direct positive effects, should be used as a powerful tool for the creation of a society of citizens with the sense of collective responsibility on public issues.

5. Without policy actors' personal sacrifice and some degree of idealism and heroism, policy will not succeed.

6. In reality, social processes are so dynamic and so uncertain in societies like Georgia that the main hopes for success are the creativity and intuition of policy actors.
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Corruption in Transition States:
Combating Corruption with the Means of Audit and Control
Executive Summary of the Report of the Hungarian Working Group Partners in Transition-11 Conference

The focus of this report is on identifying the potential role of financial control in fighting corruption. In this regard, a supreme audit institution can contribute in several ways to an anti-corruption strategy, by concentrating primarily on issues relating to monitoring the regulation, decision making, implementation, and control of the economy.

I. Opportunities for a Supreme Audit Institution to Combat Corruption
In Hungary, we consider it most important that the State Audit Office supports the legislative and monitoring activities of Parliament with its general findings, recommendations and conclusions, thus contributing to the transparent operation of the public sector. Moreover, SAO audits have a limited but appreciable effect on the prosecution of suspected economic crimes, contributing in turn to the disclosure of corruption by the criminal enforcement authorities.

It is realized in Hungary that anti-corruption action requires a many-sided, comprehensive (government) program. In line with the UN, OECD and European Union, the Hungarian Government has designed and adopted a complex anti-corruption strategy. Hungary has also joined GRECO, the Group of States Against Corruption.

Hungarian society has made progress in combating the types of corruption peculiar to the transition period—for instance, the transformation of ownership structures, the re-design of the legislative framework and other legal standards governing the operation of the economy and of the public sector. The rapid growth of the ,,grey economy" and corruption, experienced in the first years of transition, has now slowed down. According to the survey of Transparency International covering almost 100 countries, Hungary is ranked at ,,strong average" in terms of corruption: in the study published in 1999 Hungary was ranked 31st, then in 2000 30th.

While scholarly and public interest has focused on privatization-related state corruption and administrative abuses in transition countries, it is business corruption and public procurement fraud that do most to impede economic reform and increased competitiveness. SAO audits in these areas have been utilized in legislation, parliamentary resolutions and government measures, as well as in criminal and civil law sanctions initiated pursuant to its audits.
II. Internal Control Systems in Hungary
Since the 1970s, INTOSAI—the international association of state audit agencies—has issued guidelines for efficient internal governance, regulatory and control systems. The standards adopted at the 14th INTOSAI congress held in Washington in 1992 (Guidelines for Internal Control Standards) are now widely used in developed countries including the EU, and are

due for further modification in the face of the development of information technology and its use in auditing. In Hungary, following the INTOSAI guidelines, the examination of issues related to internal control (the rules governing the framework of the operation of organizations, the internal control techniques etc.) is an integral part of each audit program. A properly designed and operated internal control system minimizes the potential for irregularities and mistakes in the organization, and guarantees with great probability the accuracy and reliability of data.

In Hungary today the weakest link in internal control is the independence, professional skills and remuneration of internal auditors, hi some of the budgetary institutions no independent internal auditors are employed, or their numbers are not in line with their responsibilities. If they are employed, their work is regulated and their tasks specified in work plans, which do not always include tasks that are important for purposes of budgetary management, such as the control of public procurement, the examination of management, and in-process controls. Auditors do not always participate in the elimination of errors and deficiencies identified by supervisory control and in the implementation of recommendations.

Because the Hungarian municipal system is highly fragmented—some half of the 3200 municipalities have fewer than 1000 inhabitants—there are many small municipalities lacking the capacity for independent financial management. In the past decade more dynamic development occurred in the control activities of count)' and city governments. In this smaller group of municipalities, external (SAO) audits and multi-level internal controls assure the monitoring of the use of budgetary funds, thanks to legal requirements that these municipalities employ external auditors or audit firms (820 municipalities around the country are obliged to do so). Experience shows that the external audits had a beneficial effect on the financial management of larger municipalities, highlighting the importance of tightening accounting procedures and disciplines and the internal regulation of financial management;

while supervisory and internal controls in small municipalities have barely improved at all. For these reasons, half of the SAO capacities are used for auditing the budgetary relations of municipalities and their institutions, and the legality of their financial management. Consequently, the SAO has changed the structure of its municipal audits from 2001, while concurrently expanding its auditor capacity. The essence of this multi-year program is to place considerably greater emphasis on the four-year frequency "comprehensive audit" of municipal financial management, and within this, the so-called system audit of internal control.

Internal controls of (wholly or partly) state-owned economic associations mostly satisfy the relevant requirements. Despite no specific legal requirements, internal controls are in operation in these firms, in line with the recommendations of INTOSAI standards. The majority of internal controllers have higher education qualifications and considerable professional experience, and in their work they use the state-of-the-art standards and criteria of control. The independent internal audit function is generally headed by the chair of the supervisory boards of the companies. In smaller, mostly municipally owned companies, the capacity for internal control is inferior, and its effectiveness leaves much room for improvement.
In the management of the real estate property of the state (and municipalities) used for public services, there are problems in control as well as in asset registration systems. The Treasury Property Directorate, set up in 1996, is responsible for the registration of treasury property, as well as for its maintenance, conservation and operation. The Directorate's enormous volume of data is recorded partly in computerized databases, partly in manual files. Comprehensive, uniform, authentic and up-to-date registration pf such property is not yet fully assured.

USAID Partners in Transition Conference

"Challenges of Transition"

Corruption in Transition Executive Summary 

Russian Working Group Paper

The views expressed in papers are those of the authors or working group responsible for the paper, and in no way reflect the views of the organizations which the authors represent, nor the views of USAID and its contractors (the Barents Group/KPMG, the IRIS Center, University of Maryland), the US Government, or any other government.

Corruption in Transition States:
Corruption in Transition
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Corruption can affect the ability of transition nations to establish democratic and free market institutions. Although these countries follow different paths of reform, they are all in danger of increased corruption due to a profound overhaul of rules, norms and customs; a weakening of the state; and social, political and economic uncertainty.

I. Factors breeding corruption in transition countries

Despite world-wide similarities in patterns of corruption, there are a number of factors breeding corruption that are specific to transition countries. Some of these factors are as follows:

1. The legacy of totalitarianism. The slow departure from non-accountability and non-transparency of the state, and the continuing amalgamation of the state and the economy, all inherited from the command economy, are invitations to every type of official corruption.

2. Economic decline and political instability. Poverty, and the low salaries of rank-and-file public servants, leads to massive grassroots corruption; while low job security of higher-level officials feeds large-scale corruption. At the same time, political and economic instability, along with a lack of clear, stable rules, shorten planning horizons of market agents and induce them to undertake the risks of illicit deals with government officials in pursuit of lucrative pay-offs.

3. Underdeveloped and inadequate legislation. Legal reforms fail to meet the rapidly expanding and evolving demand for rules to support and regulate the emerging market economies.

4. Inefficiency of state institutions. State apparatuses from the previous regimes tend to survive the transition, and the bureaucracy spends considerable energy ensuring its self-preservation. Under these conditions the state fails to provide the rule of law and other mandated public inputs and services. Businessmen who are denied publicly provided protection of their rights seek individualized, typically corrupt, relations with officials.

5. Weakness of civil society, alienation of state from society, and a lack of democratic tradition. Socio-economic crises lead to public frustration with the inability of the state to perform its functions, resulting in the isolation of the government from the society. Malfunctioning democracy also fails to provide effective safeguards against corruption.

Specifically Russian conditions encouraging corruption
The above factors, which are common to all transition economies, are compounded in Russia by such factors as weakness of the court system, low legal awareness and legal culture of the population, customary orientation of law-enforcement bodies towards protection of the "interests of the state" as opposed to individual rights, and the deeply rooted tradition of supremacy of executive instructions over the rule of law.  The most notable examples of activities in the Russian economy that have proven to be particularly prone to corruption are:

• privatization (the scope of the Russian privatization and a lack of control over its

implementation fueled massive corruption);

• disbursement of public funds (subsidies, public procurement);

• benefits and privileges in foreign trade, taxation, and access to credit;
• symbiotic relations between commercial banks and the budget;

• illegal influence activities; and

• linkages between economic crime and corrupt law-enforcing officials.

II. Costs of corruption
1.     The economic costs and consequences of corruption include a large shadow economy; reduced budget revenues; efficiency losses due to weakened market competition (which is supplanted by corrupt rent-seeking); poorly protected property rights; waste of budgetary resources (in Russia, such losses due to corruption are estimated at $20 billion, equal to total public revenues); transfer of wealth from firms and households to corrupt officials; and a lack of public trust in the ability of the government to establish fair rules in the economy and provide the market institutions necessary for economic growth.

2.     On the social side, corruption deprives the society of massive resources otherwise usable for social infrastructure and welfare; increases social inequality and injustice;

discredits the rule of law and leaves citizens equally defenseless to public and private predation; and gives organized crime broad access to public decision making. Corruption therefore increases social tension in transition countries, in its turn undermining political and economic stability.

3.     In the political domain corruption subordinates public decisions to the needs of oligarchic groups at the expense of the general public; undermines public trust in political institutions and democratic procedures; tarnishes the international image of a nation, leading to its economic and political isolation on the world arena; and could paves the way for a dictatorial regime brought to power on the wake of anti-corruption sentiments.

The total costs of corruption for transition economies not only far exceed the volume of resources paid or secured through corrupt transactions, they could have a critical, even fatal impact, on the patterns and pace of transition. Indeed, statistical analysis shows a complex relation between the success of transition, and the level of "state capture" due to corruption. Two possible patterns clearly emerge. One pattern is for corruption and state capture to emerge early on in the course of transition, but over time for the interests of competitive businesses and the civil society to take the upper hand, and for corruption to decrease as the transition takes hold. The alternative pattern is that corruption grows unchecked and at some point arrests the transition itself, leading to a reversal of market-oriented transformation: in this case corrupt interests gradually gain control over both the state and the economy.

Russia at present is at a crossroad between these two scenarios. It is up to the society and state to reach a consensus over a transition strategy necessary to advance reforms and suppress corruption, and to effectively implement such a strategy accordingly.

