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NEPINHWH

H &itadBopa eival oto emikevtpo tng £peuvag Kota Ta teAeutala xpovia. H mapovoa dtatplpn
«ZUyYKpLTIKR Avaiuon ¢ StadBopdg kol TNV avarmtuén twv emxelprnoswv otn Notia Eupwmn, tnv
Avatohwn) Eupwrnin kat tnv Kevtpkn Acia» emekteivel tnv €psuva yia t StadBopd kat afloloyel
AEMTOUEPWG TLC EMUTTWOELG TNC OTNV OVATTTUEN TWV EMLXEPAOEWV. H avAaAuon KaAUTITEL TIG XWPEC TNG
Notwag Eupwrning, n omoia nepthapBavel tnv EAAGSa, tnv Moptoyalia kal tnv lomavia, tTnv AvatoAikn
Eupwnn, n omoia meptdapPavel tn Poupavia, tnv MFAM, tnv AABavia, Tn BouAyapia, tn ZepBla, tnv
Kpoatia, tnv Toeyla, tnv EcBovia, tnv Ouyyapia, t Astovia, tn AtBouavia, tnv MNoAwvia, tn ZAoBakia,
™ ZAoBevia, Tnv Apuevia, to Alepumnaitlav, tn Asukopwoia, tn Fewpyia, tTn MoAdafia, tnv Oukpavia
kol T Pwota, kat tnv Kevtpkn Aota, mou neptdappavel To Kalakotdv, to Kipylotav, To Tatlikiotay, Kot
to Oulumekiotav. H dlatpLpn kavel xprion mpwtoyevoug kat Seutepoyevolg BLBAloypadiog mpokelpévou
va aflohoynBouv oL smumtwoelg ¢ SladhBopd¢ otnv avamtuln Twv EMXEPNOEWV. Ta TPWTOYEVH
6ebopéva Paocilovtal 0 MPOCWTIILKEC CUVEVTEUEELG TTOU TpayuotonolBnkav oe Selypa eAAnVIKWY
ETUXELPNOEWV oTNV ABrva yla thv afloAdynon tng StadBopdg Kot GAAWV eUNoSiwy oTNV ETYELPNUATLKA
Toug SpaotnpElotnTa. Auto To Selypa Twv 16 AANVIKWY ETUXELPNOEWV TIPOOPEPEL ULOL HovadLKr, o€
BaBog mpoomTikn yla Ta MPOPARUATA TIOU OVILUETWITI{OUV Ol EMLXELPHOELS O éva adUvapo BeopLkod
neplparlov tnv Tmepiodo 2013-2014. Emiong, n Slatplp] XPNOLMOMOLEL €KTEVWG OeUTEPOYEVN
BBAoypadia, pe kUpla TNyN thv Epeuva Emixelpnuatikol NeptBaAiovtog kot Avamtuéng, pia épsuva
mou 8Le€nxOn amo tnv Euvpwnaikn Tpamelo Avacuykpdtnong kot Avamtuéng (ETAA) kot thv Maykooula
Tpamela. EmutAéov, xpnolpomolouvtal dedopéva amo tn Atebvry Aladdvela Kol CUYKEKPLUEVA TO
Corruption Perception Index yia va aflohoynBei to eninedo tng StadpBopdc, KabBwe Kal pLa Epeuva g
AleBvol¢ Aladavelag otnv EAAASa to 2013 mou Seiyxvel TO TOCOOTO TWV VOLKOKUPLWY TIou SnAwaoav
TANPWHEC yLo Swpodokia. Autd to cUvola SeSOUEVWY TTIPOCAPUOCTNKAV OTLG AVAYKEG KoL TOUG OTOXOUC
™¢ £peuvag, Kal e€nxOnoav Ta oamapaitnTto OTOTLOTIKA Oelypato OTIC XWPES TNG £PEUVOC Kol

SnuloupynBnkav VEEg oTATIOTIKEG HeTABANTEG. H Slatplpr kavel mpwtdtumeg cupBorég oto medio g
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épeuvag ywa tn SladBopd, oL omoileg avalluovial TAPAKATW WE TIPOG TO TEPLEXOUEVO KAl TN

peBodoloyia, evw avadEpetal o eLSIKA N CUYKEKPLUEVN cuvelodopd KaBe keddalatou.

H mapoloa StatplPry €lval KOVOTOUOG Ot TEVIE KUPLEG TITUXEC. AVOAUEL TO GALVOUEVO TNG
SladpBopdg umd TO mpiopa ™G AeBvoug MNoAitikig Owkovopiag. YwoBetel pia Slemiotnuovikn
npoogyylon. Emkevtpwvetal otnv Notia Eupwnn, tnv AvatoAwkry Eupwrn kal tnv Kevtpikr Acla, kot
TIOPEXEL TIEPUTTWOLOAOYLKEC LEAETEG yla TNV EANGSa. EEetdalel tnv etepoyevn enidpaocn tng SltadBopdg
OTLG ETUXELPNOELG, e Bdaon dladopa pETpa TG SladBopdg KaL TUMOUG eTXElprioewV. Baolletal toco ot

YVWOTEG OELPEC BeUTEPOYEVWV SESOUEVWY 00O KOl TIPWTOYEVWY SESOUEVWV.

H S18aktopikr] dlatplpr e€etalel tnv enidpaon tng StadpBopdg oTnV AVATTUEN TWV ETUXELPCEWV
KOl TN ohuacio Twv Beopwv UTo To Tipiopa TG AteBvoug MoAttikrg Owovopiag. Tovilel TIC apvnTIKEG
OUVETELEG TNG OLadBopdg OTIC EMUXELPNOELG Kal oOnyel O CUUMEPACUOTO OXETIKA HE TOV TPOTO
OVTLUETWIILONG TOUC Kal Tn BeAtiwon Twv Beopwv yLa Ty mpowdnon tng dnuloupylag Kot TG avamtuéng
ouUVONKWV yaL TNV amoteAecpatiky Asttoupyla twv emuxelpnoswv. H Swatplpry PBaoiletal otnv
oAANAeTibpaon HeTAfU OLKOVOUIAG Kal TOALTIKAG TWV ETUXELPNOEWV Kol Twv Beopwy, Yéoa amod tnv
TPOOMTLKN TNG AleBvoug MoAttikr¢ OlKovopiag Kal TwV EUPNUATWY TG, Ta onola YrmopolV va €Xouv
edappuoyn oe Stadopetikd Beoptkd neptBallovta kot TUTIoug etalpelwyv. H AteBvng MoAwtiky Owkovopla
TIPOOHEPEL LA TILO OAOKANPWUEVN TIPOCEYYLON OTN UEAETN TWV OUYXPOVWV TIOAUTIAOKWY KOLVWVLKWY,
OLKOVOULKWY KOl TIOALTIKWY patvopévwy omwe n SltadBopd. Me BAaon autr TV MPOCEYYLON, N OLKOVOULa
KOLL N TIOALTLKA YL TNV TOTILKH KOl TIAyKOOoHLO KALpoKa Sev pmopet va vonBel avedptnta n pia and tnv

GAAN.

H Slatplpr) Paociletal oe pLo SLEMOTNUOVLIKN TIPOooEyyLon, kobwe n StadpBopd £Xel TOALTIKEG,
KOLVWVLKEC KOl OLKOVORLKEG TITUXECG KOlL ETUTITWOELG Kal Ba Tipémel va e€etaotel og OAeG TIG SLadOPETIKEG
SLOOTACELC TNG TIPOKELUEVOU VO TIAPAYEL Hla OAOKANPWUEVN KoL TPWTOTUTN SltatptBn. Ta deutepoyevn
Sebopéva Tou xpnaotpomnololvTal amno tnv Epsuva Emyepnuatikol MeptBaiiovtog Kot Avamtuéng twv

Emiyelprnoswv  amo tnv ETAA kat tv Maykoopio Tpamela, kabBwg Kol Ta mpwtoyevr dedopéva mou
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CUA\EyOVTOL HECA ATIO TLG GUVEVTEUEELG yLa TNV eAANVLIKEG eTalpeieg Baoilovtal o€ pila SLEMLOTNUOVLIKA
TIPOCEYYLON TIOU ETUTPEMEL TNV AVAAUGCN SLadOPETIKWY TTOALTIKWY, OLKOVOULKWY KOL KOWWVIKWV TITUXWV.
AuTn n SLEMLOTNMOVLIKN TIPOCEYYLON TOVIIETAL KOl OTO £L0AyWYLKO KepaAalo tng Statplpric, n omoia

TaPEXEL pla avaAuon attiwv tng dtadBopac.

H SwatplBn emkevrtpwvetal otn dtadpBopd otn Notwa Eupwrn, tnv AvatoAwkr) Eupwrn Kot thv
Kevtpwkr) Aola. H €peuva Baollopevn o CUYKPLTIKN avaAuon yla to dawvopevo tng dlapBopdg €xel
MEXPL ONHEPA ETUKEVIPWOEL KUPLWG OE OUYKEKPLUEVEG XWPEC. H cuykpLtikn PeAETN TG StadBopdg otn
Notwa Eupwrn, tnv AvatoAwkn Eupwnn kal tnv Kevtpiki Acla amattel cuotnuatikr épeuva 6eSopévou
OTL UTIAPXEL EAAELPN OUYKPLTIKWY HEAETWVY OXETIKA U TNV enibpaon tng dtadBopdg otnv avamntuén Twv
ETUYELPNOEWV OTLC TIEPLOXEC AUTEG. ME TNV CUYKPLTLKH LEAETN TWV MEPLOYXWV QUTWV TPOKUTITOUV XPH oL
cupmnepacpata Wilwg yLa T xwpeg tng Kevipikng Aclag, ol onoleg umodépouv and vPnAdtepa mocootd
StadBopag. OL emumtwoelg TnG SladBopag efetalovral ocuykpLtikd otn Notla Eupwrn, thv AVaToALKN

Eupwnn kat tnv Kevtpkn Aclo.

H epyoaoia Sle€dyel meplmtwoloAoyIkEG LeAETEG oTnV EANGS. To datvopevo tng dtadpBopdg kal o
QVTLKTUTIOG TNG OTNV AVATTTUEN TWV ETIXELPN oWV otnv EANGSa dev €xel e€etaotel emapkwg. NMapoAo mou
n dtadBopd Aappavel ohoéva kol peyalutepng mpoooyn otnv EAAGda ta tedeutaia xpovia, n €psuva
£XeL eTUKeVTPWOEL Kupiwg otnv moALtikr StadBopd ) Tic Swpodokieg mou {nTolvTtal amnod Toug oAiteg ot
OPYQVIOHOUC TOU SnNUOCLOU TOMEQ KOL OTAVIOTEPQ OE OPLOUEVEC ETILXELPNOELG TOU LOLWTIKOU TOUEQ.
Qotooo n emyelpnuotikn dtadBopd e€akolouBei va punv £xel epsuvnBel. OL MEPUMTTWOLOAOYIKEG LEAETEC
otnv EAMGSa Ba cupBaiouv otnv e€aywyr XPNOLUWV CUUMEPUOUATWY YLOL TNV OQVTLUETWILON TWV
ouvemnelwv ¢ StadBopdg otnv EAAASQ, n omoia gival éva amnd ta mio cofapd epnddia yio tnv npoodo

KOLL TOV EKGUYXPOVLOMO TOU SNUOCLOU TOUEN TNG XWPOLC.

H Swatplpy avalvel tic cuveneleg tng StadBopdc yio SladopeTIikEG emixelpioetg. OL KUPLEG
UeAETEG oXeTIKA pe TN SladBopd eival oto mimedo tNg xwpag, evw ol HeAéteg ot eminedo emiyeipnong

elval mo omavieg. O avtiktumog g StadBOopd¢ otov SLWTIKO TOMEN KoL OL EMUTTWOEL, TNG OF
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SladopeTIKOUG TUTIOUG ETLYEIPNOEWY aMOLTEL MPOoBEeTn £peuva, KaBw¢ n umapyouca PiLPAoypadia
glval akoun meploplopévn. H €peuva gival dlaitepa onuavtikn ywa TNV €l0odo, tn Aettoupyia Kat thv
QVATTTUEN TWV EMLYEIPAOEWY KOBWE Kal yla TV emPBiwon OpLOPEVWY ETILXELPNOEWY KUPLWG VEWV KoL
ULKPWV ETXELPAOEWY, TTIOU GUXVA TARTTOVTOL EPLOGOTEPO amod tn StadBopd. Ta cupmepacpata anod ™
peAéTn Ba eival xprAolpa yla PETPA Kal TIOALTIKEG yla tn BeAtiwon tou Beopikou meplBallovtog oto

omoio AeLToupyoUV OL ETUXELPNOELG.

H pétpnon kat avdaluon tng SladBopd¢ Paociletal eite oe UTIOKELUEVIKA Sedopéva TNG
SladBopdg pe Baon TG avTAPEL TWV EPWTOUMEVWY KOl TNV €KTaon Kal tn ocofapdtnta Tou
dawopévou, eite oe HPeTPAOEL He PAON TNV EUMELPIA TWV EPWTOUHMEVWY OXETIKA HE TEPLOTATIKA
SLadBopadg kat TNV €ktaon autwv. Ta dsdopéva mou xpnotpornolei n dtatppn Bacilovtal otnv eumnelpla
TWV EPWTOVUHEVWY KOL ANOVTOUV OTO 00O TwV SwpoSoKLwV TIoU Toug {NTOUVTAL WG TOCOOTO EML TWV
GUVOALKWV ETHOLWV TTWANCEWV. Ta UTIOKELPEVLKA HETPA TNG SladBOopd¢ amavtolv o EpWTNOELG OXETIKA
ME TN ouxvotnTa Twv SWwPoSoKlwV Kol To Katd 1oco n SladBOopd amoteAel €MXELPNUATIKO UTOSLO.
AUTOC 0 TPOTOG HETPNONG TNG SladBopdg yevikd pmopel va eival Alyotepo akpfng kabwe Baaoiletal kat
ennpealetol amd MPOooWIKEG avTAnPelg. Mmopel va umootnpiyBel ot ta SeSopéva pe Bdon v
gumnelpia elval ouxva mo aflomiota. H dtatplpn yia tnv kakltepn Suvatr pétpnon tng dtadBopdg otig
XWPEC Tou e€eTAlovTal Kal yLa vo HelwBel TuXOV oTATLOTIKO OhAAUA HETPNONG XPNOLUOTOLEL KOl TOUG
600 TUTOUC METPNONG TIPOKELPMEVOU Vo afLOAOYNOEL TIG ETWNTMWOEL TNG OTO  ETUYXELPNHUATIKO

nieplPAaAAov.

H avaluon Paociletal e€icou oes mpwtoyevy kal Seutepoyevr OSedopéva. EKTog amd ta
Seutepoyevn edopéva mou xpnolpomnolovvtal and thv ETAA kal tnv Naykdéouia Tpamnela, n Siatplpn
OUYKEVTPWOE Tipwtoyev dedopéva yla Toug oKomoug T mopoloag avAAUCNC amo TG TIPOCWTILKEG
OUVEVTEVEELC E LOLOKTNTEG EMLXELPHOEWY TIOU TIOPEIXOV VEEC CNUAVTIKEC TTANPOdOPLEC yLa T ONUEPLVA

TPOPAN AT ETILXELPNUATLKAC SpaoTnpLotntag otnv EANGda.
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H StatpLpn mepiéxel emiong mAnpodopleg oXeTKA Le tn StadBopd Kol TLG ETUMTWOELS TNG OTNV

avamntuén Twv enxelprnoswv otn Nota Eupwrn, tThv AvatoAikr) Eupwrn kot tnv Kevipikn Aola.

To MPWTO €LOAYWYLKO KEPAAALO TTIPOCPEPEL £va VEO QVOAUTLKO TAQLOLO yLa TNV avAaAuohn Tng
StadBopdg kot Twv artiwv e Mia mMANBwpa peAETWYV £XOUV CUUPAAEL QTOTEAECUATIKA OTNV
Katavonaon tou ¢oatvopévou g StadBopdg kal Twv attiwv TG Qotdoo, ol deopol HeTaty Twv attiwy
KoL N aAAnAegdpTnon Toug apapévouv o peydlo Babuo avefeétaotes. To keDAAALO TIOPAYEL pLO VEQ
Katnyoplonoinon twv attiwv ¢ dtadBopdg Kal TG SUVALLKEG OXEOELS LETAEU TOUG, OTNPLIOUEVO OF

TEooEPLG OAANAEEQPTWLEVES KATNYOPLEG BETUWV.

To O6eutepo keddlalo e€etalel tn oxéon Hetald OSladBopdg KkKalL ™G OQVATTUENG Twv
ETUXELPNOEWY, Xpnolponolwvtag dedopéva oe emninedo emniyeipnong otn Nota Eupwrn, tnv AvatoAikn
Eupwnn kal tnv Kevtpikn Aocla. Zuykpivovtog tig Stadopeg xwpec, n StadpBopd daivetal va oxetiletal
OpPVNTIKA HE TO TIOOOOTA TWV NMWANCEwv ot €BVIkO eminedo. Qotoco, os eminedo emniyeipnong, ta
anoteAéopata Seiyvouv OTL oL emiyelproelg ennpealovial Stadopetikd and tn dtadbopd. To elpnua
oUTO TBAVWE aVTAVAKAQ TNV EUTAOKA TWV ETUXELPNOEWV Ot SLOPOPETIKEG MPAKTIKEG StadpBopdg. H
SladBopa epeuvatal and S0 OMTIKEG: TN SloknTikh StadBopd Kal TN «KPATLKN dHLaAwTion» (state
capture). H Slowkntkr) dtadBopd adopd otn dwpodokio amd ATopa N etolpeiec MPOKeLUEVOU va
EMNPEACOUV TNV €PAPUOYN TWV VOUWV KOl KAVOVIOUWY, EVW N «KPOTIKN QLXMAAWTION» adopd otn
Swpobdokia yla Tov TNV TPOTOMOoiNcn TOU MEPLEXOUEVOU TWV VOUWYV. H HEAETN SLAKPIVEL TIC EMUMTWOELS
™m¢ Swadbopac oe eminedo emeipnong, KAASou, TMepLdEPELAG KAl XWPAC. e ATOUIKO emimedo
emnuxeipnong, n dtadBopd Sev dalvetal va eival opvnTIKA yla TNV AVATTTUEN TWV ETIXELPHOEWY, EVW OL
ETUNTWOEL TNG SladBopAC TAPAPEVOUV QPVNTLKEG KOL ONUOVILKEG YLOL OAEC TIC ETUXELPNOELS OF

niepldepelako kat eBVIKO emimedo.

To tpito kepahalo e€etalel ™ oxéon peTtall dltadBopdg Kol TNG AVATITUENG TWV ETALPELWY OTNV
EMGSa pe debopéva oe enimedo emnyeipnong. H mpwtotumia autol Tou Kepalaiou eival OTL n avaluon

™¢ enidpaonc tng StadBopdg otnv avamtuén twv emnixelprioswv dev €xel Sie€axOel yia tnv EANGSa kot
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UE autod To eminedo akpifelag. H mpooBaon oe autda ta dedopéva amo tnv ETAA yiwa mepimouv 550
EMANVIKEC E€TUXELPNOELG €lval TOAU onuavtikn yio va Sle€axBolv XpHolUd CUUMEPACUATA OF
niepldepelakd Kot KAadIKO emimedo. Ta otolxeia ywo thv EAANGSa amd tnv Epeuva Emiyxelpnuatikol
MNepLBaAAovtog kat Avamtuéng 2005 dev €xouv Ttapaysl ekB£oelg kal Sev €xouv alomolnBel 1 avaAuBel
pe Aemtopépeta. Eva aAAo evdladépov HEpog autou Tou Kedalaiou eival To emninedo NG akpifelag mou
xpnotwuornotBnke. Ta dedouéva mou xpnotpomnolouvtal Bpiokovtal oto nepldpepelakd eninedo, mou Sev
€xouv avaluBel péxplL onpepa. Autd ta otolxeia ev eival dnuoota dtabéoipa, povo ta dedouéva oe
eninedo xwpag eival dnuoota dtabéoipa Katl pou mapaxwpenbnkav ano tnv OwkovopoAdyo otnv ETAA,
mou elval umevBuvn yla tnv Epsuva Emxelpnuatikot MepltBdaiiovtog kat Avamrtuéng Emyelprioewv yia
Tou¢ okomoUG TnG Topoucac Olatplprng. MapoAo TOU UMAPXOUV EPEUVEC OE VOLKOKUPLA TIOU
vlomolouvtal Kuplwg amd tnv Atebvr Aladavela EANGSag ta tedeutaia xpovia Kat, EMioNG, OPLOUEVEG
€peuveg afloAdynong eMXELPNUATIKWY epmodiwv, €peuveg oe emimedo emiyeipnong otnv EAAGda,
XPNOLUOTIOLWVTAG OXL HOVo METpa Tou Baoilovial oe MPoowrikéG avTAPel aAAd Kal PETpA TIOU
Baoilovtal otnv eunetpia tng dtadBOopdg eival mpdypatt KATL vEo KaBwg ta otolxela autd dev €xouv
avaAuBel péxpL onuepa. H moLotnTa TG £PELVAG YLO TNV £EQYWYI OTATLOTIKWY Se80UEVWV Ao TV ETAA
Kol tnv MNaykooula Tpanela tavtoxpova s€aodalilel Eva vPnAo eninedo akpiPelag kat aflomotiog. H
avaluon cupBalel otnv katavonon tng Slolkntikng StadBopdg otnv EAAGSA KOl TLG ETUMTWOELS TNG OTO

ETUYELPNUATLKO TIEPLBAAOV.

To tétapto kedhAAalo avaAlEeL VEEC TIPOOWTILKEC CUVEVTEVEELC e ETILXELPNUATIEG oTnV EANGSa pe
OKOTIO VO TIOPEXEL LLOL TILO OKPLPN ELKOVO TWV ETIXELPNUOTLKWVY EUTIOSIWV ou avtipetwni{ouv. Bagoiletatl
OTO TPito KedaAalo mou Slepelvnoe T oxéon HeTall SLadBopdc Kal avAmTuENG EMXELPHOEWY OTNY
EMada. H mpwtotunn ouvelodopd Tou Kedpalaiou autol elval OTL MPAYUOTOMOLEL Mo TILO
EUMEPLOTATWHEVN QVAAUCN TwWV €UMOSiwV oTNV emXelpnuatiky Spaoctnplotnta otnv EAGda kat
Baoiletal otn cuA\oyn HLaG OELPAC VEWY TIPOCWTILKWY CUVEVTEUEEWV LIE ETILXELPNUATIEC OTOV TOUEQ TNG
AOYLOTIKAG, TNG €0TIOONG, TWV KATOOKEUWV KOl TOU AlavikoU egumopiou. Autol ol TECOEpLG TOME(S
aflohoynoav tn StadpBopd wg €va coPapd eumodlo yla tn Asttoupyia Toug Baon tng avaAuong Tng
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‘Epeuvag Emxelpnpatikol MeptpdArovtog kal Avamtuéng Emxelprioewv otnv EAAGSa. H cuAdoyn twv
TpwWToyevwVv SeSOUEVWV PECW TIPOCWTILKWY OUVEVTEVUEEWV eTuTpEneL va Ste€oyBouv véeg kal o Babog
TIOLOTIKEG KOl TIOOOTLKEG TTANPOGOPLEC OXETIKA UE TG CUVONKEG TOU ETIXELPNUATIKOU TTEPLBAAAOVTOG OTNV

EA\aSa kal va mpoadloplaBoulv pe peyaAlTtepn akpifeta miBaveg MOALTIKEG peTappuBuloeLg.

To mépunto kepAAaLo SnULouPYEL Eval LOVTEAO ETILXELPNHUATLKAC OVATTTUENG e BAON TOUC TUTOUG
TWV ETUXEPNOEWV KAl TouG Beopoug mou Ttoug emnpedalouv. H épeuva SladopeTikwy TUMWY
ETUXELPNOEWV Kol Beopwv obnynoe o€ €va HOVIEAO QVATTUENG TWV EMLXELPHOEWY, HE Pdon Ta
XOPAKTNPLOTIKA TWV EMLXELPAOEWY KAl TOUG BECULKOUC TIAPAYOVTEC TIOU UIMOPOUV VA ETNPEACOUV TNV
avamtuénl toug. Mo ouykekplpéva, TapoAo mou n SladBopd €xel amodexBel oOtL PAAmTeL TO
ETUXELPNUATIKO TEPIPBAANOV KOl CUYKEKPLUEVEG KOTNYOPLEC ETIXELPNOEWY TEPLOCOTEPO ATIO AAAEC, TO
eninedo tng SladBopdg kat o Pabudg mou elval ermilAuia e€aptdtol and tou¢ Beopolg Kol To
VOUOBETLKO MAaioLo TIoU LoXUEL O KABE YWwpa OXETLKA e TN SnpLoupyia, Tn AEToupyla KoL TNV avamtuén
TWV EMELPAOEWV. To HoVTEAO auTo BonBa va e€nynoet T Sladopég oto eninedo tng StadpBopdg Kal TLg
SLOPOPETIKEC EMUMTWOELG TNG SladBopAg os ETULYELPNOELS OTO TTAALGLO SLadOpwV BECULKWY TTOPAYOVTWV.
To HOVTEAO avATTTUENG £XEL ONUAGCLO VLA TIC ETALPELEC KOL TO ETUXELPNUATIKO TiepLBAAAOV o KABe Ywpa
KoBw¢ avaluel To pavopevo tng StadBopdg Kal To EUMOSLA OTNV AVATTTUEN TWV ETIXELPNOEWV UTIO TO

niplopa tng AleBvouc MoAttikng Owkovouiag Kat avadelkvUEL T ohuacio Twv Beouwy.
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ABSTRACT

Corruption has been on the focus of research and policy making in recent years. This thesis
"Comparative Analysis of Corruption and Business Growth in South Europe, Eastern Europe, and Central
Asia" extends the research on corruption and evaluates in detail its impact on business growth. This
thesis is innovative in five main aspects. It analyses the corruption phenomenon in light of International
Political Economy. It adopts and interdisciplinary approach. It focuses on Southern Europe, Eastern
Europe and Central Asia, and provides case studies on Greece. It examines the heterogeneous impact of
corruption on firms, based on different measures of corruption. It is based both on well-known datasets
and primary data. The first introductory chapter offers a new analytical framework for the analysis of
corruption and its determinants. A plethora of studies have contributed effectively to the existing
knowledge and understanding of the phenomenon of corruption and its determinants. The chapter
produces a new categorization of the determinants of corruption, the dynamic links between them and
their evolving process. The second chapter investigates the relationship between corruption and firm
performance using firm level data in South Europe, Eastern Europe, and Central Asia. It distinguishes
between “administrative corruption”, and “state capture”, to evaluate the effect of corruption on
businesses. At the individual firm level, corruption is not found to be negative for firm size. However, at
the regional and country level, | find that firms do not internalize the aggregate costs of corruption,
which remain negative and significant for all firms. The study disentangles the impact of corruption on
the firm, sector, regional, and country level, and offers a new insight on the contextual effect of
corruption. The third chapter investigates the relationship between corruption and firm performance in
Greece using firm level data. The analysis of the effect of corruption on business growth has not been
conducted for Greece and with this level of precision. It is particularly interesting to have access and gain
insight to these data for approximately 550 Greek firms to be able to draw conclusions at the regional
and sectoral level. Chapter four analyses new face-to-face interviews with businesses in Greece to
provide a more precise picture of the business barriers they are facing. The collection of primary data

through face-to-face interviews allows to acquire new and in-depth qualitative and quantitative
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information on business conditions in Greece and to identify more precisely possible policy reforms. The
thesis concludes on chapter five by examining the relationship between institutions and corruption to
form the base of a business development model framework for firms and the institutions that affect
them under a corrupt business environment. Although corruption has been shown to harm the business
environment and specific types of companies more than others, the level of corruption and the degree it
hampers various companies depends on institutions and the legislative framework in force in each

country on the establishment, operation and business development.
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Introduction

Corruption has been on the focus of research and policy making in recent years. This thesis
"Comparative Analysis of Corruption and Business Growth in South Europe, Eastern Europe, and Central
Asia" extends the research on corruption and evaluates in detail its impact on business growth. The
phenomenon of corruption and its effects have attracted the interest of a significant part of the
academic community, in recent years in political, economic and social sciences. Corruption is a complex
social phenomenon characterized by many different aspects and the investigation of its causes will help
forming a rigorous response to address it(Koutsoukis and Sklias, 2005). The causes and effects of
corruption have acquired an international interest. Governments are particularly interested in the
impact of corruption on economic development on the design of their policies. The empirical findings to
date have shown that corruption constitutes a serious obstacle to economic development. The interest
on corruption and its effects have motivated additional research on the impact of corruption in areas
beyond economic development (Campos et al., 1999). Apart from governments and the public sector,
the private sector is also interested to the phenomenon of corruption and its consequences (Hellmann et
al., 2000), since many studies have shown that corruption adversely affects the performance of
companies (Smarzynska and Wei, 2000). Corruption hinders economic development of a country while

has negative effects on the international business environment (Boswell et al., 2003).

This doctoral thesis “Comparative Analysis of Corruption and Business Growth in South Europe,
Eastern Europe, and Central Asia" covers countries of South Europe which includes Greece, Portugal, and
Spain, Eastern Europe which includes Romania, FYROM, Albania, Bulgaria and Serbia and Montenegro,
Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic, Slovenia, Armenia,
Azerbaijan, Belarus, Georgia, Moldova, Ukraine, and Russia, Central Asia which includes Kazakhstan,
Kyrgyz Republic, Tajikistan, and Uzbekistan. Corruption is a global phenomenon and is particularly
common in developing countries and countries in transition to free market economies. Corruption was

strongly evident in the privatization procedures followed in transition countries to market economies
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and some privatization programs were strongly criticized. Generally, Eastern Europe experienced
significant problems of corruption during the transition from the communist system to the free market
(World Bank, 2000). The countries in transition, as recent democracies, had to build new governance
systems and structures after the fall of communism (Tanzi, 1998). Mature democracies have the
structures necessary to ensure a good quality of governance, while countries in transition have weaker

governance and political and social structures

The thesis makes use of primary and secondary data in order to evaluate the impact of
corruption on business growth. The primary data are based on a questionnaire and face-to-face
interviews that | conducted on a sample of Greek firms in Athens to evaluate corruption and other
barriers in doing business. This sample of 16 Greek firms offers a unique, in depth outlook on the
problems firms face under a weak institutional environment in 2013-2014. | also extensively use
secondary data in the thesis. My main source is the Business Environment and Enterprise Performance
Survey (BEEPS), a survey conducted by the European Bank for Reconstruction and Development (EBRD)
and the World Bank. In addition | also use data from Transparency International Corruption Perception
Index to evaluate the level of corruption in different countries, as well as a survey from Transparency
International Greece in 2013 showing the percentage of households reporting bribe payments. From
2007 the National Survey on Corruption in Greece covers apart from the public and the private sector,
and respondents answer questions about corruption and informal payments that have been requested
from them in their transactions (Transparency International Greece, 2008). Nevertheless, the survey
does not cover the corruption between the public and private sector as it is not based on firm level data
like BEEPS. The datasets used are adapted to the needs and objectives of this research, and | extracted
the necessary statistical sample on the survey countries and produced new statistical variables. The
thesis makes original contributions to the field, which are analysed below in terms of content and

methodology, whereas the original contribution of each chapter is also stated.
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This thesis is innovative in five main aspects. It analyses the corruption phenomenon in light of
International Political Economy. It adopts and interdisciplinary approach. It focuses on Southern Europe,
Eastern Europe and Central Asia, and provides case studies on Greece. It examines the heterogeneous
impact of corruption on firms, based on different measures of corruption. It is based both on well-known

datasets and primary data.

The doctoral thesis examines the effect of corruption on business development and the
importance of institutions under the prism of International Political Economy. It highlights the negative
effects of corruption on businesses and leads to conclusions on how to address them by improving
institutions for fostering the creation, development and efficient operation of businesses. The thesis is
based on the interaction between economy and politics, business and institutions, through the
perspective of International Political Economy and its findings, which could be applicable and have
relevance for different institutional settings and types of companies. The International Political Economy
offers a more integrated approach to the study of contemporary complex social, economic and political
phenomena as corruption. Based on this approach, the economy and politics on local and global levels

cannot be understood independently of each other.

The thesis is based on an interdisciplinary approach, as corruption has political, social and
economic aspects and implications and should be examined in all its different dimensions to produce a
comprehensive and original thesis. The secondary data that are used from the EBRD-World Bank
Business Environment and Enterprise Performance Survey, as well as the primary data collected through
the interviews on Greek Enterprises are based on an interdisciplinary approach allowing for different
political, economic and social aspects to be brought in light and analysed. This interdisciplinary approach
is also highlighted on the introductory chapter of my thesis, which provides an analysis of the

determinants of corruption.

The thesis focuses on corruption in Southern Europe, Eastern Europe and Central Asia.

Comparative Analysis to date research on the phenomenon of corruption has mainly focused on specific
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countries. The comparative study of corruption in Southern Europe, Eastern Europe and Central Asia
requires systematic research as there is a lack of comparative studies on the effect of corruption on
business growth in these regions. The comparative study of these regions will yield useful conclusions
particularly for the countries of Central Asia, which suffer from higher rates of corruption. Business
corruption will be examined comparatively in Southern Europe, Eastern Europe and Central Asia. The
phenomenon of corruption should also be analysed in the context of business transactions, where
economic agents want to achieve competitive advantage through corrupt activities and bribery of public

officials (Argyroiliopoulos 2006).

The thesis analyses case studies for Greece. The phenomenon of corruption and its impact on
business development in Greece has not been examined. The modern political and economic history of
Greece presents similarities to that of Spain and Portugal, simultaneously but Greece has enough
common historical data with some of the countries of Eastern Europe and increased levels of corruption
(Transparency International, 2013). Even though corruption has received increasing attention in Greece
over the last years, research has mainly focused on political corruption or bribes made by citizens to
public sector agencies and to some private sector companies. However business corruption remains
unexamined. The case study of Greece will contribute to useful conclusions for addressing the impact of
corruption in Greece, which is one of the most serious obstacles to the advancement and modernization

of the public sector in the country.

The thesis analyses the effects of corruption for different firms. The main studies on corruption
are at the country level whereas firm level studies are rarer. The impact of corruption on the private
sector and its effects on different types of businesses requires additional research, as the existing
literature is still limited. The research is particularly relevant for the entry, operation and development of
enterprises and for the survival of certain types of firms, especially new and small-sized businesses,
which are often more affected by corruption. The conclusions from the study could have implications for

policy measures to improve the institutional environment in which firms operate.
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The analysis is based on both perception-based/subjective measures of corruption and
experience-based measures of corruption. The experience-based question used is a direct,
straightforward question asking the amount of bribes as percentage of total annual sales. The subjective
measures of corruption may include some noise as generally questions on corruption will. It can be
supported that experience based data can be more reliable. The use of these questions and the
measurement of corruption can include some of the risks mentioned and be biased towards zero,
however the combination of the questions used are the best available ways to measure corruption in the
business environment to this moment. In addition the dependent variables for the measurement of
business growth are firm growth and size, which are based on actual financial results and not on

perception, and therefore the measurement error on these variables is limited.

The analysis is based on both primary and secondary data. In addition to the secondary data
used by the EBRD-World Bank BEEPS, the thesis gathered primary data for the purpose of this analysis by
face-to-face interviews on business owners that provided insights to the current problems in doing
business in Greece. The thesis also provides specific insights on corruption and its effects on business

development in South Europe, Eastern Europe, and Central Asia.

The first introductory chapter offers a new analytical framework for the analysis of corruption
and its determinants. A plethora of studies have contributed effectively to the existing knowledge and
understanding of the phenomenon of corruption and its determinants. However, the links between the
different determinants of corruption, their interdependence and origins remain largely unexamined. The
chapter produces a new categorization of the determinants of corruption, the dynamic links between
them and their evolving process. The determinants of corruption are separated in different associated
and interdependent categories of institutions, based on Williamson’s Hierarchy of Institutions (2000)

that distinguishes between formal and informal institutions.

The second chapter investigates the relationship between corruption and firm performance

using firm level data in South Europe, Eastern Europe, and Central Asia. Comparing the different
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countries, corruption appears negatively associated with firm sales at the aggregate country level.
However, at the firm level the results show that firms are differently affected by corruption. This likely
reflects the engagement of firms in different corrupt practices. We distinguish the effect of
“administrative corruption”, when firms engage in corrupt practices and bribes to government officials,
from the effect of “state capture”, when firms actively initiate private payments in exchange for changes
in the content of government decrees that affect their business. At the individual firm level, corruption is
not found to be negative for firm size. However, at the regional and country level, we find that firms do
not internalize the aggregate costs of corruption, which remain negative and significant for all firms. The
study disentangles the impact of corruption on the firm, sector, regional, and country level, and unveils a

negative contextual effect of corruption.

The third chapter investigates the relationship between corruption and firm performance in
Greece using firm level data. The value of this chapter is that the analysis of the effect of corruption on
business growth has not been conducted for Greece and with this level of precision. We find particularly
interesting having access to these data for approximately 550 Greek firms and be able to draw
conclusions at the regional and sectoral level The data on Greece from BEEPS 2005 have not produced
any reports and have not been analyzed to this moment in detail. More specifically there has been no
research produced using these data extensively on Greece that can allow for any policy considerations.
Occasionally brief comments were included in EBRD - World Bank reports at the country level for the
purpose of comparative analysis with the other countries where the survey has been conducted. The
most interesting part of this chapter however is the level of precision used. The data used are at the
regional level that have not been discussed or analyzed to this moment. These data are not publicly
available, only data at the country level are publicly available and were provided by the Principal
Economist at the EBRD, responsible for the survey for the purpose of this research. There are household
surveys mainly implemented by Transparency International Greece in the last few years and also some
surveys assessing business barriers however surveys at the firm level in Greece, using not only

perception but experience-based measures of corruption are indeed something novel and these data
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have remained overall unexamined. The quality of this EBRD — World Bank survey and its
implementation also ensures a high level of accuracy and reliability. The analysis aims to offer an
understanding of administrative corruption in Greece and its impact on the business environment. A
version of this chapter was published in the International Journal of Economic Sciences and Applied

Research, with Professor Pantelis Sklias, and Dr. Antoine Goujard.

Chapter four analyses new face-to-face interviews with businessmen in Greece to provide a
more precise picture of the business barriers they are facing. It builds on chapter three that investigated
the relationship between corruption and firm performance in Greece using firm level data. The original
contribution of this chapter is that it conducts a more in-depth analysis of the barriers in doing business
in Greece based on the collection of a series of new face-to-face interviews with businessmen in
accounting, catering, construction, and retail sector. These four sectors were found to evaluate
corruption as a severe obstacle for their operation based on the 2005 BEEPS dataset and the analysis of
the answers of the Greek respondents to the BEEPS survey in chapter three (Athanasouli, Goujard, and
Sklias, 2012). The collection of primary data through face-to-face interviews allows to acquire new and
in-depth qualitative and quantitative information on business conditions in Greece and to identify more

precisely possible policy reforms.

The fifth chapter builds a business development model based on the types of businesses and
institutions that affect them. The investigation of various types of enterprises and institutions resulted in
a business development model, based on their characteristics and the institutional factors that may
affect their development. More specifically, although corruption has been shown to harm the business
environment and specific types of companies more than others, the level of corruption and the degree
of damaging various companies depends on institutions and the legislative framework in force in each
country on the establishment, operation and business development. This development model could
have relevance to companies in each country and help to analyse the phenomenon of corruption and

barriers to business development in the light of International Political Economy. This model helps explain
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the differences in the level of corruption and the different effects of corruption on businesses under

different institutional and country settings
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CHAPTER 1

1. Determinants of Corruption

1.1 Introduction

Corruption, is generally defined as ‘the abuse of public power for private gain’ (Cuervo-Cazurra
2006), and can also be defined as ‘an arrangement that involves an exchange between two parties (the
“demander” and the “supplier”), which: a) has an influence on the allocation of resources either
immediately or in the future, and b) involves the use or abuse of public or collective responsibility for
private ends’ (Kwok and Tadesse 2006). However, Rontos, Sioussouras, and Vavouras rightly point out
that corrupt practices do not only take place for personal gain as it can also be for the benefit of one’s
family, relatives, friends, or political parties (Rontos et al. 2013). The prevalence of corruption is
associated with “someone having discretionary power to allocate resources” (Jain 2001). This power has
been reported to be in the possession of three different categories of agents: the political elite, the
administrators and the legislators, while the origin of the power as well as the monitoring ability of the
principal differs in these three cases (Jain 2001). Corruption is indeed apparent in all areas where there is
a given authority, however the literature to date has focused mainly on public sector corruption because
of data limitations in assessing corrupt practices in the private sector (Rontos et al. 2012). However,
more recently the literature has come to the conclusion that the phenomenon of corruption should also
be analysed in the context of business transactions, where economic agents try to achieve competitive
advantage through corrupt activities and bribery of public officials (Argyroiliopoulos 2006). Corruption is
found to be a multifaceted problem that affects all levels of authority and responsibility, and is not only

observed at the top level (Dimopoulos 2005).

Corruption has been at the centre of research in recent years. The impact of corruption has
become an international issue. Policy makers and governments are greatly interested in the effects
corruption has on the economic development. Apart from the government and the public sector, the
private domestic and foreign sectors are equally interested in corruption, as it has proven to be affecting

31



business performance from several studies based on firm level evidence (Beck, Demirguc-Kunt, and
Maksimovic 2002; Fisman and Svensson 2007). Not only academics deal with the issue of corruption;
NGOs and several consulting groups that provide advice on investment and risk, are occupied with this
issue and provide reports on a frequent basis. Measures of corruption, that give the possibility for
rigorous testing, have been formed and the methods used in their formation are continuously reviewed
(Knack 2006; Olken and Pande 2012; Sequeira 2012). Moreover international organisations, political,
economic and cultural leadership identify corruption as a major obstacle on growth (Pradhan 2000;

Lazos 2005). International anti-corruption strategies are promoted to reduce its negative impact.

1.2 Corruption and Growth

In new empirical research the most significant and consistent finding on corruption is that lower
perceptions of corruption correlate highly with increased economic development (La Porta et al. 1999;
Ades and Di Tella 1999; Treisman 2000). This correlation is found to be quite robust (even after the
inclusion of variables of ethno linguistic fractionalization, latitude, region, religion, culture, democracy,
policy variables, trade, inequality, inflation) and it is apparent in every country over time. The reasons
transition countries are distinctly corrupt, and the variation in corruption levels between them has been
examined in empirical research and the findings suggest that most of the variation is explained by the

somewhat lower economic development (Treisman 2003).

The World Bank supports that corruption is one of the major impediments on economic growth.
The literature focusing on the relationship between corruption and economic growth is increasing, and it
mainly demonstrates the negative impact of corruption on economic development, in the long-term.
Corruption hampers growth through a variety of channels. Most studies have been focusing on
corruption in the public sector, but in recent years the interest in the devastating effects corruption
might have in the private sector as well, is raising. On the contrary, there is insufficient evidence

supporting that corruption could actually be beneficial on growth, by facilitating transactions in the
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bureaucratic process. There is not enough evidence even for countries that have high bureaucratic

regulations (Mauro 1995).

Corruption deteriorates a country’s economy by impeding the collection of taxes, hindering
private investment, deterring entrepreneurship, wasting resources and obstructing the implementation
of necessary regulations. Several attempts have been made to measure the economic cost of corruption,
the money that is lost due to illegal practices. The World Bank confirms that corruption is one of the
major impediments on economic growth, and that more than corruption totals 2.6 trillion USD every
year according to the World Economic Forum, and causes an increase of 10% in business costs
(Papapanagos, 2015). High levels of corruption characterise poor countries, low corruption levels are
prevalent in rich countries (that shows the negative correlation of corruption to development), and
diverse levels of corruption affect middle-income countries (Blackburn and Gonzalo 2009). There are
several causes for the lack of economic growth and poverty in a country, and corruption is not
necessarily a cause of poverty, but increased levels of corruption definitely harm development (Boswell
and Richardson 2003). The social and political costs of corruption are also significant as corruption
paralyses the heart of the state machine, hampers the mechanisms for the protection of human rights

and jeopardizes the functioning of the welfare state (Raikos 2006).

13 Causes of Corruption: Review

The close relation of corruption to economic growth and the empirical findings that show it
constitutes a serious impediment on growth have generated a high interest in the subject (Pradhan
2000). As corruption is generally considered to burden the economy with extensive costs and distort
markets, the need to determine what causes corruption is crucial. The large amount of studies that have
addressed this issue, have investigated empirically the relation between corruption and various
economic and non-economic determinants. One issue that arises from the analysis of the causes of
corruption is the theoretical framework on which it is based. Corruption is a phenomenon with many

different angles, not only economic, political or sociological, and that makes it very difficult to specify a
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proper model for its causes. At the same time there is limited consensus in the literature on the
robustness of the results on the determinants of corruption to date. Often explanatory variables are
found significant in some specifications, while, when other variables are introduced they lose their

significance. Consequently the determinants of corruption still remain unclear.

The existing literature on corruption and its causes has based its empirical foundations on
measurements of corruption either by perceptions based surveys, or surveys based on the experiences
of respondents. The former are mostly based on subjective indices of how corruption is perceived, that
are formed on evaluations and opinions of citizens and business people or international experts. They
aim to measure the perceptions of how widespread or costly corruption is in certain countries. The latter
are based on measure of corruption experiences and are conducted through surveys of business people
and citizens in various countries. They try to measure the experience of the respondents of been

expected to pay bribes (Treisman 2007).

The main perceptions surveys are conducted by the international civil society organisation,
Transparency International (Tl), which was founded in 1993 and in its anticorruption fight, conducts
surveys and provides annual corruption perceptions indices (CPI), which included 180 countries in 2008.
Another rating that is often used is the control of corruption index in the Worldwide Governance
Indicators (WGI) published in the World Bank (WB) by Daniel Kauffman and his team. Both ratings
aggregate results from various sources, country risk ratings by business consultancies, surveys of
international or domestic business people and polls of country inhabitants. The WB team generated the
indices biannually from 1996 to 2002 but now generates annual indices, covering 212 countries. Both
measures attempt to decrease the measurement error by using averages from different sources. A cross-
country rating of corruption is also produced by the Political Risk Services (PRS). It is based on
assessments by its group of experts and published in its International Country Risk Guide (ICRG). The
ICRG ratings are obtainable since the beginning of the 1980s. All these measures are subjective to

evaluations of experts and survey respondents on how widespread or costly corruption is in certain
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countries (Treisman 2007). Furthermore, perception indices have also been criticized as their results are
often based on individual behaviours, nevertheless they are broadly generalized to explain
development differences. An example is the CPl index that is frequently treated as a development index

(Sklias et al. 2013).

The surveys based on the direct experience of corruption of the respondent, either the family or
firm of the respondent have also been widely used in recent years, in the measurement and
understanding of corruption. The Tl ‘Global Corruption Barometer’ (GCB), which is conducted annually
since 2003, interviewed more than 73,000 people in 69 countries in 2009. It entails public perceptions of
corruption and experiences of bribery. The United Nations Interregional Crime and Justice Research
Institute (UNICRI) conducted a survey on crime victims. The WB World’s Business Environment Survey
(WBES) is based on interviews with managers in more than 10,000 firms in 80 countries during late 1999
and early 2000. Another survey that has been widely used in the research on corruption initiated from
1999 by the World Bank and the European Bank for Reconstruction and Development (EBRD) is the
Business Environment and Enterprise Performance Survey (BEEPS), based on firm-level data in transition
economies, to investigate issues like corruption in the business environment. The survey is conducted
on the countries of Eastern Europe and Central Asia (including Turkey), in 1999, 2002, 2005,

2009 and 2012-2014, and on a set of comparator countries of Western Europe and East Asia in

2004.

1.4 Chapter Outline

This chapter will investigate the determinants of corruption, and the reasons of cross-country
variation, as examined in the empirical research using perception-based surveys and experience-based
surveys to date. In the analysis, the determinants of corruption will form part of different but
interdependent categories. The categorisation aims to produce a more clear understanding of the
determinants and the existing dynamic links between them. Following the review of the literature on the
causes of corruption (Treisman 2007), of the causes of cross-national variation (Lambsdorff 2005), and of
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cross-national indicators (Knack 2006), the measurements of corruption used and the issues of data
analysis interpretation deriving from the use of these surveys, as well as their limitations, will be
discussed in an effort to interpret the causes of corruption more accurately. This will aim to an
interesting, more accurate and deeper examination of the determinants of corruption and will shed light
to areas of research, on corruption, its determinants, and the links between them that require further

investigation.

The literature to date on the causes of corruption is either analysing its causes in an order
based on the significance of the empirical results, or in the most extensive reviews, differentiates the
causes in economic, political and sociological factors or even separates them based on the sources of the
results, the types of surveys used (Treisman 2007). While a plethora of studies have contributed
effectively to the existing knowledge and understanding of the phenomenon of corruption and its
determinants, the links between the determinants, their interdependence and origin remain largely
unexamined. The first case of analysis of several causal variables and statement of the most significant
results provides isolated determinants of corruption that are not linked in a dynamic environment. The
separation, used by Treisman (Treisman 2007), based on the sources of the data, whether perception-
based or experience-based surveys, needs to be critically assessed since the construction of various
perception-based indices is also based on data from experience-based surveys. These issues will be
addressed further later on. However, this separation, even if justified, does not provide a linked

understanding of the determinants.

The separation in economic, political and sociological factors, while it provides a framework for
the analysis of the observed corruption, ignores other components, links between the determinants and
their evolving process, and places the causes in “still” categories. There appears to be an insufficient
connection between empirical and theoretical analysis. There are observations of the causes of
corruption but not connected theoretically to form a dynamic ‘real’ environment that provides a deeper

understanding of the determinants as interdependent.
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The analysis of corruption and its cross-country variation, as observed in the existing empirical
literature, will benefit from the separation of its determinants in three associated categories of policies
and institutions that are interdependent and complete one another. The categories form a base for a
more clear understanding and interpretation of the environment that allows for corruption, and its
specific components that are related to the varying levels of corruption. The categorisation is aimed at

the specific context of the analysis of corruption and its determinants.

Firstly, | distinguish between Constitutional Characteristics (C), Exogenous Conditions, such as
geography (Ex), Institutions (I) and Policies (P). Institutions are examined as formally arisen from
Constitutional Characteristics (C) and Exogenous Conditions (Ex) that allow or necessitate their existence
(also evolution from norms and shared strategies). Policies (P) are implemented by the various formed
institutions. There is a durability component that is decreased through the political process. There is a
strong durability related primarily to Constitutional Characteristics, and then to Institutions while Policies
are more prone to change. Exogenous Conditions have varying durability that may affect differently the
formation of Institutions. This categorization is based on Williamson’s Hierarchy of Institutions
(Williamson 2000) and applied to explain the determinants of corruption ; Norms depict the informal
institutions, Constitutional Characteristics depict the 1* category of formal institutions that define the
institutional framework, Institutions depict the 2" category of formal institutions that define the rules of
the game, and Policies depict the 4™ category of institutions based on Williamson that have shorter
horizon and define marginal conditions for the function of markets. A main difference is that in this
categorization the role of informal institutions is of primary importance and Constitutional
Characteristics, Institutions, and Policies are also subcategorized in Rules and Norms, to emphasize the
role of informal institutions in shaping the formal institutional environment and the success or failure of

different policies.
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Secondly, | subcategorise Constitutional Characteristics, Exogenous Conditions, Institutions, and
Policies in Rules (R) and Norms (N), by examining their formal and informal characteristics, and the level

of internal or external parameters related to their nature and the outcomes for non-compliance.

Finally, | subcategorise Constitutional Characteristics, Exogenous Conditions, Institutions and
Policies in Political, Economic or Sociological factors. The categories and subcategories are linked and
affect one another. Constitutional Characteristics, Exogenous Factors, Institutions and Policies are firstly
theoretically explained and subdivided in the two categories. Then they are examined in the specific

context of corruption.

1.5 Constitutional Characteristics, Exogenous Conditions, Institutions and Policies

i. Rules and Norms

ii. Political, Economic and Sociological Components

1.5.1 Constitutional Characteristics

Constitutional Characteristics (C) are the specific components of a country’s institution, mostly written,

that entail the fundamental political principles for the functioning of the government.

i) The Constitutional Characteristics are Rules, with formal characteristics.

ii) They have an overlap of Political and Economic Components because of property rights.

Constitutional Characteristics are important overall as they are the base for the creation and

development of Institutions that lead to the implementation of Policies.

Constitutional Characteristics (C) as Determinants of Corruption

Type of Electoral System (C) (Rule) (Political)
Constitutional Characteristics (C) have been analysed in the literature of corruption and some

specific C have been suggested to affect corruption. The type of electoral system has been argued to
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have an impact on corruption levels. It is an important constitutional differentiation whether in
democratic countries the president is directly elected from the citizens with substantial power or it is
elected through the parliament. Panizza (2001) found higher corruption linked with the presidential
systems, in which government ministers are appointed and accountable to the President, in comparison
to parliamentary systems where ministers are accountable to the Parliament and appointed by the Prime
Minister. Kunicova and Ackerman (Kunicova and Rose-Ackerman 2005) support this finding. They argue
that presidential systems and centralised power over the government can create more opportunities for
rents. They point out that legislative bodies have less power in presidential systems than in
parliamentary ones, as their actions must be in accordance with the president, for legislation to be
passed. Their empirical study, based on a large cross-country dataset, shows that presidentialism per se
is related to higher corruption and that the levels of corruption increase if the extent of the president’s

power increases.

1.5.2 Exogenous Conditions

Exogenous Conditions (Ex) are conditions of the past or present, that are unaffected by the
present political process, and can exist independently. In this research | identify as Ex, older institutions,
their legacies and their durability, as well as country specific characteristics as the existence of natural
resources and the geographic position (physical world). The Ex together with the C affect the formation
of Institutions and Policies. For example, the existence of natural resources may lead to institutional
formations that deal with their exploitation and related policies. The Exogenous Conditions may also

affect the Constitutional Characteristics or lead to their amendment.

i) Exogenous Conditions (apart from the physical world) can be either Rules or Norms.

ii) They can have either Political, Economic Components or Sociological Components or a combination.
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Exogenous Conditions (Ex) as Determinants of Corruption

i) Older Institutions

Democracy (Ex) (Rule) (Political)

The relationship between democracy, the electoral participation and corruption has been
addressed by many researchers. Treisman finds a significant relationship between corruption and
democracy in a sample of 64 countries that have had uninterrupted democracies since 1950 (Treisman,
2000). His argument is based on the “longevity of democracy”- a long period of exposure to democratic
regimes decreases corruption levels, however the current levels of democracy do not appear to have a
significant impact on corruption. Montinola and Jackman (Montinola and Jackman 2002) implement a
broad measure of democracy based on the freedom of the opposition parties and the legislative
effectiveness. They find that “medium” levels of democracy do not lower corruption and only after a
specific threshold democracy is found to impede corruption. The partial plot for the coefficient of
democracy shows the possibility of a non-linear effect of democracy. Their 10-point scale of democracy
indicates no effect on corruption for the 0-6 values but higher index values are related to lower
corruption and they conclude that democracy has a nonlinear effect on corruption. Competitive political
structures (based on the possibility of power turnover, size of the electorate, election process) lower
corruption after they reach a certain level. Manow (Manow 2005) provides significant results on this
relationship by using topical data. Based on his research corruption appears somewhat more widespread
in medium-democratic regimes than in completely authoritarian regimes. However, after reaching a

certain threshold the democratic regimes are found to lower corruption (Lambsdorff 2005).

Corruption may therefore be a little lower in dictatorships than in countries partially
democratized, but in fully democratised countries (based on the type of elections and the effectiveness
of the legislative body) the corruption experienced is considerably lowered. The findings imply that the
transition to democracy may generate more corruption at the first stages, but after competitive

democratic political structures are developed and established corruption levels will be decreased.
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However, the small difference in corruption perception levels in partially democratised and authoritarian
regimes could be influenced by the larger availability of information and disclosure of corruption in the
newly democratised states (Montinola and Jackman 2002). Based on the non-linearity between
corruption and democracy they stress the importance of examining regime types in relation to

corruption in continuous and not dichotomous time periods.

Totalitarian Legacies (Ex) (Rule) (Political)

Levin and Satarov (2000) support that the transition from a totalitarian regime creates many rent
opportunities, as the state authority is largely withdrawn and new ways of control and compliance are
not implemented. They connect the higher levels of corruption in Russia with its socialist history and the

difficulties that occurred in the first years of transition.

Treisman (2003), using perception-based surveys, examines whether post-communist countries
have higher corruption and the reasons of post-communist cross-country variation in corruption levels.
His findings show that corruption is higher in these countries due to lower economic growth, while the
reasons of varying corruption between them is mainly explained by reasons existing before the
transitions process: the 1989 level of economic development and the share of protestants. Although he
examines the years under communism and limited democratic history, as causes of the variations, he

does not produce clear results on their impact.

i) Physical World

Natural Resources 1. (Ex) (Economic) or 2. (P) (Rule+Norm) (Economic)

The origin of natural resources is independent of Rules and Norms, however the resources are
related to Policies if they are being exploited and then the conditions of exploitation would be affected
by Rules and Norms. Sachs and Warner (1995) examine the cross-country variation of growth in
countries depending on the existence of natural resources. They find that the existence of natural
resources has a significant inverse effect on growth, after controlling for a large set of variables that
could be interpreted by the extraction of rents associated with abundant natural resources.
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Lane and Tornell (1995) supported that countries rich in natural resources are more affected by
rent seeking behaviours and corruption, as government officials are trying to extract rents from the
exploitation of the resources. The cost of natural resources provision can be substantially increased from

the extraction cost.

iii) Country Specific Characteristics

Ethno linguistic Fractionalisation (Ex) (Norm) (Sociological)

Ethno Linguistic fractionalisation has gained an increased interest due to large cross-border
movements. It seems to be related to corruption in various ways (Shleifer and Vishny, 1993). Mauro
(Mauro 1995) and Svensson (2000), support that the level of corruption increases in societies with many
ethnic groups. However, these results are based on perception-based measures of corruption and Olken
(Olken 2009) suggests that corruption perception actually increases when there is a lack of trust (based
on different ethnic groups) even if actual corruption does not. Using a measure of actual corruption and
perception based measures of corruption for road projects across Indonesian villages; he finds that
ethnic fractionalization correlates with corruption perceptions but that it is unrelated to actual
corruption. This finding corroborates the initial claim of Bertrand and Mullanaithan (Bertrand and
Mullainathan 2001) that perception based measures of corruption are problematic to use as dependent
variables, as they may reflect the propensity to report corrupt behaviours rather than the actual level of

corruption.

1.5.3 Institutions

Institutions (I) have been largely examined as determinants of corruption. Institutions are

“humanly devised constraints that structure political, economic and social interactions” (North 1991).

i) Institutions have formal characteristics and therefore are Rules (R).

ii) Institutions can be subcategorised in Economic and Political Components.
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Institutions (1) as Determinants of Corruption

Democracy (1) (Rule) (Political)

Political institutions affect corruption on a local and global level, whereas their quality is also
conditional on the level of corruption and the ability of to combat corruption (Katsios 2012). The
findings on the effect of democracy on corruption vary depending on the way democracy is measured.
Bohara et al. (Bohara, Mitchell, and Mittendorff 2004) examine the effect of democracy using a
compound measure, based on the public’s repetitive participation in competitive elections that
separates between less or more democratised states. Their results show the importance of democracy in
reducing corruption and strengthening the controls of corruption. Strengthening government
effectiveness, and a strong democratic political system have also been found to be particularly important

in reducing corruption in the Mediterranean and Balkan region (Rontos et al. 2012).

Shleifer and Vishny (Shleifer and Vishny 1993) indicate that the quality of government
institutions is influencing corruption levels and weak governments are linked to high corruption.
Treisman (Treisman 2000) argues that the current levels of democracy per se are not significantly related
to the decrease of corruption, and that a decline in corruption is only succeeded if combined with a long
period of democracy, as was mentioned earlier. Herzfeld and Weis (2003) find that political rights and
liberties significantly lower corruption. In line with this research, Mitsopoulos and Pelagidis (2015)
discuss the recent empirical findings on the type of political systems and corruption, and conclude that
the separation of powers, and the representation of minority interests, typically associate with

democracies, can create the necessary safety nets against corruption.

Cultural Differences (1) (Norm) (Sociological)

Sklias, Koutsoukis and Roukanas (2013) describe culture as an endogenous driver of economic
development. They view culture encompassing societal values, and principles, as well as civilization and
heritage background that can significantly affect the structure and success of development specific

policies. Rontos et al. (2013) state that the existence of corruption presupposes certain conditions
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related to public power and morality, and therefore the analysis of its determinants should also try to
capture individual aspects and the societal context apart from economic, political, social, and other

exogenous factors to the behavior and moral of citizens.

Tanzi (Tanzi 1994) suggests that there is a greater likelihood for government officials to engage
in corrupt practices and do “favours” for relatives and friends in societies where more personalised
relationships exist, where economic decisions are affected by personal relations. Recent experimental
evidence confirms the role of cultural differences. Based on experiments run in Australia (Melbourne),
India (Delhi), Indonesia (Jakarta) and Singapore, Cameron (Cameron et al. 2009) finds that there are
cultural differences in the propensities to engage in corrupt behaviour and that there is also variation in
the propensities to punish corrupt behaviour across cultures. The magnitude of the differences across
countries is large. The Indian subjects were the most likely to offer bribes, the most likely to accept
bribes, and the least likely to punish corruption. For example, 92.50% of the subjects offered bribes in

India versus 79.17% in Indonesia.

Political Competition (I) (Rule) (Political)

Political competition (measured by “the existence of free and fair elections and the effective
power of the elected legislators”) appears to have a significant effect in lowering corruption after a
certain threshold. On the research of Montinolla and Jackman (Montinola and Jackman 2002) corruption
appears to be slightly higher in the majority of cases where political competition is moderate while

beyond a threshold higher competition levels are related with significantly lower corruption.

Decentralisation (1) ( Rule) (Political)
The decentralisation of government power and its effects on corruption has been examined in
several studies. Some of these studies use corruption and the size of the country (measured by total

population) to provide evidence that decentralisation can decrease corruption.

Huther (Huther and Shah 1998) and Fisman (Fisman and Gatti 2002) measure decentralisation by
using a share of subnational expenditure on the total public spending and detect that in their 80
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countries sample, that the index is positively correlated with certain measures of good governance. In
contrast to their methodology, Knack and Azfar (Knack and Azfar 2003) warn against the use of these
findings. They demonstrate that the correlation of corruption and population size may stem from
problems in the sample selection. Using a larger sample of countries, the correlation of corruption and

population ceases to be significant.

Treisman (Treisman 1999) examines the effect of decentralisation by separating between
centralised and federal states instead of regressing corruption on total population. He finds significant
results that centralised states are less corrupt than federal ones. Though he reports that these results
become non significant when other variables are added. Goldsmith (Goldsmith 1999), Kunicova (2002)
and Kunicova and Rose-Ackerman (Kunicova and Rose-Ackerman 2005) also report that decentralisation
reduces corruption even when controlling for GDP per head. However, Gerring (Gerring and Thacker
2004) supports that federalism may increase of corruption. Burgess (Burgess et al. 2012) also finds that
increases in the number of political jurisdictions in Indonesia led to an increase in corruption and illegal
deforestation across Indonesian districts. Finally, Bohara (Bohara, Mitchell, and Mittendorff 2004)
examined the effect of federalism on corruption but did not find robust evidence that federalism raises
corruption. Therefore the empirical evidence of the relationship between federalism and corruption is

mixed.

Free Press (1) (Rule) (Political)

Free and widely read press appears to be significant in the decrease of corruption (Treisman,
2007). Ahrend (2002) suggests a theoretical model according to which education and press freedom are
complementary to reduce corruption. If the capacities of civil society to oversee government officials are
well developed, education decreases corruption, whereas it may lead to higher corruption if civil
monitoring is low. Investigating a panel of 18 countries over the 1980-1997 period, he finds strong
empirical evidence that a lack of press freedom leads to higher levels of corruption. Brunetti and Weder

(Brunetti and Weder 2003) also demonstrate that free press effectively decreases corruption by using
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variables of regulations and laws that influence media politically or economically, based on an index of
press freedom constructed by the Freedom of House. They support that press freedom poses barriers for
corrupt practices by exposing corrupt practices of government officials. Lederman et al. (Lederman,
Loayza, and Reis Soares 2001) affirm in their study the negative relationship between press freedom and
corruption. Adsera et al. (Adsera, Boix, and Payne 2003) measure the effect of “free circulation of daily
newspapers” by combining measures of newspaper circulation with democratic liberties and find
significant results. More recently, Ferraz and Finnan (Ferraz and Finan 2008; Ferraz and Finan 2011)
document that disclosure of information on corrupt activities significantly decreases corruption, and that

this effect is magnified when local media divulge broadly the information about corrupt practices.

The Judiciary (I) (Rule) (Political)

The World Bank (1997) concentrates on the importance of the quality of the judiciary (the court
system responsible for the application and interpretation of rules) on corruption. It constructed an index
of predictability of the judiciary that significantly affected the level of corruption in 59 countries, after
controlling for other variables. Similarly, Ades and Di Tella (Ades and Di Tella 1996) find a correlation

between independent judicial systems and corruption.

1.6 Policies

i) Policies (P) are related to the existence and evolution of institutions, may have formal or informal
characteristics and can be Rules or Norms. However irrespectively of their origin, the implementation

and compliance with their conditions is affected by Norms.

ii) Policies can be either Economic or Political.

Policies (P) as determinants of corruption

Economic Development Policies (P) (Rule) (Economic)
Recent evidence from a large cross country study shows that economic development is an

important determinant of corruption, however it is mostly positively associated with the reduction of
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corruption in more economically advanced countries, whereas in less economically advanced countries
the political system is particularly important (Rontos and Vavouras, 2015). Similarly, another study finds
that the adverse effects of corruption are more difficult to circumvent in low income countries, because
of poverty and large income inequalities, whereas the positive impact of globalisation on transparency

is only significant for middle income and high income countries (Lalountas et al. 2011).

Overall, in new empirical research the most significant and consistent finding on corruption is
that lower perceptions of corruption correlate highly with increased economic development (La Porta, et
al., 1999; Ades and Di Tella 1999; Treisman 2000). This correlation is found to be quite robust (even after
the inclusion of variables of ethno linguistic fractionalization, latitude, region, religion, culture,
democracy, policy variables, trade, inequality, inflation) and it is apparent in every country. The reasons
transition countries are distinctly corrupt, and the variation in corruption levels between them has been
examined in empirical research and the findings suggest that most of the variation is explained by the

somewhat lower economic development (Treisman 2003).

However, these studies focus on the relationship between economic growth, as an outcome, and
corruption and thus do not provide a framework for analysis of the policies that are related and lead to
growth, and that therefore could be altered. The examination of economic growth, as an outcome, and
corruption has limited implications for countries that aim to reduce corruption. For the purpose of this
analysis | identify economic growth as economic development policies, and turn the focus from outcome

to collective action.

Government Size (P) (Rule) (Economic)
A very large recent cross country study shows that government effectiveness is one of the most
important determinants of corruption and that improving the quality of government effectiveness can

significantly reduce corruption (Rontos and Vavouras 2015).

The possibilities for corrupt practices could be increased in governments with large public
sectors bureaucracies, with extensive regulation. Indeed, an increase in government size provides more
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opportunity for political rent seeking, making the politicians and bureaucrats more likely to be corrupt.
However, the effect is theoretically ambiguous as a larger government may promote a system of checks

and balances and strengthens accountability, and may thus reduce corruption.

The empirical evidence on the effect of government size on corruption has been mixed.
Montinolla and Jackman (2002) examine whether larger governments (measured by the share of GDP
consumed by government) are associated with higher corruption. Their findings do not provide any
support of the fact that large governments per se are neither necessary nor adequate causes of
corruption, but of the opposite. Larger government seem to be related to lower corruption, though as
the government size increases the effect is decreased. When they added a control variable for per GDP
per capita, the relationship between corruption and government size ceased to exist. Tanzi (Tanzi and
Davoodi 1997), La Palombara (1994) and La Porta (La Porta et al. 1999) also argue that less corruption is
related to a decrease of the public sector size. More recently, Billger and Goel (Billger and Goel 2009),
using quantile regressions, document a robust association between government size and reduction in
corruption at almost all degrees of corruption. By contrast, Goel and Nelson (Goel and Nelson 1998)
empirically show that the size of the state and local governments in the United States has a strong
positive influence on corruption. Similarly, Olken (Olken 2009) demonstrates that government transfer
program provide opportunities for corruption. As a result, recent studies have turned to examine under

which conditions government size may reduce or increase corruption (e.g. Kotera et al. 2010).

Public Sector Pay (P) (Rule) (Economic)
Higher economic development has been found from a large number of studies to increase the
control of corruption. At the same time it has been argued that economic development is associated

with higher public wages and that better paid public officials will be more professional and less corrupt.

There have been several studies supporting that low paid public officials will be more likely to
engage in corrupt practices, than higher paid officials, as the incentives to supplement their income

increase. Rijckeghem and Weder (Van Rijckeghem and Weder 2001) use the ratio of public sector wages
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to manufacturing wages to examine the effect of relative public-sector remuneration on corruption.
Their results show the relationship between relative wages and corruption to be significant and suggest
that corruption levels can be eliminated by a large increase in public-sector wages. However, the analysis
of this relationship, in many other studies produces insignificant or ambiguous results. Treisman
(Treisman 2000) and Manow (Manow 2005) examined the ratio of average public salaries to per capita
GDP, while they controlled for other variables, and displayed mixed results, in most cases insignificant

depending on which measure of corruption was used and which control variables were added.

Montinolla and Jackman (2002) examine whether the prevalence of corruption is lower in the
countries with greater economic development in which higher wages in the public sector lower the
incentives for bribes. They analyse economic development (measured as GDP per capita) as a proxy for
public sector remuneration because of the lack of adequate data on public remuneration. Their study lies
on the hypothesis that in economically developed countries public wages will be higher. Their findings
show that corruption decreases in countries where economic development increases. This relation
accords with the anticipation that higher wages in the public and the private sector, linked to increased

economic development, also reduce the incentives for corrupt behaviour.

The examination of the impact of civil service pay, is in the centre of the policy debate and
particularly interesting in transition economies where the public sector salaries, during socialism, were
higher than the ones in the business sector, but afterwards dropped from their previous levels and fell in
relation to the business sector (Rose-Ackerman, 1999). Kraay (Kraay and Rijckeghem 1995) and Haque
and Sahay (1996) also suggest that lower public wages in comparison to business wages could result in
higher corruption. The International Monetary Fund’s Fiscal Affairs Department (1995) stresses out the

importance and the risks of an increase in corrupt practices stemming from a decrease of civil wages.

Meritocratic Employment (P) (Rule-Norm) (Sociological)
Evans and Rauch (Evans and Rauch 2000) have examined the effect of competitive wages, merit-

based recruitment, internal promotion and career stability, in the improvement of the function public
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sector, in 35 developing countries. Based on Weber (1968) that supported that merit based recruitment
— via competitive examination — is among the most important institutional characteristics of a
bureaucracy. They support that these structural characteristics of government bureaucracies will
determine their effectiveness. In their index of merit-based recruitment, government officials that have
a university degree or have entered the public sector through formal examinations, have higher values.
They provide some evidence that merit-based recruitment is important in increase of bureaucratic
performance and the reduction of corruption. Their research produces unclear results on the impact of
competitive wages on bureaucratic efficiency. The index is related to lower corruption levels, after

controlling for income.

Inflation (P) (Rule) (Economic)

Some studies have investigated the connection between perception of corruption and inflation.
Braun and Di Tella (Braun and Di Tella 2004) find that corruption increases because of the high inflation
variability. They show robust results in 75 countries sample. They form a principal-agent model of
auditing and investment and find that a varying inflation will increase the difficulty in controlling and
overseeing the agent’s behaviour because of information problems. The model is general and can apply
to the private and public sector, the agent could be someone hired to run a firm by its owners or a public
employee and the principal a higher public executive. Thus, variable inflation would create barriers in
monitoring public spending and increase corrupt practices. The model suggests that higher inflation
variability can result in higher corruption in equilibrium. Treisman (Treisman, 2007) uses the dataset of
Braun and Di Tella (Braun and Di Tella 2004) and finds significant results for inflation and concludes that

unpredictable inflation appears to be related to higher perceptions of corruption.

Regulation: Trade Openness and Competition Policies (P) (Rule) (Economic)
Krueger (Krueger 1974) identifies trade restrictions as a substantial cause for rents. These

restrictions make the acquisition of trading licenses more scarce and therefore raise their importance
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and the incentives for bribes. Consequently the protective policies of domestic industries from foreign

competition will increase the incidence of corruption.

The barriers to entry and their impact on corruption have been investigated in some studies.
Djankov et al. (Djankov et al. 2002) find that strong regulation of entry is mainly related to a higher
corruption and a wider unofficial economy. Broadmann and Recanatini (Broadman and Recanatini 1999)
examine the impact of severe barriers to entry in the transition economies of Europe and Central Asia
and find that they are linked to higher corruption. Treisman (Treisman 2000) observes that state
intervention has a positive effect on corruption but as more explanatory variable are included the

bivariate relationship loses significance.

Rose-Ackermann (1978) was the first to suggest that corruption can be reduced by the creation
of competition at the level of the bribed/corrupt public official. Ades and Di Tella (Ades and Di Tella
1999) show that open economies (openness measured as a sum of imports and exports) are linked with
significant lower corruption levels. They support that it is less likely corrupt practices to be sustained in
the prevalence of perfect competition. They conduct a cross-section analysis and find that corruption is
higher in countries where businesses are characterised by higher rents. Finally, they show that higher
corruption occurs in economies with trade barriers, where domestic businesses are less exposed to

global competition, or where there are only few dominant businesses.

Economic freedom restrictions imposed by governments are prone to decrease competition and
consequently increase the incentives for corrupt practices (Lambsdorff 2005). Several other studies on
the causes of corruption have also addressed the issue of competition in the private sector, and found
that a low competition can increase corrupt behaviour. Economic freedom restrictions imposed by
governments are prone to decrease competition and consequently increase the incentives for corrupt

practices (Lambsdorff 2005).
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1.7 Conclusion

This chapter offers a new analytical framework for the analysis of corruption and its
determinants. A plethora of studies have contributed effectively to the existing knowledge and
understanding of the phenomenon of corruption and its determinants. However, the links between the
different determinants of corruption, their interdependence and origins remain largely unexamined. The
chapter produces a new categorization of the determinants of corruption, the dynamic links between
them and their evolving process. For the scope of the analysis, the determinants of corruption were
considered as parts of different but interdependent categories. The chapter aims to extend the
understanding of the determinants of corruption and the dynamic links between them. Firstly, |
distinguish between Constitutional Characteristics, Exogenous Conditions, Institutions, and Policies.
Institutions are examined as formally arisen from Constitutional Characteristics and Exogenous
Conditions that allow or necessitate their existence. The literature to date on the causes of corruption is
either analysing its causes in an order based on the significance of the empirical results, or in the most
extensive reviews, differentiates the causes in economic, political and sociological factors or even
separates them based on the sources of the results, the types of surveys used (Treisman, 2007). The
chapter contributes to the existing knowledge and understanding of the phenomenon of corruption and

its determinants, the links between the determinants, their interdependence and origin.
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CHAPTER 2

2. Corruption and Firm Size: Disentangling the contextual effect of corruption

2.1 Abstract

This chapter investigates the relationship between corruption and firm size using firm level data.
Corruption is negatively associated with firm sales and performance at the country level. However, at the
firm level the results show that firms are differently affected by corruption. This likely reflects the
engagement of firms in different corrupt practices. We distinguish the effect of “administrative
corruption”, when firms engage in corrupt practices and bribes to government officials, from the effect
of “state capture”, when firms actively initiate private payments in exchange for changes in the content
of government decrees that affect their business. Some firms may extract benefits from state capture,
and at the individual firm level, corruption could be, in some cases, profit maximizing. However, at the
regional and country level, we find that firms do not internalize the aggregate costs of corruption, which
remain negative and significant for all firms. Through the analysis of the contextual effect of corruption,
the study disentangles the impact of corruption on the firm, sector, regional, and country level. It
clarifies the reasons for mixed findings on the effects of corruption at the firm level, while it establishes
the importance of the sector and regional environment on firm size and performance, and unveils a

negative contextual effect of corruption.

2.2 Introduction

Corruption is considered as a major impediment to economic development and growth (Hellman
et al. 2000; Olken and Pande 2012). The interest on the impacts of corruption has become an
international issue; policy makers and governments attempt to assess the effects corruption has on the
economic development, in the forming of their policy. This chapter contributes to the empirical

literature by analysing the impact of different forms of corruption on firm performance using multiple
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levels of aggregation of the corruption measures. It distinguishes administrative corruption from state

capture and disentangles the firm level impact of corruption from its contextual effects.

Corruption constitutes a serious impediment on economic growth at the country level and from
a cross border perspective. However, at the firm level, profit maximizing firms would be expected to
decide an optimal amount of corruption that allow them to maximize their profits, while the contextual
effects of corrupt practices on firm performance could be either positive or negative, depending on
whether the negative spillovers of corrupt practices dominate the first potential positive effect. Hence,
the effect of corruption on firm performance is ultimately an empirical question. This chapter analyses
the relationship between corruption measured at different levels; firm, industry, region, or country and

firm performance. It is related to two main strands of literature.

The first strand of literature identifies corruption as a potential barrier to economic growth. It
has been supported that the discretionary power of public officials leads to a tactic selection of projects
based on the ability to extract rents. Consequently, corruption and rent seeking become integral parts of
economic governance and more difficult to tackle (Ngo 2008). Corruption may deteriorate a country’s
economy by deterring entrepreneurship, wasting resources, hindering private investment, impeding the
collection of taxes, and obstructing the implementation of necessary regulations. Several attempts have
been made to measure the economic cost of corruption due to illegal practices (Boswell and Richardson

2003; Hellman and Kaufmann 2001; OECD 2011).

The second strand of the empirical literature reports contrasting results. It has been supported
that in some cases, and when the regulations are weak, corruption can speed up the wheels of
commerce and have a positive impact in the development of firms, by giving them the possibility to
overcome bureaucratic barriers, and surpass timely processes (Wei 1998). Firms may thus engage in
corrupt practices in an attempt to promote their short-term growth. A positive correlation of the
tendency for firms to pay bribes and the time that is wasted in bureaucratic procedures has been found

(Kaufmann and Wei 1999). However, there is insufficient evidence which supports that corruption could
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actually be beneficial on growth, by facilitating transactions and the bureaucratic process, even for

countries with high bureaucratic regulations (Mauro 1995).

The chapter builds on this existing literature and makes three main contributions. First, this
chapter examines the impact of corruption on firm sales performance in South Europe, the Balkans and
Turkey, Central Asia and Russia, Central Europe and the Baltics, and Germany. As comparative studies in
these regions have not been systematically realized, the comparative analysis of corruption in transition
countries in contrast to South Europe and Germany allows drawing new policy conclusions. Second, most
of the existing literature on corruption has focused on the relationship between growth and corruption
at the country level. Firm-level studies examining the different effects of administrative corruption and
state capture on firm performance are still rare’. Firms can initiate corrupt practices to influence the
content of government regulations, and the degree to which firms are affected by these activities varies.
Thus, it is important to distinguish the impact of firm decisions in a given legal and institutional
environment from the overall or contextual impact of corruption. Finally, this chapter examines the
degree that firms of different size, ownership and origin engage in corrupt practices and the effects that

these practices have on firm performance.

Our empirical research relates different measures of corruption, firm sales, and growth across 30
countries in 2004 and 2005. Our analysis is mainly descriptive. Although we do not address all the
omitted variable biases at the firm level, we identify some stylized facts about the association between
different forms of corruption, firm sales, and growth. The relationship between administrative
corruption at the firm level and firm sales appears negative. However, this is not the case for the
measure of state capture that is either positively correlated or uncorrelated with firm sales. Moreover,
we do not find a relationship between firm level corruption and growth. This pattern changes radically

when we measure the extent of corruption at the regional level or at the industry level. We find that the

! Recent counter examples include (Bertrand et al. 2007), (Fisman and Svensson 2007), (De Rosa, Gooroochurn, and
Gorg 2010). (Olken and Pande 2011) review this recent literature.

55



extent of administrative corruption and state capture, among firm peers, are always negatively
associated with firm sales, and that these associations are more negative than the ones based on the
firm’s own measure of corruption. This strategy allows disentangling the contextual effects of corruption
from the effects of the firm’s own corruption. It underlines that firm-level corruption is an endogenous
decision that could bring individual benefits. Thus, estimates using firm level measures of corruption are
likely to be biased towards zero. An alternative interpretation is that there are important spillovers from

firm corrupt behaviours: firms do not internalize the costs of their own corruption for other firms.

Finally, we investigate the relationship between corruption and sales for different types of firms.
The correlations present some interesting patterns, which identify the firms most likely to be affected by
corruption. We estimate that firms respond differently to business barriers and that corruption’s
detrimental effect on firm growth is significantly affected by the size, length of operation and origin, as
well as the ownership of the company. Foreign, de novo and medium size firms appear the most affected

by both administrative corruption and state capture.

The chapter is organized as follows. The next section discusses the features of the sample and
the measures of corruption that are relevant for the analysis. Section three describes the data
construction and some summary statistics. Section four describes our main empirical findings on the
contextual effect of corruption. Section five describes the heterogeneity of the impact of corruption on

firm sales. Section six concludes.

2.3 Sample and measures of corruption

23.1 Data and Sample

The existing literature on corruption and its causes has based its empirical foundations on
measurements of corruption, either by perception-based surveys, or surveys based on the experiences

of respondents. The former are mostly based on more subjective indices of how corruption is perceived,
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that are formed on evaluations and opinions of citizens and business people. The latter are based on
measures of corruption experiences and are conducted through surveys of business people and citizens
in various countries. They try to measure the experience of the respondents that are expected to pay

bribes (Olken 2006; Treisman 2007).

This chapter uses the experience based survey BEEPS?, based on the experience of managers, a
joint initiative of the European Bank for Reconstruction and Development and the World Bank. The
survey is founded on face-to-face interviews with firm owners and managers and it has been widely used
in the research on corruption, since 1999. It is based on firm-level data in transition economies, to
investigate issues like corruption in the business environment. The survey is conducted on the countries
of Eastern Europe and Central Asia (including Turkey), and on a set of comparator countries of Western

Europe and East Asia in 2004 and 2005.

We use the two rounds of the BEEPS 2004-5 survey?, the round including the transition countries
and the round conducted in the group of comparator countries, Western Europe and East Asia. The
survey is conducted at the establishment level. The establishments with 10,000 employees or more, and
the firms that started to operate in the years 2002, 2003 and 2004, were not included in the sample. The
sample covers a vast range of firms: mining and quarrying, manufacturing, construction, transport,
storage and communication, wholesale and retail, real estate, renting and business services, hotels and

restaurants and other services (Synovate 2004a; Synovate 2004b; Synovate 2005).

The analysis is based on the countries of South Europe, Eastern Europe, and Central Asia. We
separate the countries of Eastern Europe, and Central Asia in smaller regional groups based on their

geographical location; South Europe that includes Greece, Portugal and Spain, South-Eastern Europe,

2 (EBRD 2005)

*The description of the data is largely based on the report that was prepared for EBRD and the World Bank by
Synovate (Synovate 2004a; Synovate 2004b; Synovate 2005), the firm responsible for the implementation of the
BEEPS and the provision of data.
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Central Europe and the Baltics, Eastern Europe and the Caucasus, and we also include separately, Russia,
Turkey and Germany as other comparator countries®. The number of observations is 12,508 across 30

countries.

2.3.2 Measures of corruption

Corruption is generally defined as ‘the abuse of public power for private gain’ (Cuervo-Cazurra
2006), and can also be defined as ‘an arrangement that involves an exchange between two parties, the
“demander” and the “supplier”, which has an influence on the allocation of resources either immediately
or in the future, and involves the use or abuse of public or collective responsibility for private ends’
(Kwok and Tadesse 2006). The prevalence of corruption is associated with ‘someone having discretionary
power to allocate resources’ (Jain 2001). This power is in the possession of three different categories of
agents: the political elite, the administrators, and the legislators. The monitoring ability of the principal

differs in each of these cases (Jain 2001).

Measures of corruption, that give the possibility for rigorous testing, have been formed and the
methods used in their formation are continuously reviewed (Olken and Pande 2011; Knack 2006).
Corruption, is generally defined as ‘the abuse of public power for private gain’ (Estrin, Bevan, and K.
2004; Cuervo-Cazurra 2006), and can also be defined as ‘an arrangement that involves an exchange
between two parties (the “demander” and the “supplier”), which: a) has an influence on the allocation of
resources either immediately or in the future, and b) involves the use or abuse of public or collective

responsibility for private ends’ (Kwok and Tadesse 2006).

Corruption should not only be examined as the interaction of the state with firms, but also as the

exertion of influence from firms to public officials (Kaufmann 2005). In this chapter corruption will be

* South-Eastern Europe includes: Romania, FYROM, Albania, Bulgaria and Serbia and Montenegro. Central Europe
and the Baltics include: Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic and
Slovenia. Eastern Europe and the Caucasus include: Armenia, Azerbaijan, Belarus, Georgia, Moldova and Ukraine.
Central Asia includes: Kazakhstan, Kyrgyz Republic, Tajikistan, and Uzbekistan.
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examined from two perspectives, administrative corruption and grand corruption. Administrative
corruption concerns firms that engage or are forced to engage in bribery and unofficial payments or gifts
to government officials regarding their business. State capture, a form of grand corruption, is present
when firms initiate corrupt practices and bribery to government officials to alter and influence the
content of government decrees and regulations related to their business (Hellman and Kaufmann 2001).
Firms may be asked, forced to bribe to obtain rightful licenses, or choose to bribe to extract profits and

speed bureaucratic processes in an institutional environment that allows these practices.

Corruption levels are difficult to measure, as they are based on informal and illegal practices that
tend to be concealed (Bevan and S. 2000). However, various surveys have been designed to measure
corruption, and the methods used in their formation are continuously reviewed (Knack 2006). The
existing empirical literature on corruption is based on measurements of corruption either through
perception-based surveys, or through surveys based on the experiences of respondents. The former use
subjective indices of how corruption is perceived and attempt to decrease the measurement error by
using averages from different sources. They aim to measure the perceptions of how widespread or costly
corruption is in certain countries, and aggregate results from various sources, country risk ratings by
business consultancies, surveys of international or domestic business people, and polls of country
inhabitants. The latter are based on measures of corruption experiences and are conducted through
surveys of business people and citizens in various countries. These surveys focus on the respondents’
direct experience of corruption, either the experience of their family or firm, and have been widely used
in recent years for the measurement and understanding of corruption. They mainly try to measure the

number of incidents in which the respondents have been expected to pay bribes (Treisman 2007).

This thesis uses the survey BEEPS, which is based on the experience and perceptions of

managers.” It is a joint initiative of the European Bank for Reconstruction and Development and the

5 . . .
Business Environment and Enterprise Performance Survey.
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World Bank. The survey is based on face-to-face interviews with firm owners and managers. It has been
widely used in the research on corruption initiated from 1999, based on firm level data in transition
economies, to investigate the business environment. The survey is regularly conducted on the countries

of Eastern Europe and Central Asia.

We identify administrative corruption as the percentage of total annual sales that a firm like the
one represented by the respondent, would typically pay in unofficial payments and gifts to public
officials. Interviewers asked firm managers about the amount of corruption, based on what is happening
to firms like theirs: “On average, what percentage of total annual sales do firms like yours typically pay in
unofficial payments or gifts to public officials?” The percentage of total annual sales that similar firms
give to bribes is based on actual financial results. The percentage of total annual sales that similar firms
give as bribes is a direct measure of corruption, the firms are asked about corruption directly related to
the amount of bribes. This measure is therefore used to estimate the relation between corruption and
firm performance. As a quantitative variable, it can provide valuable information on the extent and

variation of corruption, and its impact on firm size and performance.

However, because of the sensitivity of this question and possibility of underreporting (Synovate
2005), we include another measure of administrative corruption. The second identification of
administrative corruption measures the frequency of bribes that similar firms “have to pay to get things
done with regards to customs, taxes, licenses, regulations, services”. It depicts the frequency that firms
are demanded to bribe and the cases of institutionalized corruption, when the firms are forced to bribe
to have access to rightful processes. Firms may be asked for bribes to obtain rightful licenses, or may
initiate the bribery to increase profits, speed bureaucratic processes, in an institutional environment that
allows these practices. The measure ranges from 1 to 6, based on the different level of frequency of
unofficial payments, with 1 being never and 6 being always. The frequency of corruption may be
considered a measure partly based on the perception of the respondent. Even though the question is

directly related to the experience of the firm owner or manager in engaging in corrupt activities, what it
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constitutes frequently or very frequently may be influenced by several possible biases, including the
perception of the respondent of corruption as a barrier for his business and the societal and cultural

norms towards bribery.

The third way we examine administrative corruption is by its identification as an operational and
growth barrier for doing business. Managers are asked if corruption constitutes an obstacle to the
current operations of their business. Their answers range from 1 if managers do not consider corruption
as an obstacle to the operations of their establishments, to 4 if managers assess corruption as an
important barrier for the operation and growth of their business. This question underlines the effect of
widespread corruption in the public sector that could result in the demand of bribes, but it could also
reflect managerial perceptions. If managers rank corruption as an important barrier in doing business, it
is hard to determine whether this answer stems from the high corruption levels or their knowledge of
the negative impact of corruption in doing business in general. Similarly, if managers do not consider
corruption as an obstacle to doing business, it may be because corruption is low or because they

consider corruption as a norm to “speed up” some administrative processes.

We further identify “state capture”, the cases in which firms choose to make payments or gifts
to government officials, in order to influence the content of government decrees. This measure is again
based on the experience of managers to whom the questionnaire is addressed. The question used in the
survey does not explicitly ask if firms initiate payments and gifts to change government decrees but
ranks the impact of these corrupt practices initiated by firms from 1 to 4, 4 indicating that these
practices have a decisive impact. Since this question measures the impact of the decision of some firms
to bribe, it is related to the potential gains anticipated from bribery. We assume that firms that actively
initiate these practices expect a positive return on their business. Therefore, these firms could be
extracting rents from the government or divert government resources in their favour, and possibly also
in favour of firms sharing similar characteristics. In this case, this form of active corruption would be

expected to positively affect the sales of the bribing firms. However, overall the impact of state capture
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on the firms that are not involved could be negative, a relationship that can be depicted at the sectoral,
regional and country level. As some firms extract rents from the government, there is a misallocation of
resources and other firms in the market can suffer a negative impact on their business. The difference
with administrative corruption is that state capture identifies the impact of firms that do not only engage

in corrupt practices but also actively decide them.

24 Descriptive Analysis

241 A negative association between state level corruption and firm sales

Figure 2-1 presents the relationship between average corruption (the direct measure of
corruption we use that is, as previously explained, the percentage of total annual sales paid in bribes to
public officials, hereby referred to as corruption) and the log of total annual sales at the country level,
where annual sales are expressed in current US dollars. We observe a negative relation between
corruption and the size of the firm, when the extent of corruption is lower the firm is characterized by

higher size of sales.

Figure 2-2 shows the geographical groups and our preferred measures of administrative
corruption, the share of sales paid as bribes. The regional groups that altogether appear to be the most
corrupt are Central Asia, Eastern Europe and the Caucasus. Most of these countries were affected by the
transition process from communism to free market in their recent history and their institutional
environment and governance lacks the maturity of established democracies. Corruption has been
apparent in the various privatization processes that were followed in the transition of these countries to
market economies (Moran 2001). The process to democratization and economic reforms, often rapidly
implemented, generated possibilities for corrupt practices and privatization plans were criticized for

their impact on corruption.
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Firms in Russia, Turkey and South-East Europe also appear to bribe frequently, whereas firms in
South Europe followed by Germany, Central Europe and the Baltics appear as the least corruptG.
Countries of South Europe, Greece, Spain and Portugal, members of the European Union and Eurozone,
are also recently established democracies and went through dictatorships. However, they have achieved

significant development and have received substantial funds from the European Union.

Overall the geographical pattern of administrative corruption seems to confirm that long
exposure to democratic regimes decreases corruption levels (Treisman 2000). This pattern is
qualitatively similar for state capture (Figure 2-3). European countries of South Europe and Germany
seem the least affected by state capture, while recent transition countries are the most affected.
However, the ranking within transition countries is very different for administrative corruption and state

capture.

® Our three other measures of administrative corruption displayed similar geographical patterns.
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Bribes as % of sales

Figure 2-2 Administrative corruption by geographical group (share of sales)
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Figure 2-1 Average corruption and firm sales at the country level

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 2-4 depicts a positive cross-sectional association between the average corruption and the
growth of sales at the country level. However, there is an issue, regarding the analysis of the relation
between growth and corruption, based on the time we are using for the measure of corruption.
Corruption in the survey is measured in 2005, whereas firm growth is based on the percentage change in
sales in the last three years, between 2002 -2005. It has not been possible to use corruption in 2002,
based on the previous BEEPS, because the countries of South Europe, that the study aims to include and
compare, were not surveyed. Therefore, by using the measure of corruption in 2005, the interpretation
of the relation between corruption and growth of sales could be less clear, even though we would expect

that the corruption levels would be similar across these years.

The impact of corruption is also related to its predictability, and our analysis supports that
corrupt practices in countries where these are institutionalized can be less negative for growth
compared to countries where corruption levels are variable. Corruption, in the Commonwealth of

Independent States (CIS) and some of the countries in South-Eastern Europe, that score highly in average
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bribing (Figure 2-1), is a more institutionalized phenomenon, and therefore to a certain extent
predictable. The argument on the association of the impact of corruption to its predictability is related to
the research on corruption and foreign direct investment. As it has been demonstrated empirically
uncertainty and risk in investment decisions are created by the lack of knowledge of the institutional
environment and the differences in relative corruption between two countries (De Rosa, Gooroochurn,
and Gorg 2010). It has been found that firms can reduce their cost of doing business, if they acquire
information and knowledge on corrupt practices, and consequently improve their bargaining position
regarding the amount of bribes with the public officials (Svensson 2003). If firms operate in a predictable
environment, characterized either by transparency or widespread corruption, they can adapt their
structure and model of operation accordingly, and be able to estimate the additional costs of bribery
that are directly related to their expectations and growth strategies. Firms being aware of the
institutional environment and the expectations that arise may adapt to this environment and deal with
the public officials more efficiently. In cases of low and medium levels of corruption, assuming that low
and medium levels of corruption are related to more variable or inconsistent levels of bribing, the
managers may not have the same level of knowledge of the business environment, and the relative
requirements in the transaction with the public sector, which could result in a decreased ability to adapt

and position themselves efficiently.

In the cases of regions and countries with low levels of corruption, as depicted in the graph, in
some countries of South Europe, Central Europe and Germany, the predictability of being asked for a
bribe is lower. This is also the case in countries with medium bribery levels; however their growth seems
less affected. We assume that the predictability of bribing is rising as corruption levels increase, hence
corruption even at low levels could be more detrimental on growth. In addition, a decrease in the spread
of corruption could raise the costs of the unofficial payments, with public officials aiming to extract more
from fewer firms whereas in cases of widespread, institutionalized corruption it could be argued that the

cost of bribes would be less and “known”.
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Figure 2-4 Average corruption and firm growth at the country level

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 2-5 and Figure 2-6 display the relationship between average corruption and the log of
sales, and average corruption and the growth of sales at the regional level. The negative relation
between average corruption and log of sales, and the positive relation with growth of sales, hold at the

regional level as at the country level.
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Source: EBRD-WB BEEPS (2005) and authors’ computations.
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Figure 2-6 Average corruption and firm growth at the regional level

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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2.5 Non-Linear Relation of Corruption and Firm Size

We then examine the different corruption patterns based on the size of the firms. Companies
are divided into three main categories: small from 2 to 49, medium from 50 till 249 and large from 250
employees and more ” We further divide small and medium categories in 2 subcategories, and large
firms in 3 groups. We applied this classification at the establishment level®. Very small firms with 2 to 10
employees represent 43.74 % of our sample. Firms with 11 to 49 employees represent 28.48%, firms
with 50 to 99 employees 10.25%, firms with 100 to 249 employees 7.83%, firms with 250 to 499
employees 5.77%, firms with 500 to 999 employees 2.2%, and firms with more than 999 employees
1.73%. Figure 2-7, in the case of administrative corruption, as the amount of bribes as share of sales,
small and medium firms, and specifically the highest end of small firms and the lowest end of medium
firms are the most affected. Large firms seem to be the least affected and those with 1000 employees
and more seem to pay a very small amount of bribes to public officials. Medium firms followed by small
firms and specifically their two subgroups are also asked more often for payments. Corruption is much
less frequent at the lower end of small firms, which can be attributed to the smaller rents the
government officials could extract from very small firms. Our results are based only on formal firms that
are interviewed during the BEEPS survey, however a large share of small firms may also include informal
firms. If small informal firms pay a large share of sales as bribes to avoid the costs of formal operations,

this may change the observed relationship between firm size and corruption®.

7 This corresponds to the current classification of firm size of the European Union.

8 Unfortunately, the survey does not contain the number of employees of any parent companies that the
establishment is part of. However, foreign owned firms constitute a small share of the sample (approximately
5.8%).

° The BEEPS survey does not provide information on the informal sector that could be important in order to draw
definite conclusions about small firms.

69



Average corruption (percentage of sales)

2-10 11-44 50-99 100-249 250-499 500-999 =999
Mumber of employees

Figure 2-7 Bribing as share of sales across firms of different size

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 2-8 displays the same pattern for the other measure of administrative corruption, the
frequency of bribes. The relationship between the frequency of corruption and the size of the
respondent firms appears non-linear. Micro firms of less than 10 employees seem to be less affected by
corruption. This could be justified by their small size. The micro firms may be less observable, have less
access to public procurement markets, and the bribes they are able to pay may be too costly to extract
for public officials. As small firms grow they possibly attract more attention from public officials and are
more frequently approached for unofficial payments. The small firms of 11-49 employees and the
medium firms of 50-99 employees represent the two subcategories where corruption is more prevalent

and constitutes a greater obstacle in the operation and growth of their business™.

1% The other measures of corruption present a similar pattern. Firms that associate corruption as an important obstacle in doing
business are mostly the two subgroups that are characterized by higher and more frequent corruption, the higher end of small
firms with 11-49 employees and the lower end of medium, with 50- 99 employees. However firms of all sizes appear to consider
corruption as a barrier in the operation and the growth of their business, including very small or large firms.
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Figure 2-8 Frequency of average corruption across firms of different size
Source: EBRD-WB BEEPS (2005) and authors’ computations.

Firms that exceed 100 employees appear to be less affected by corruption, less asked for bribes,
and engage less in corrupt practices. The growth of their power in the market and the increase of their
experience could allow them to overcome possible operational barriers for their business. As firms grow
in size and market power, they may be able to set the rules of the game and be less exploited by public
officials, while some of these powerful firms would be the ones attempting to capture the state and

influence government decrees related to their business.

State capture does not display the same non-linear pattern as administrative corruption (Figure
2-9). In particular, the managers of micro firms respond that they are not affected by state capture. As
mentioned earlier, micro-firms may lack the ability to influence high-level public officials. On the
contrary, the managers of firms between 250 and 499 employees declare the highest level of state
capture, and the impact of state capture appears also important among medium firms of 50 to 99

employees.
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Figure 2-9 State capture across firms of different size

Source: EBRD-WB BEEPS (2005) and authors’ computations.

25.1 Descriptive Statistics

Table 2-1 presents descriptive statistics for the different measures of corruption. Panel A shows
our measures of corruption at the firm level, panels B to D show the measures of corruption averaged at
the regional, industry or country level respectively. The averages are leave-one out averages. For
example, for a given firm in the region of Moscow the average includes all the firms in the region of
Moscow excluding the firm itself. These measures capture the contextual effects of corruption and avoid
endogeneity concerns as both firm level corruption and sales may be determined jointly by the firm and

could be driven by similar unobservable firm characteristics.

Panel A Firms identify the impact of state capture as lower compared to the overall corruption as
a barrier, which could be attributed to the fact that state capture would be expected to be a less
occurring practice, and that it would not be possible for a large number of firms to capture the state.
However, it is important to note that it is very difficult to compare the different measures of corruption

we use, as the questions they treat are different. Therefore even if the results are lower the impact on
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the firm size and performance could be higher. Furthermore, for panel A, the measures of corruption at
the firm level are all positively correlated. The linear correlations between the different corruption
measures are stronger between corruption frequency and corruption as share of sales, which is expected
because of the similarity between the two measures. They are less correlated with corruption as a
barrier and state capture. The impact of state capture and the barrier of corruption are correlated, as

managers may identify state capture as an important barrier for doing business.

Table 2-1 Descriptive statistics for the different measures of corruption

Panel A: Measures of corruption at the firm level
Mean S.D. Min Max Linear correlations
As a share of sales 0.86 2.20 0.00 50.00
Frequency 2.24 1.43 1.00 6.00 0.40
As a barrier 2.02 1.13 1.00 4.00 0.23 0.38
State capture 0.32 0.76 0.00 4.00 0.15 0.29 0.30
Panel B: Measures of corruption at the industry*country level*
As a share of sales 0.85 0.87 0.00 15.00
Frequency 2.24 0.66 1.00 6.00 0.55
As a barrier 2.02 0.52 1.00 4.00 0.37 0.51
State capture 0.32 0.31 0.00 3.00 0.22 0.33 0.44
Panel C: Measures of corruption at the regional level*
As a share of sales 0.86 0.67 0.00 5.00
Frequency 2.24 0.56 1.00 5.33 0.66
As a barrier 2.02 0.48 1.00 4.00 0.42 0.53
State capture 0.32 0.27 0.00 3.00 0.24 0.34 0.54
Panel D Measures of corruption at the country level*
As a share of sales 0.86 0.57 0.05 2.76
Frequency 2.24 0.49 1.50 3.76 0.73
As a barrier 2.02 0.39 1.40 2.84 0.51 0.61
State capture 0.32 0.18 0.03 0.88 0.37 0.43 0.68
Panel E: Main explanatory variables at the firm level
Log total sales 6.31 2.02 0.00 14.51
Growth of sales 10.24 35.39 -98.00 400.00 0.06

Note: 1. The variables are averaged at the region, industry times country or country level (excluding the firm
observation). Industry is a 2-digit ISIC classification. Source: EBRD-WB BEEPS (2005) and authors’ computations.

At the industry level and at the regional or country level, the aggregate measures of corruption,
present similar patterns (Table 2-1, panels B to D). The correlations between the different measures of
corruption are higher than the ones observed at the firm level. This underlines that multiple corrupt
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practices may be common among the group of peers of a firm, measured at the regional, industry or
country level. Industries, regions and countries, which are affected by administrative corruption, are also

affected by state capture.

2.6 Disentangling the contextual effect of corruption from its effect on the firm level

2.6.1 Firm level measures of corruption, firm size and performance

There have been findings in the literature on the possible positive effect of corruption for some
firms (Wei 1998). In the past there has been a strong debate on the effect of corruption on economic
development. It has been supported that corruption could increase economic development mainly
because illegal practices and payments as ‘speed money’ could surpass bureaucratic delays; the
acceptance of bribes in government employees could work as an incentive and increase their efficiency
(Huntington 1968; Leff 1964) and that corruption is possibly the price people are forced to pay, as a

result of market failures (Acemoglu and Verdier 2000).

Some of the reasons that drive firms to engage in corrupt practices are among others, market
expansion and profit maximization ambitions. Firms often engage in illegal practices and bribes to ensure
their operation at first (e.g. the operation licenses), and then their expansion in a country. However, in
some studies the attention is driven away from the interaction of the state with firms, and they focus on
the relationships that the firms have with the state and their possible influence to the government
officials (Kaufmann 2005). They explain that some firms (oligarchs) in transition countries managed to
exert power and use illegal, corrupt practices for their benefit, to ensure their power and dominance,
with important social implications. In this ‘capture economy’, that characterises the transition, the legal
and policy conditions are formed based on the captor’s huge benefit, and at the expense of the rest of
the enterprises. There is occasional evidence that some firms gain from using corrupt practices but this

usually refers to a few large firms with very good political connections (Kaufmann 2005).
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Corruption at the individual firm level does not always show a clear negative relationship with
the log of sales. The four measures of corruption we use provide different and not always negative effect
on the size of the firm. Specifically, state capture seems to be positive on firm size, even though this
effect does not appear to be significant. The result could be explained by the incentives of firms to bribe.
State capture refers to firms choosing and actively initiating unofficial payments (including gifts or
benefits) to public officials in order to influence the content of government decrees, related to their
business. We could therefore expect that firms choose these practices to gain advantages and maximize
their profits, through the influence of decrees and access to resources, in a way that it would be

advantageous for their business.

Table 2-2 presents the Ordinary Least Squares (OLS) estimates of the regression of firm level log
of sales on firm measures of corruption. When the measures of firm level corruption are included in the
regressions, the share of bribes paid, the frequency of corruption and corruption as a barrier are
significantly and negatively correlated with the level of sales. For example, the coefficient of the share of
bribes, -0.113, indicates that an increase of the share of bribes in total sales by one percentage point
would decrease total sales by 10% (significant at the 1% level). The first three measures of corruption
appear to have similar effects on total sales. A one standard-deviation increase of these measures (2.2
percentage points, 1.43, 1.13 and 0.76 units respectively) would imply a decrease in total sales by 3.8%
to 24.9%. However, the measure of grand corruption, state capture, is positive and close to zero and

does not appear as a significant driver of total sales (at the 10% level).

Table 2-3 reports the results of the previous regressions controlling for 43 dummy variables by
manufacturing sectors. Indeed, the total sales are different by manufacturing sectors and this could
cause some omitted variable bias. The R-squared of all regressions increases significantly. This indicates
that manufacturing sectors are important drivers of total sales. However, the point estimates of the
effects of corruption remain similar to the previous estimates. The coefficient of -0.118 for the average

share of bribes indicates that an increase of the share of bribes in total sales by one percentage point (at
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the national level) would decrease total sales by 118% (significant at the 1% level). A one standard-
deviation increase in the measures of corruption (2.2 percentage points, 1.43, 1.13 and 0.76 units

respectively) would imply a decrease in total sales by 2.4% to 25.9%.

Table 2-2 Firm measures of corruption and firm sales'*

Dependent variable: (Log) Total sales
(1) (2) (3) (4)

Corruption as -0.113%**

Share of sales (0.010)

Frequency of -0.095***

Corruption (0.015)

Corruption as a -0.114%**

Barrier (0.018)

State capture 0.050*
(0.028)

Observations 8774 8578 9055 8272

R-squared 0.013 0.004 0.004 0.000

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Table 2-3 Firm measures of corruption and firm sales controlling for manufacturing sectors

Dependent variable: (Log) Total sales

(1) (2) (3) (4)
Corruption as -0.118%***
share of sales (0.010)
Frequency of -0.109%**
Corruption (0.014)
Corruption as a -0.132%**
Barrier (0.018)
State capture 0.031

(0.027)

Manufacturing sectors controls Yes Yes Yes Yes
Observations 8774 8578 9055 8272
R-squared 0.130 0.116 0.116 0.115

Note: Standard errors robust to heteroskedasticity in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales.
Source: EBRD-WB BEEPS (2005) and authors’ computations.

" The log of sales distribution is approximately normally distributed.
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Then we conduct a regression of firm measures of corruption on the 3-year growth of sales.
Table 2-4 shows that the estimates on the impact of the share of bribes paid, the frequency of
corruption and corruption as a barrier on sales growth, are all close to zero and not significant at

conventional levels.

Table 2-4 Firm measures of corruption and 3 year growth

Dependent variable: A (Log) Total sales in 2005-2002
(1) (2) (3) (4)

Corruption as -0.002
share of sales (0.002)
Frequency of 0.003
Corruption (0.003)
Corruption as a -0.005
Barrier (0.003)
State capture 0.002

(0.005)
Manufacturing sectors controls Yes Yes Yes Yes
Regional dummies Yes Yes Yes Yes
Log total sales in 2002 Yes Yes Yes Yes
Observations 8552 8351 8820 8059
R-squared 0.037 0.035 0.036 0.041

Note: standard errors robust to heteroskedasticity in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales in
2005 minus the natural logarithm of total sales in 2002. Regional dummies include South Europe, South-Eastern
Europe, Central Europe and the Baltics, Eastern Europe and the Caucasus, Central Asia, Russia, Turkey and
Germany. Source: EBRD-WB BEEPS (2005) and authors’ computations.

2.6.2 The relationship between contextual corruption and firm size

In this section we investigate the relationship between firm sales and a corrupt environment.
Widespread corruption may have negative effects on business performance and growth. It can cause
misallocation of resources, changes on the composition of public expenditure, and can impede the
collection of revenues (Mauro 1996). A corrupt environment deprives firms from equal market
opportunities and increases the cost of doing business. This raise can create obstacles in the market

entry of firms. It should also be noted that in the incidence of corrupt judicial systems, the operational

77



ability of firms is obstructed, as is their ability to enforce contracts, resulting in fewer business
opportunities. Business corruption decreases competition and efficiency and develops a “rent-seeking”
environment. The demand of bribes by public officials, for approving licenses and permits, reduces the
amount of firms that can enter the market (Sullivan and A. 2004). Thus, corruption may deteriorate
business environment worldwide, and some firms lacking sufficient resources to bribe government

employees, will have reduced or deteriorated access to services and increased costs.

We focus on the impact of contextual corruption, measured among the peers of the firms at the
regional and country level. The point estimates of the impact of contextual corruption at the industry
level displayed similar patterns and are omitted*?. At the regional and country levels we expect that the
impact of corruption on firm size and growth will be negative. Firms that are not involved in practices to
capture the state and do not influence government decisions to their benefit, will have less access to
resources and higher costs, whereas their sales could be hampered by the discrimination and

misallocation of resources induced by the bribing firms.

2.6.3 Regional corruption and firm sales

Table 2-5 reports the point estimates of the impact of regional corruption on the firm log of
sales. As corruption is now defined at the regional level, the standard errors are clustered at this level of
aggregation. On average, at the regional level, if corruption as share of sales increased by 1% point, then
the log of sales would decrease by 78.7%. A one standard-deviation increase of these measures (0.67
percentage points, 0.56, 0.48 and 0.27 units, respectively) would imply a decrease in total sales by 12.6
to 52.7%. These results contrast with the estimates of the firm level estimates, which were less

significant, and of smaller magnitude.

12 They are available from the authors upon request.
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Table 2-5 Regional measures of corruption and firm sales

Dependent variable: (Log) Total sales
(1) (2) (3) (4)

Corruption as -0.787***

share of sales (0.150)

Frequency of -0.734%***

corruption (0.181)

Corruption as a -0.675***

barrier (0.233)

State capture -0.466*
(0.250)

Observations 8768 8571 9046 8259

R-squared 0.051 0.039 0.027 0.004

Clusters 232 229 229 225

Note: standard errors clustered at the regional level in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales. The
explanatory variables are averaged at the regional level (excluding the firm observation). Source: EBRD-WB BEEPS
(2005) and authors’ computations.

Table 2-6 presents the estimates of a regression of the firm 3-year growth of sales on regional
measures of corruption. When the measures of regional level corruption are included in the
regressions we observe that the two measures of corruption, corruption as a barrier and state capture,
become strongly significant and negative, at the 1 and 5% significance level respectively. The other two

measures, corruption as share of sales and corruption frequency, appear close to 0 and are insignificant.

BThe results for the industry*country measures of corruption and 3-year growth are very close to the regional
measures of corruption and not reported.
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Table 2-6 Regional measures of corruption and 3 year growth

Dependent variable: A (Log) Total sales in 2005-2002

(1) (2) (3) (4)
Corruption as 0.008
share of sales (0.013)
Frequency of 0.002
Corruption (0.014)
Corruption as a -0.040***
Barrier (0.015)
State capture -0.051%**

(0.021)

Manufacturing sectors controls Yes Yes Yes Yes
Regional dummies Yes Yes Yes Yes
Log total sales in 2002 Yes Yes Yes Yes
Observations 8546 8344 8811 8046
R-squared 0.037 0.035 0.038 0.043
Clusters 232 229 229 225

Note: standard errors clustered at the regional level in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales in
2005 minus the natural logarithm of total sales in 2002. The explanatory variables are averaged at the country level
(excluding the firm observation). Regional dummies include South Europe, South-Eastern Europe, Central Europe
and the Baltics, Eastern Europe and the Caucasus, Central Asia, Russia, Turkey and Germany. Source: EBRD-WB
BEEPS (2005) and authors’ computations.

2.6.4 State corruption and firm sales

Table 2-7, includes in the regressions the country averages of the share of sales paid as bribes,
the frequency of corruption, and the perception of corruption as a barrier to business. As corruption is
now defined for each of the 30 countries in our sample, the standard errors are clustered at the country
level. All the measures of corruption at the county level are negatively and significantly correlated with
the level of sales. Taken at face value, the coefficient of -1.281 for the average share of bribes indicates
that an increase in the share of bribes in total sales by one percentage point would decrease total sales
by 128% (significant at the 1% level). A one standard-deviation increase of these measures (0.57

percentage points, 0.49, 0.39 and 0.18 units respectively) would imply a decrease in total sales by 19.8%

80



to 73%. This change in aggregate corruption is large, as in our sample of countries; the average share of

bribes in total sales varies between 0.05 and 2.76% (see above).

Table 2-7 State Corruption and firm sales

Dependent variable: (Log) Total sales

(1) (2) (3) (4)
Corruption as -1.281%**
share of sales (0.238)
Frequency of -1.017%**
Corruption (0.271)
Corruption as a -1.080%**
Barrier (0.309)
State capture -1.100

(0.780)

Observations 8774 8578 9055 8272
R-squared 0.089 0.058 0.046 0.009
Clusters 30 30 30 30

Note: standard errors clustered at the country level in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales. The
explanatory variables are averaged at the country level (excluding the firm observation). Source: EBRD-WB BEEPS

(2005) and authors’ computations.

Table 2-8, shows the regression of the three-year firm growth on our measures of corruption at
the country level. All the measures of corruption appear to have a negative impact on growth as we
disclose the contextual effect of corruption at the country level. The share of bribes paid, the frequency
of corruption and the perception of corruption as a barrier to business are all negatively correlated with
the level of sales, whereas corruption as business barrier and state capture are significant at the 5% and
1% significance level. The coefficient of -0.152 for the average state capture indicates that an increase of
state capture by one percentage point (at the national level) would decrease growth of sales by 15.2%
(significant at the 1% level). A one standard-deviation increase of these measures (0.39 and 0.18 unit

respectively) would imply a decrease in growth of sales of around 3%.
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Table 2-8 State corruption and 3 year growth

Dependent variable: A (Log) Total sales in 2005-2002

(1) (2) (3) (4)
Corruption as -0.001
share of sales (0.027)
Frequency of -0.020
Corruption (0.025)
Corruption as a -0.079**
Barrier (0.031)
State capture -0.152%**

(0.045)

Manufacturing sectors controls Yes Yes Yes Yes
Regional dummies Yes Yes Yes Yes
Log total sales in 2002 Yes Yes Yes Yes
Observations 8552 8351 8820 8059
R-squared 0.037 0.035 0.040 0.047
Clusters 30 30 30 30

Note: standard errors clustered at the country level in parentheses. ***, ** *indicate estimates significant at the
1%, 5% and 10% significance level respectively. The dependent variable is the natural logarithm of total sales in
2005 minus the natural logarithm of total sales in 2002. The explanatory variables are averaged at the country level
(excluding the firm observation). Regional dummies include South Europe, South-Eastern Europe, Central Europe
and the Baltics, Eastern Europe and the Caucasus, Central Asia, Russia, Turkey and Germany. Source: EBRD-WB
BEEPS (2005) and authors’ computations.

The estimated effects of regional and state corruption on firm sales and growth are much larger
than the estimated effects of corruption based on the firm’s own behaviour. This suggests that the
estimates using firm level corruption are biased towards zero (Table 2-2 to Table 2-4). Three alternative
arguments could explain this pattern. First, the firm level estimates could be biased towards zero as the
firm level measures of corruption are subject to measurement error. Managers may have an imprecise
idea of the amount of bribes being paid or choose to declare an imprecise amount of bribes as share of
sales. The attenuation bias associated with classical measurement error would cancel out when the
measures of corruption are aggregated at the regional, industry or country level. However, this
argument does not explain the fact that the point estimates for state capture were slightly positive when

measured at the firm level.
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Second, firm-level corruption is an endogenous decision that could bring individual benefits to
individual firms. Thus, firm level estimates, using firm level measures of corruption, could have been
biased towards positive values. Finally, the firm’s own corrupt behaviour could have important spillovers
on their peers and competitors. Firms do not internalize the costs of their own corruption for other
firms. Hence, contextual corruption would be more detrimental for firm sales and growth than firm level
corruption. This last argument is corroborated by experimental evidence. It has been found that
individuals bribing public officials in India, for their driving licenses, obtain their licenses easier. However,
they are later involved in more road accidents and they exert significant negative spillovers on other

drivers (Bertrand et al. 2007).

2.7 Heterogeneity of the relationship between corruption and firm sales

We now focus on the heterogeneity of the relationship between corruption and firm sales for
different types of firms. As shown in Section 4, the estimated effect of corruption based on firm level
measures of corruption may be biased towards zero. Therefore we choose to focus on regional

corruption.

2.7.1 The different effects of corruption according to firm size

Table 2-9 reports the regressions of the logarithm of firm sales on regional corruption for
different groups of firms. SMEs appear the most influenced by corruption. Corruption particularly affects
the medium sized firms and the higher end of small firms. We attribute this finding to the fact that very
small firms are not noticeable and therefore they would be approached less for extracting rents, and
their actual capacity to make unofficial payments would be limited**. However as firms grow they would

be more likely to be demanded for bribes. Large firms are more associated with corrupt practices and

' The BEEPS captures only a cross-section of firms. Thus, the barriers faced by firms that did not survive cannot be
assessed in this study. The share of small and medium enterprises could also be endogenous to the business
environment, as countries with better institutions tend to have larger firms (Kumar, Raghuram, and L. Zingales
1999; You 1995).
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evaluate the impact of state capture and overall corruption as a more significant barrier in doing
business. This is in line with the strong correlation between state capture and corruption as a barrier in
doing business that we previously found. State capture is often exerted by a small number of large firms
that could lead to the distortion of market competition. As some large firms are able to influence
government decrees and business regulations for their benefit, other firms could be hampered as a
consequence and large firms could suffer on aggregate. Government officials may in some cases have
personal interests in large firms that could also increase engagement in corrupt practices among large
firms. However, the sample size of large firms in the survey is limited and to be able to draw significant
conclusions we focus our attention on the results of SMEs. We run another regression, in which we
divide small firms in two subgroups, and we can clearly support our initial hypothesis that very small

firms are less affected.

These results confirm firm-level studies that find small firms severely hampered by overall
business constraints (Beck, Demirguc-Kunt, and Maksimovic 2003). Lyberaki and Pesmazoglou (1996)
highlight the importance of strong institutions at the local level to provide assistance to SMEs and be
better able to satisfy their needs. Although the financial and legal environment is important for all
companies, it does not affect companies of different size similarly. According to research from the World
Bank and the EBRD, the firms that are more influenced by business constraints are the ones that can

achieve more growth and create more jobs (EBRD 2005).

2.7.2 The different effects of corruption according to firm age and origin

Table 2-9, finds that de novo and previously state enterprises appear to be similarly affected by
corruption. However de novo firms seem to assess corruption as a more significant business barrier. The
likelihood of paying bribes is much larger in new firms. This could be attributed to the higher profitability
de novo firms have and to their lack of connections and political influence that reduce their operational

ability in a corrupt environment.
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In transition countries, different features characterise de novo firms and old privatised,
previously state-owned enterprises. De novo firms in transition, private from their set-up, seem to be
more affected by business constraints, particularly corruption, taxation, and regulation. On the other
hand, exit is hindered for old privatised firms comparing to de novo firms because of soft budget
constraints (Mitra 2006). Old, previously state-owned firms, usually of a certain size, can deal more
efficiently with corruption and other business barriers, often apparent in transition countries, because of
longer and more established relations with public officials and previous knowledge. New start-ups would
in most cases have limited connections and knowledge of the unofficial requirements, as they would lack
long and established relations with the public authorities. The establishment of connections with public
officials and previous experience can increase the predictability of the environment and curtail the
negative impact of corruption on firm size and performance. Through connections in the public sector
and knowledge of the unofficial practices and requirements, firms could improve their access to finance
and financial stability that could ensure their operation and growth. Therefore privatized firms could be
related to less risk than new start-ups (Brown, Jappelli, and Pagano 2009). The inconsistency in the
treatment that different firms face by the government officials, depending on their connections, deters
the environment for new start-ups and the entrepreneurial activity in transition countries. The unequal
treatment of companies by the authorities hurts new firms, limits economic activity and distorts

competition.

2.7.3 The different effects of corruption according to firm ownership

Table 2-9 shows that foreign firms seem generally more affected by corruption compared to
domestic firms. Foreign firms in transition countries have in general been proven to be more efficient
than domestic firms (EBRD 2005). One would expect that this might be explained by the fact that foreign
firms may have strong legislation and need to comply with stricter regulations, therefore would
participate less in corrupt practices. However, foreign firms appear to be equally willing to participate in

corrupt practices and bribes, and in efforts to capture the state (Kaufmann 2005).
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It has also been found that corruption is a major impediment on domestic investment (Kolstad
and Villanger 2004), corruption and investment appear positively correlated and therefore if a country
reduces its corruption, its investment to GDP (Gross Domestic Product) ratio can be significantly
increased (Knack 2006). In particular, corruption has been shown to decrease Foreign Direct Investment
and its composition (Smarzynska and Wei 2002; Weitzel and Berns 2006). Foreign companies appear
unwilling to do business in countries characterized by very different corruption rates from their country
of origin. Corruption could increase operation costs and foreign investors might seek domestic partners
in order to invest. Sharing ownership could be preferred by investors in order to reduce the high costs

and the uncertainty and risk that corruption may cause (Habib and Zurawicki 2002).
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Table 2-9 Heterogeneity of the impact of regional corruption on firm sales

Heterogeneity by: Firm size (number of employees) Ownership of the firms Origin of the firms

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Small (<10) (S;\)atltl) 49) :\ggi:;g) :-:;i(;) Foreign Domestic g\fvhne;r De-novo Old state Other origin
Panel A: share of sales
Bribes as share -0.798***  -1.009***  -1.012***  -1.302*** | -1.260***  -0.950*** -0.750*** | -0.936***  -0.894*** -0.898%**
Of sales (0.037) (0.048) (0.058) (0.113) (0.253) (0.207) (0.152) (0.171) (0.164) (0.161)
Observations 3859 2522 1560 827 475 469 7824 6807 983 978
R-squared 0.248 0.294 0.311 0.287 0.232 0.235 0.159 0.178 0.251 0.222
Panel B: frequency of corruption
Frequency of -0.730%**  -1.002***  -0.918***  -1.054*** | -1.303***  -1.060*** -0.665%** | -0.835***  -0,835%** -0.853***
Corruption (0.035) (0.041) (0.052) (0.098) (0.235) (0.245) (0.193) (0.218) (0.211) (0.186)
Observations 3692 2498 1551 830 484 449 7638 6591 1001 979
R-squared 0.216 0.266 0.271 0.239 0.237 0.231 0.139 0.153 0.237 0.204
Panel C: corruption as a barrier
Corruption as a -0.686***  -0.890***  -0.801***  -0.936*** | -1.293***  -0.950*** -0.668** -0.874***  -0.379 -0.426
barrier to business (0.036) (0.048) (0.060) (0.102) (0.279) (0.277) (0.257) (0.270) (0.257) (0.305)
Observations 3975 2591 1617 863 500 471 8075 7023 1019 1004
R-squared 0.188 0.195 0.203 0.177 0.198 0.214 0.131 0.150 0.203 0.151
Panel D: state capture
State capture -0.267***  -0.543***  _0.731***  -0.709*** | -0.656 -0.587 -0.376* -0.548%** -0.409 0.206

(0.069) (0.080) (0.116) (0.188) (0.572) (0.489) (0.227) (0.261) (0.343) (0.311)
Observations 3610 2387 1483 779 460 433 7366 6405 926 928
R-squared 0.131 0.102 0.145 0.139 0.124 0.171 0.111 0.115 0.193 0.153

Note: standard errors clustered at the regional level in parentheses. ***, ** *indicate estimates significant at the 1%, 5% and 10% significance level respectively. The
dependent variable is the natural logarithm of total sales in 2005. All regressions control for the industry.

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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2.8 Conclusion

This chapter has examined the twofold effect of corruption on firm sales. First, we
examine the effect of administrative corruption on sales, when the firms engage in unofficial
payments and bribes in environments with corrupt public sectors, depicted by the measures of
corruption as percentage of sales, and corruption frequency. Second, we examine the effect of
state capture on sales, when the firms actually decide to bribe to achieve alterations in the
content of government decrees affecting their business. Firms are affected to a different extent
by these two forms of corruption. At the firm level, we find a negative relationship between
corruption and unofficial payments on firm performance. On the contrary, state capture, the
influence exerted on government decrees from some firms, appears positively correlated with
firm sales. However, when we examine the impact of corruption on firm size and growth on
aggregate, at the industry, regional, and country level, our results support a negative impact of
administrative corruption and state capture on firm size and performance. The more detrimental
effect of contextual corruption could be attributed to measurement error on the firm level
measures of corruption, to the endogeneity of firm specific behaviour, and to the spillovers from
firm corrupt behaviours. We then examine the effect of corruption on the development of
different types of companies. The number of employees, the origin, and ownership of the

company are found to significantly affect corruption’s detrimental effect on firm size.

Our finding that contextual corruption is more detrimental for firm sales than the firm’s
own experience of corruption may have important policy implications. It suggests that the
business environment has a large effect on firm behaviour, and that state capture exerted by
some firms has important negative spillovers on their peers. Therefore, the development of
appropriate competition policies, regulations and enforcement controls could strengthen the
business environment and ensure more favourable conditions for the operation and growth of

firms.
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A main limitation of our analysis is its descriptive nature. It does not directly address firm
level characteristics that may be correlated with corruption, and the possibility that corruption
may be associated with other institutions that are also detrimental to firm performance. Further
research is needed to identify the causal effect of corrupt practices on firm behaviour. The
precise mechanisms through which corruption can impose barriers on firm performance could
be further explored. We believe that firm panel data would allow significant progress to measure
the effect of corruption on firm productivity, and disentangle the channels through which
corruption affects firm performance. However the data on corruption and state capture used in

this chapter are currently only available for 2005 in the EBRD-World Bank BEEPS Survey.
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CHAPTER 3

3. Corruption and firm performance: Evidence from Greek firms

3.1 Introduction

International organizations, policy makers and governments are increasingly interested
in the effects of corruption on economic development, with anti-corruption strategies being
promoted worldwide (Organization for Economic Cooperation and Development European,
United Nations, World Bank, European Bank for Reconstruction and Development, Transparency
International). More recently, corruption has been identified as a critical issue for the growth of
the Greek economy and a major impediment for the implementation of necessary structural
reforms (Christodoulakis, Meghir, and Polemarchakis 2011). This chapter contributes to the
empirical analysis of the impact of corruption on Greek firms. It disentangles the firm level
impact of corruption from its contextual effect, and it analyses the heterogeneous effect of
corruption on Greek firms of different size. Both firm level and contextual corruption is found to
decrease firm sales and a robust negative relationship between firm corruption and growth is
displayed. Furthermore, larger firms appear to suffer more from corruption than medium or
small firms. Hence, the effect of corruption on firm performance is ultimately an empirical
guestion. This chapter analyses the relationship between corruption, measured at the firm and

industry levels, and firm performance. It is related to two main strands of literature.

The first strand of literature assesses corruption as an obstacle to economic growth. The
close relation of corruption to economic growth, and the empirical findings on its negative
effects on growth and investment have generated a higher interest in the study of corruption
(Pradhan 2000). There have been significant and consistent research findings that show that
lower perceptions of corruption are highly correlated with increased economic development
(Ades and Di Tella 1999; La Porta et al. 1999; Treisman 2003). Other studies have shown that
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corruption is an important obstacle to FDI inflows in the host country. Corruption in a country is
related to lower levels of probable investment and it can increase the cost of negotiating with
government officials for obtaining necessary licenses and permits. Furthermore, it increases the
risks associated with investment as it can increase costs and operational inefficiencies (Cuervo-
Cazurra 2006). Corruption can hamper growth by deterring entrepreneurship, wasting resources,
hindering private investment, impeding the collection of taxes, and obstructing the

implementation of necessary regulations.

The second strand of the empirical literature focuses on firm growth and demonstrates
differing results. Some studies have supported the hypothesis that corruption can speed up the
wheels of commerce and have a positive impact on firm development, by giving the possibility to
overcome bureaucratic barriers and surpass timely processes (Wei 1998). Kaufmann and Wei
(Kaufmann and Wei 1999) demonstrate that this can occur in very limited cases when bad
regulations and harassment from officials are considered exogenous. However, they find a
positive correlation in the tendency of firms to pay bribes and the time that is wasted on
bureaucratic procedures. In some cases, firms engage in corrupt practices in an attempt to
promote their short-term growth by facilitating transactions in the bureaucratic process. Ades
and Di Tella (1999) show that higher corruption occurs in economies with trade barriers, where
domestic businesses are less exposed to global competition, or where there are only few

dominant businesses.

The chapter builds on this existing literature and makes three main contributions. First, it
examines the association between corruption and firm performance in Greece and identifies the
sectors that are most affected. The main studies in this area remain at the country level, whereas
firm level studies are rarer. In Greece, studies have mainly targeted political and grand
corruption at the country level, whereas firm level studies assessing corruption as a business

barrier have not been realized. The data on Greece from BEEPS 2005 remain largely unexamined.
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More specifically there has been no research produced analysing corruption extensively on
Greece to allow for any policy considerations. Occasionally part of the survey data on Greece
was used to provide information on the business climate at the country level, for the purpose of
comparative analysis with the other countries of the survey. The most interesting part of the
chapter lies on the level of precision used. The data provide information on firms at the regional
level that have not been discussed and analysed until now. We find particularly interesting the
possibility to examine the data on approximately 550 Greek firms and be able to draw
conclusions at the regional and sectoral level. At present, there are household surveys, mainly
conducted by Transparency International Greece from 2005, investigating corruption in Greece,
and occasional surveys simply identifying barriers in doing business. Firm level surveys that
assess corruption as a business barrier in Greece, using measures based on experience and not
only perception of corruption, have not been implemented, whereas the BEEPS survey on
Greece remains overall unexamined. The quality of this EBRD-World Bank survey and its

implementation process ensure a high level of possible accuracy and reliability.

Second, the detailed analysis of the multifaceted impact of corruption on the firm level
and the contextual effect of corruption at the sectoral level allows new policy conclusions to be
drawn. Firms can engage in corrupt practices in an attempt to maximize their profits and
overcome timely administrative processes. However, these practices are negatively and
significantly associated with firm performance. This relation becomes more negative for firm size
and growth when analysed at the sectoral level. The assessment of the level of administrative
corruption and the consequent growth and operational business barriers, in different sectors
across Greek-based firms, outlines the degree and spread of corruption and identifies sector

specific constraints.

Finally, research on the different impact corruption has depending on the size of the

business has been scarce. However, size has been proven to be a significant factor in firm growth
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and performance. On the one hand, there are studies on large companies, or SMEs, and their
effect on growth, which produce contrasting findings. On the other hand, there have been few
comparative studies that provide information about all three types of companies at the firm
level. Furthermore, the heterogeneous effect of corruption on firm growth based on size
remains largely unexamined. We use quantile regressions to disentangle the heterogeneous
effect of corruption on firm size. Small, medium and large enterprises appear to respond

differently to several business constraints.

The chapter is organized as follows. Section Two discusses the specificities of corruption
in Greece and the features of the sample that are relevant for this analysis. Section Three
describes the data construction and identifies the level of engagement of different
manufacturing sectors in corrupt practices. Section Four describes our main empirical findings on
firm performance and corruption at the firm and sectoral level. Section Five examines the

heterogeneity of the relationship between corruption and firm size. Section Six concludes.

3.2 Greek institutional features and sample

3.2.1 Domestic bribery underlines institutional weaknesses

It is globally recognized that business corruption hampers a country’s economic
development and has a negative impact on the international business environment. Recent
surveys on public sector corruption and disclosures of corporate scandals in Greece have drawn
attention to firm level corruption, its causes and consequences, exposing weaknesses in the

institutional framework of Greece.

Administrative corruption, which affects citizens and households across Greece, is

depicted in the National Study on Corruption in Greece, an initiative by the Greek Chapter of
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Transparency International.’> The study monitors public perceptions of corruption and
experiences of bribery (Transparency International Greece 2008). It recently showed a drop in
the amount of bribes and corrupt practices in the public and private sector in 2010, possibly
suggesting that the economic downturn in Greece is also affecting the amount of administrative
corruption. The public sector services that appear to be demanding the largest amount of bribes
are the hospitals, followed by the tax authorities, and then the urban authorities. In the private
sector the most corrupt services, as experienced by citizens, are the health and legal services

(Transparency International Greece 2008).

Apart from corruption incidents in the public sector in Greece, over the last few years
some cases of corruption and foreign bribery in Greece have been disclosed by foreign
companies or their subsidiaries to ensure contacts, particularly in the defense, pharmaceutical
and telecom and security systems sector. The cost of bribery to secure contracts was transferred
to Greek taxpayers, and the price of products was often particularly high to offset the costs of
the unofficial payments (European Parliament 2011; Corruption Watch 2011). The culprits have
subsequently been brought to justice by the Greek authorities (Transparency International
2011). These cases underline the importance of compliance and ratification of global anti-
corruption conventions. Multinationals and domestic companies should adopt ethical types of
conduct that are in accordance with the laws and regulations forbidding transnational and
domestic bribery (Boswell and Richardson 2003). The introduction of corporate governance
systems and the adoption of global anti-corruption conventions are crucial. The recent scandals

also highlighted the importance of a solid and effective institutional framework in Greece.

Y nits fight against corruption, Transparency International (Tl), founded in 1993, conducts surveys and
provides annual corruption perceptions indices and surveys based on the direct experience of the
respondents. These surveys have been widely used in recent years in the measurement and understanding
of corruption.
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The institutional environment is characterized by inadequacies in the legal framework
regarding the criminal liability of corporations and the limited ability to prosecute politicians
because of the Greek statute of limitation. This framework obstructs transparency in doing
business, as it limits the penalties associated with cases of offering or accepting bribes. The
justice system is also hampered by severe delays in the application of penalties (Transparency
International 2011). The enforcement system is characterized by significant inefficiencies and
delays in the prosecution mechanisms. The lack of independence of the judiciary is associated
with an increased risk of corruption. The judicial system should be strengthened and inefficient
regulations and weak contracts should be eliminated to promote transparency in the
government systems (Sullivan and A. 2004). Furthermore, the inadequacies in the framework for
complaint mechanisms for whistle-blowing protection and complaints need to be tackled
(Transparency International 2011). These measures could encourage the development of public
awareness and promote greater public accountability against corruption. This chapter focuses on

administrative corruption, whereby firms engage in unofficial payments with public officials.

3.2.2 Measures of corruption and sample

This chapter uses the survey EBRD-World Bank BEEPS Survey, which is based on the
experience and perceptions of managers. We use the survey conducted on Greece as part of a

survey on comparator countries of Western Europe and East Asia in 2004 and 2005.

Information for the establishment of the sample frame was used from the National
Statistical Service of Greece and ICAP Greece. The sectoral composition in terms of
manufacturing and services was established by their relative contribution to GDP. The sample
design based on the BEEPS sector GDP contribution was determined at 28% for industry and 72%
for services in Greece. For the sample of firms to be representative for Greece additional criteria

had to be met regarding the size, ownership, exporter status and location of the firms. The
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number of firms interviewed is 546 and cover the regions of the Capital, Central West
Macedonia, East Macedonia, Thrace, East Sterea, West Sterea, Thessaly, Epirus, and
Peloponnese. All the firms in the sample are privately owned, 10% are foreign owned and 11% of
firms are exporters. Firms that started to operate in the years 2002, 2003 and 2004 were not

included in the sample (Synovate 2005).

We examine administrative corruption, which involves firms engaging in or being forced
to engage in bribery and unofficial payments or gifts to government officials. Firms may be asked
or forced to bribe to obtain rightful licenses, choose to bribe to extract profits, and speed
bureaucratic processes in an institutional environment that allows these practices. We identify
administrative corruption, as the percentage of total annual sales that a firm similar to the one
represented by the respondent will typically pay in unofficial payments and gifts to public

officials (please see Chapter 2, Section 2.3.2 for a detailed description of measures).

In the descriptive analysis we use two additional measures to identify administrative
corruption. The first measure estimates the frequency of bribes that similar firms ‘have to pay to
get things done with regards to customs, taxes, licenses, regulations and services’. The second
measure identifies corruption as an operational and growth barrier for doing business (please

see Chapter 2, Section 2.3.2 for a detailed description of measures).

3.3 Descriptive Analysis

3.3.1 Descriptive Statistics

Table 3-1 presents descriptive statistics for the different measures of firm size, growth
and corruption. However, it is important to note that it is very difficult to compare the different
measures of corruption we use, as the questions they treat are different. Therefore, even if the

results are lower, the impact on the firm size and performance could be higher.
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Apart from the measures of corruption at the firm level, the measures of corruption are
averaged at the industry level. The averages are leave-one-out averages. For example, for a
given firm in the construction sector in Greece the average includes all the firms in the
construction sector apart from the firm itself. This measure captures the contextual effect of
corruption and avoids endogeneity concerns, as both firm level corruption and sales may be

determined jointly by the firm and could be driven by similar unobservable firm characteristics.

Table 3-1 Descriptive statistics, sales, growth and corruption

Variable Obs. Mean Std. Dev. Min Max
log sales 480 6.68 1.97 3.6 13.2
log sales in t-3 463 6.60 1.91 3.6 13.0
growth 463 0.02 0.22 -1.6 0.7
corruption 546 0.49 1.41 0.0 10.0
contextual corruption 473 0.52 0.82 0.0 10.0
corruption frequency 458 2.37 1.53 1 6
corruption barrier 529 1.69 1.00 1 4

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Table 3-2 shows the correlations between sales, growth and corruption. The measures of
corruption at the firm level are all positively correlated. At the firm level, corruption appears
negative for firm size and growth, whereas at the sectoral level, contextual corruption appears
more negative on firm performance. This underlines the importance of the sectoral environment

for firm growth and operation.

Table 3-2 Correlations between sales, growth and corruption

log sales !og sales growth  corruption context.ual corruption
int-3 corruption  frequency
log sales
log sales in t-3 0.99
growth 0.19 0.08
corruption -0.07 -0.06 -0.07
contextual
corruption -0.08 -0.09 0.03 -0.01
corruption frequency  0.16 0.15 0.06 0.31 -0.03
corruption barrier 0.09 0.09 0.09 0.28 -0.02 0.46

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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3.3.2 A negative association between corruption and firm sales

Among the factors that drive firms to engage in corrupt practices are market expansion
and profit maximization ambitions. Firms often engage in illegal practices and bribes to ensure
the success of their establishment and operations at first (e.g. securing of operation licenses),
and then their expansion in a country. However, a corrupt environment deprives firms of equal
market opportunities and increases the cost of doing business. Time and money consumed in
bribing public officials and overcoming complexity in regulations raise business costs. In cases of
high and widespread administrative corruption the operational ability of firms is obstructed.
Moreover, their ability to enforce contracts and business opportunities is reduced (Sullivan and

A.2004).

Figure 3-1 presents the relationship between average corruption (the direct measure of
corruption we use that is, as previously explained, the percentage of total annual sales paid in
bribes to public officials, hereby referred to as corruption) and the log of total annual sales at the
firm level in Greece. We observe a negative relation between corruption and the sales of the

firm; when the extent of corruption is lower, the firm is characterized by a higher size of sales.

Figure 3-2 depicts the relationship between average corruption and growth™ at the firm
level in Greece. A negative relation appears between corruption and firm growth: when

corruption increases, the growth of a firm slightly decreases.

'® Growth is defined as the (log) size of sales in 2005 minus the (log) of sales in 2002, multiplied by 100.
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Figure 3-1Corruption and firm sales in Greece at the firm level

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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Figure 3-2 Corruption and firm growth in Greece at the firm level'’

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 3-3 examines the different corruption patterns based on the size of the firms in
Greece. Companies are divided into three main categories: those comprising 2 to 49 employees
are categorized as small, medium up to 249, and large from 250 employees and above. Small and

medium firms are then further divided into two subcategories, and large firms into three groups.

v Corruption in the survey is measured in 2005, whereas the growth of the firms is based on percentage
change in sales in the last 3 years, during 2002-2005. It was not possible to use corruption in 2002, based
on the previous BEEPS, because Greece was not surveyed. Therefore, by using the measure of corruption
in 2005, the interpretation of the relation between corruption and growth of sales would be less clear,
even though we would expect that the corruption levels would be similar across these years.
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In the case of administrative corruption (proportion of bribes), small firms, and especially the
higher end of these, are the most affected. The lowest end of medium firms is also affected,
whereas medium firms with 100-249 employees and large firms seem to be the least affected.
Large firms with 500-999 employees seem to pay a very low, almost zero amounts of bribes to
public officials. The growth and associated power for large firms in the market and the increase
of their experience could allow them to better position themselves and overcome possible
operational barriers for their business. This finding is supported by the lower measures of

corruption for large firms.

T T T T T T
2-10 11-49 50-99 100-249 250-499 500-999 >999
Number of employees

Figure 3-3 Average corruption and firm size in Greece

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 3-4 presents the average growth in firms of different sizes. The highest growth
levels of around 15% are observed in large firms with over 999 employees, whereas the smallest
levels are around 2.5% in micro firms of 2 to 10 employees. Similar, middle levels of growth,

from around 5% to 8%, characterize small and medium-sized firms.
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Figure 3-4 Average growth and firm size in Greece

Source: EBRD-WB BEEPS (2005) and authors’ computations.

Figure 3-5 shows the geographical groups and our preferred measure of administrative
corruption, the share of sales paid as bribes. The regional groups that altogether appear to be
the most corrupt are the capital of Athens followed by cities with 250,000 to 1 million
inhabitants, and finally cities with under 50,000 inhabitants. The level of engagement of cities

with 50,000—250,000 inhabitants appears to be very low.

City size

Figure 3-5 Average corruption across Greek cities

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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3.33 Administrative corruption across different sectors

Table 3-3 presents corruption as a barrier in doing business across manufacturing
sectors. This question does not specify whether the firms or public officials initiate bribing.
However, it underlines the effect of widespread corruption in the public sector that could have
an impact on firm performance according to firm managers. In mining and quarrying, 40% of the
firms identify corruption as a major obstacle. Firms in wholesale and retail trade identify
corruption as a major barrier for the growth and operation of their business, 21% of the firms
evaluate it as a minor obstacle, and 24% as a moderate or major obstacle. In manufacturing,
corruption is also found as a very important obstacle in doing business; 24% judge it is a
moderate or major obstacle, and 19% a minor obstacle. In transport, storage and
communication, 19% of firms also perceive corruption as a major or moderate obstacle, and 19%
as a minor one, while real estate, renting and business services present similar results. In
construction, 15% of the firms recognize corruption as a moderate or major barrier, whereas
21% consider it a minor barrier. We observe similar results in the hotel and restaurants sector,

where 17% of the firms consider it a moderate or major barrier, while 27% view it as a minor

barrier.
Table 3-3 Corruption as a barrier to growth by sector
Corruption barrier
Obs.  Minor Moderate  Major
Mining and quarrying 5 0% 0% 40%
Construction 61 21% 5% 10%
Manufacturing 98 19% 10% 14%
Transport storage and communication 43 19% 7% 12%
Wholesale and retail trade 178 21% 11% 13%
Real estate, renting and business services 54 17% 6% 11%
Hotels and restaurants 89 27% 7% 10%
Other services 18 17% 11% 22%
All sectors 546 21% 8% 13%

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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Table 3-4 observes the assessment of corruption frequency across sectors in Greece. It
therefore depicts the frequency of cases in which firms are forced to bribe and cases of
institutionalized corruption, in which firms are forced to bribe in order to secure access to
rightful processes. In mining and quarrying, 40% of the firms state that corruption is always
occurring. In construction, 30% of firms estimate that corruption is frequently, usually or always
taking place, and 50% that it seldom or sometimes occurs. In the hotels and restaurants sector,
25% of firms estimate that corruption is a practice that occurs frequently, usually or always,
whereas 34% of them consider it occurs seldom or sometimes. Managers in wholesale and retail
trade evaluate corruption as a frequent, usual or standard practice in 22% of the firms, and as a
seldom or occasional practice in 42% of them. In real estate, renting and business services, 21%
of firms assess that corruption occurs frequently, usually or always, and 33% consider it to occur
seldom or sometimes. In transport, storage and communication, 20% of firms evaluate
corruption as a frequent, usual or standard practice, and 25% of them as a seldom or occasional
practice. In manufacturing, 18% of firms find that corruption occurs frequently, usually or

always, while 35% estimate that corrupt practices seldom or sometimes occur.

Table 3-4 Frequency of corruption by sector

Frequency of corruption
Obs. Never Seldom Sometimes Frequently Usually  Always

Mining and quarrying 5 0% 0% 40% 20% 0% 40%
Construction 48 21% 27% 23% 13% 15% 2%
Manufacturing 77 47% 23% 12% 5% 9% 1%

Transport, storage and

communication 40 55% 15% 10% 5% 5% 10%
:’:/ah doelesa'e andretail o) 3700 299 13% 7% 10% 5%
e, e e mx mx o aw ow
Hotels and restaurants 72 42% 28% 6% 8% 13% 4%
Other services 16 44% 25% 13% 19% 0% 0%
All sectors 458 40% 24% 14% 9% 9% 5%

Source: EBRD-WB BEEPS (2005) and authors’ computations.
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Table 3-5 displays unofficial payments and bribes paid as a share of sales by sector. The

sensitivity of this question, linked to the disclosure of financial results, increases the possibility of

underreporting (Synovate 2005). Mining and quarrying emerges as the most corrupt sector, with

an average of 1.28%, which supports the previous findings on the high frequency of corruption

and evaluation of corruption as a major business barrier. Firms in transport and storage and

firms in construction also report that unofficial payments and bribes are a significant part of their

sales, at 0.8% and 0.7% respectively. The bribes in the hotels and restaurant sector and the

wholesale and trade are estimated at around 0.5%. The lowest amount of bribes as a percentage

of sectoral sales is observed in real estate and renting at around 0.32%, and in manufacturing at

0.26% of sales.

Table 3-5 Unofficial payments and bribes as share of sales by sector

Variable Obs. Mean Std. Dev. Min Max
Mining and quarrying 5 1.28 1.00 0 2
Construction 61 0.70 1.46 0 5
Manufacturing 98 0.26 1.09 0 7.5
Transport, storage and

communications 43 080 1.98 0 10
Wholesale and retail 178 0.45 1.40 0 10
Real estate, renting 54 0.32 1.06 0 5
Hotels and restaurant 89 0.47 1.21 0 5
Other services 18 1.12 2.61 0 10
Total 546 0.49 1.41 0 10

Source: EBRD-WB BEEPS (2005) and authors’ computations.

The level of corruption across sectors in Greece appears varied. The mining and

quarrying sector and the construction sector display a pattern of regular engagement in bribing:

an alarming 80% of the firms in these sectors respond that unofficial payments and bribes are
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taking place, while the average bribes amount to 1.28% and 0.7% of annual sales. Furthermore,
corruption is particularly apparent in the wholesale and retail trade and the hotels and
restaurant sector, where 64% and 59% of firms respond positively on corrupt payments. Firms in
the transport, storage and communications sector display differing results. While the highest
number of firms in the sector, 55%, responds that corruption never occurs, the level of corrupt
payments is the second highest, at 0.8% of total annual sales. Based on the frequency of
payments and bribes given as percentage of sales, less unofficial payments seem to occur in real
estate, renting and business services sector, and the manufacturing sector. Nevertheless, around

half of these firms respond positively on corrupt payments taking place.

The sectors that overall appear to be the most constrained by corruption are the
wholesale and retail trade, the hotels and restaurants, and the manufacturing sector. Around
half of the firms in the wholesale and retail trade (45%) consider corruption a barrier in doing
business, and similarly the hotels and restaurants sector and the manufacturing sector appear
severely hampered by corruption (44% and 43% respectively evaluated corruption as a barrier).
Overall, firms in mining and quarrying display concerning results: 40% respond that corruption is
a major obstacle in their operation, and 40% of firms that bribing is always occurring. In the
sectors of transport storage and communication, construction and real estate, renting and
business services, corruption is also considered an important constraint in business by 38%, 37%
and 34% of firms respectively. The analysis on the sectoral level provides a detailed overview of
the business constraints generated by corruption across different sectors in Greece. Overall, we
observe that corruption, irrespective of the sectoral engagement in bribing, is considered a

significant barrier in doing business across all sectors in Greece.
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34 Firm and contextual corruption in Greece

34.1 Firm level corruption and firm performance

In recent years, it has been widely recognized that corruption is a significant barrier to
the operation and growth of firms. Dal Bo and Rossi (Dal Bo and Rossi 2007) find evidence in
Latin America that corruption is harmful for firm productivity. Using data on Mexican states,
Laeven and Woodruff (Laeven and Woodruff 2007) also find that Mexican states with more
effective legal systems have larger firms. The harmful effect of corruption on firm performance is
confirmed on a wide cross-section of countries by Beck et al. (Beck, Demirguc-Kunt, and
Maksimovic 2003). However, there have been findings in the literature on the possible positive
effect of corruption for some firms (Wei 1998). It has been supported that corruption could
increase economic development, mainly because illegal practices and payments as ‘speed
money’ could surpass bureaucratic delays; the acceptance of bribes in government employees
could work as an incentive and increase their efficiency (Leff 1964; Huntington 1968) and
because corruption is possibly the price people are forced to pay as a result of market failures

(Acemoglu and Verdier 2000).

Table 3-6 presents the estimates of a simple Ordinary Least Squares (OLS) regression of
the log of firm sales and growth on corruption, and includes controls for city and sector.
Corruption, measured as the share of sales paid for bribes, is significantly and negatively
correlated with the level of sales and growth at the 5% and 10% significance level. When we
control for city, the relationship between corruption and growth is similar, whereas the
association between corruption and firm size becomes more negative and significant at the 1%
significance level. When controlling for sector, the association between corruption and growth
becomes more negative and significant at the 5% significance level, whereas the association

between corruption and firm size remains negative but insignificant.
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Table 3-6 Firm Size, Growth and Corruption18

Control Control Control Control
No controls . No controls )
city sector city sector
(1) (2) (3) (4) (5) (6)
Log Log
Variables Sales Log sales sales Growth Growth Growth
Corruption -0.093** -0.126***  -0.061 -1.189* -1.133%* -1.315%**
(0.041) (0.045) (0.039) (0.645) (0.645) (0.666)
Observations 480 480 480 463 463 463
R-squared 0.005 0.078 0.197 0.007 0.023 0.080

Standard errors robust to heteroskedasticity in parentheses. ***, ** * indicate estimates significant at the
1%, 5% and 10% significance level, respectively. The dependent variable is the natural logarithm of total
sales. Source: EBRD-WB BEEPS (2005) and authors’ computations.

3.4.2 Contextual corruption and firm performance

We shall now focus on the association between contextual corruption, measured among
the peers of the firms at sectoral level, and firm performance. At the sectoral level, we expect
that the relationship between corruption, firm size and growth will be clearly negative. Firms
that are not involved in corruption may have less access to resources and increased costs, and
their sales could be hampered by the discrimination and misallocation of resources induced by

the bribing firms.

Table 3-7 describes how contextual corruption at the sectoral level relates with firm
sales and firm growth. The relationship between contextual corruption and firm growth, in
specifications without any controls or controls for city, appears insignificant. However, the
relationship between contextual corruption and firm size appears negative and significant once
we control for the size of the city where the firms are located. The coefficient of contextual

corruption on firm size without any controls is -0.18, and insignificant at the 10% significance

®The log of sales distribution is approximately normally distributed.
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level. When controlling for city, the effect of contextual corruption becomes more negative, with

a coefficient of -0.21, and strongly significant at the 10% significance level.

These regressions do not include controls for industrial sectors, as the contextual
corruption is computed at the sector level and would be highly collinear with the sectoral
dummy variables. The identified association between contextual corruption at the sectoral level
and firm sales indicates the systemic character of corruption. The association between
administrative corruption at the firm level and firm size and growth appears negative (table 6).
However, we find that the extent of the administrative corruption among the firm peers displays
a larger negative magnitude than the estimates based on firm-specific measures of corruption
(Table 3-7). Overall, the contextual effect of corruption suggests that the corrupt behaviour at
the firm level could have important spillovers on their peers and competitors. Firms do not
appear to internalize the costs of their own corruption for other firms. Hence, the contextual
corruption generated from a corrupt sectoral environment could be much more detrimental for

firm sales and growth than firm level corruption.

Table 3-7 Firm size, growth and contextual corruption

No controls  Control city No control Control city

(1) (2) (3) (4)
Variables Log sales Log sales Growth Growth
Contextual Corruption -0.180 -0.212* 0.558 0.475

(0.132) (0.125) (1.028) (0.986)
Observations 417 417 404 404
R-squared 0.007 0.065 0.000 0.018

Standard errors in parentheses are clustered at the sectoral level. ***, ** * indicate estimates significant
at the 1%, 5% and 10% significance level, respectively. The dependent variable is the natural logarithm of
total sales. Source: EBRD-WB BEEPS (2005) and authors’ computations.
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3.5 The heterogeneity of the relationship between corruption and firm sales

We shall now focus on the heterogeneity of the relationship between corruption and the
sales of different types of firms. The size of the firm has been related to firm size and
performance. However, the different effect that corruption may have on firms depending on
their size and the level of business constraints it imposes on them has not been analysed in firms
across Greece. According to recent research from the World Bank and the EBRD, the firms that
are the most influenced overall by business constraints are small rather than medium or large
firms, and generally those firms that can achieve more growth and create more jobs (Transition
Report 2005). However, the question as to whether SMEs can actually generate more growth has

initiated a lot of debate.

A causal relationship between the share of SME and growth has not been established.
Large firms are able to take advantage of economies of scale and can afford fixed R&D costs,
therefore, they may be able to promote innovation and productivity more than SMEs (Beck,
Demirguc-Kunt, and Levine 2005). There is evidence that increased levels of innovation are
related to larger firm size (Pagano and Schivardi 2003). In terms of employment creation and
quality, large firms can provide greater stability and quality in employment and they appear to

be equally labour intensive as SMEs (Little I., Mazumdar M., and Page J. 1987; Rosenzweig 1988).

However, SMEs are particularly important in an economy, and countries with faster rates
of development are characterized by an increased share of SMEs and an increased SME growth

rate (Beck, Demirguc-Kunt, and Levine 2005). Empirical research finds that the SMEs*® contribute

% There have been various definitions of small, medium and large enterprises, and small and medium
enterprises are often analysed together. According to the current definition of the European Union, small
companies have less than 50 employees, medium more than 50 and less than 250, and large more than
250 employees.
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more than 55% of GDP and 65% of employment in countries of high GDP per capital, and 70% of
GDP and 95% of employment in countries of low GDP per capital (Ayyagari, Beck, and Demirguc-

Kunt 2007). Consequently, the protection of their operation is crucial for the economy.

3.5.1 Corruption and the distribution of firm size

In order to assess the relationship between corruption and the distribution of firm size,
we use quantile regressions (Koenker and Bassett 1978). Ordinary least squares (OLS) regression
is based on the mean of the conditional distribution of the regression’s dependent variable. This
approach is used for two main reasons. First, the average effect of corruption on firm sales is
generally the main parameter of interest. Second, it can often be implicitly assumed that
corruption has the same effect on large and small firms. However, corruption may distort the
distribution of firm sales. The analysis is mainly descriptive and aims to offer an understanding of
the extent of corruption in Greece and provide for the first time an indication of its possible
impact on the business environment. Based on the absence of panel data, as the survey was
solely implemented in Greece in 2005, and given the sample size, it is not possible to address all
the omitted variable biases. Even though it is not possible to ascertain direct causality, the
correlations present some interesting patterns to identify which firms are likely to be most
affected by corruption. Quantile regression models allow for a full characterization of the

conditional distribution of firm sales with respect to the extent of corruption.°

Table 3-8 presents the estimates for the association between corruption and sales on
the quantiles of the firm size distribution. The models used to construct these estimates control

for city size?! and we focus on the 0.1, 0.25, 0.5, 0.75 and 0.9 percentiles. Estimates at different

20 see Angrist and Pischke (Angrist and Pischke 2009) for a recent review of the benefits of quantile
regressions.

2! Other estimates not controlling for city size present a similar pattern.
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qguantiles can be interpreted as showing the response of the log of sales to the extent of
corruption at different points in the conditional sales distribution. For example, the point
estimate for corruption on the quantile 0.5, the median, indicates that the median of the
distribution decreases by 3 percentage points (0.03 log point) when the share of sales paid as
bribes increases by one percentage point. By comparison, the point estimate for the upper decile
(quantile 0.9) indicates that the same increase of bribes would decrease the upper decile of firm

size by nearly 25% (0.22 log points).

It is noteworthy that the quantile coefficients increase with the considered quantiles.
The largest effect of corruption is on the top of the firm size distribution, the coefficients of the
third quartile (percentile 0.75) and the upper decile (percentile 0.9) are roughly similar, around -
0.22, while the other quantile coefficients are approximately 0.03 or close to zero for the lowest
decile. This is justified as the average point estimates (table 6) was around -0.1. This shows that
the negative association between corruption and firm sales is larger for the firms belonging to
the upper quantiles than for the smaller firms. Hence, corruption appears to have an important
impact on the heterogeneity of firm size. Higher corruption tends to lower the average firm sales
through the effect on the largest firms while the lower part of the firm size distribution is

relatively unaffected.

Table 3-8 Corruption and the distribution of firm size, quantile regression estimates

Quantile regression for log sales
Quantile 0.1 0.25 0.5 0.75 0.9

(1) (2) (3) (4) (5)

Corruption 0.000  -0.041 -0.030  -0.230** -0.220
(0.036) (0.056) (0.094) (0.090)  (0.152)

Control for city size Yes Yes Yes Yes Yes
Observations 480 480 480 480 480

Standard errors are bootstrapped using 100 replications. *** Denote estimates significant at the 1% level,
** at 5%, * at 1%. Source: EBRD-WB BEEPS (2005) and authors’ computations.

111



These results are partly in line with previous results on less developed countries.
Gallipoli and Goyette (Gallipoli and Goyette 2009) propose to explain the fact that the size
heterogeneity across firms is greater for less developed countries than for developed countries
by their larger degree of corruption. Using a sample of firms in Uganda, they suggest that small
firms and entrepreneurs who would benefit from scaling-up sales and employment may refrain
from doing so in order to remain informal and avoid tax liabilities and bribes. However, Emerson
(Emerson 2001) using a panel of countries finds that this mechanism ultimately leads to a lower
share of large firms in the more corrupt economies. More recently, Dusha (Dusha 2011)
proposes a political economy model to rationalize these findings. In his model, corruption
promotes entry at the low end of the productivity distribution and obstructs entry at the high-

end, which has adverse effects on aggregate Total Factor Productivity.

Large firms face more impediments on their growth because of corruption than small
and medium firms, while large firms engage in less corruption than smaller firms. Administrative
corruption is found to be negatively and highly significantly related to business growth (Beck,
Demirguc-Kunt, and Maksimovic 2002). Corruption is, according to much research, generally
evaluated as an important barrier in doing business. Aidis and Mickiewicz (Aidis and Mickiewicz
2006) in their research on firm perceptions of business barriers and growth expectancy in
Lithuania find that finance issues, reduced purchasing power of customers, and the inefficiency
of investment funds are the most important business barriers after high tax rates. Even though
corruption is ranked as an important but not the most critical business barrier, it appears to have
the most negative effect on growth expectancy, indicating it constitutes a major impediment on

growth.

In Greece the growth and performance of SMEs are severely hampered by limited access
to finance, limited access to the international market, and legal and administrative burdens. In

economic downturns the growth prospect of SMEs is affected by limited access to finance,
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limited demand for their products and limited liquidity in the market. In order to support SMEs
to overcome the economic crisis, the Greek government is prioritizing the implementation of
concrete measures and necessary reforms, aiming to foster competition, productivity and
innovation in the market, according to the priorities of the European Union (National
Observatory for Small and Medium Enterprises 2008). Large firms usually have more
opportunities to avoid business constraints, as they can internalize much of their capital via the
financial markets and financial intermediaries and are less affected by the situation in the public

markets.

However, SMEs often have some advantages in comparison to large enterprises because
they are characterized by greater flexibility and an ability to adapt in different market conditions
(National Observatory for Small and Medium Enterprises, 2008). This ability to adapt could
support the finding of the chapter on SMEs being less hindered by corruption. Ayyagari
(Ayyagari, Beck, and Demirguc-Kunt 2007) investigate the effect of financial and institutional
barriers for SMEs and find robust evidence that financing constraints constitute a serious
impediment to their growth and operation, and these constraints appear more significant than
corruption. However, corrupt practices in doing business might be proven more inefficient and
costly for large firms that compete at an international level. Such firms need to comply with
international standards, adopt global business practices, and obtain the approval of the
international business community through following legitimate policies. Another explanation
why corruption can constitute a stronger barrier for the size and development of large firms is
attributed to the fact that smaller firms are less noticeable and therefore they would be less
approached for extracting rents, since their actual capacity to make unofficial payments would
be limited. Additionally, smaller firms may be more financially constrained and therefore less

likely targeted for bribes by public officials. However, as firms grow they would be more likely
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pressed for bribes. Consequently, the lack of business efficiency caused by widespread

corruption could be more costly and difficult to circumvent for large firms.

3.5.2 The asymmetric relationship between corruption and firm sales

The relationship between corruption and sales is heterogeneous among firms of
different size. However, there is a systemic impact of corruption, and small and medium firms
are also affected indirectly, on the sectoral level, from contextual corruption as discussed in the
previous section. Business corruption decreases competition and efficiency and develops a ‘rent-
seeking’ environment. The demand of bribes by public officials for the acquisition of licenses and
permits could reduce the amount of firms that can enter the market and the growth of the

existing ones (Sullivan and A. 2004).

The asymmetric effect of corruption on firm sales is confirmed when we look at the
contextual effect of corruption. As before, contextual corruption is computed at the leave-one-
out average of the firms of the same manufacturing sector. In Table 3-9 the effect of contextual
corruption appears much more clearly in the upper tail of the firm sales distribution. Small firms
appear again the least affected by corruption, the point estimate for the lowest decile being
negative (-0.061) but insignificant at the 10% level. However there are substantial differences
with the previous estimates at the firm level. The impact of contextual corruption appears more
consistent and negative across quantiles. The quantile estimate of the first quartile (-0.131) is
already significant at the 10% level and the median effect (-0.266) is only marginally smaller than
the effect on the upper quartile and the top decile (-0.332 and -0.334). This means that
contextual corruption, contrary to firm level corruption, tends to shift downward the whole

distribution of firm sales, even if the largest firms are still the most affected.
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Table 3-9 Contextual corruption and the distribution of firm size, quantile regression estimates

Quantile regression for log sales
Quantile 0.1 0.25 0.5 0.75 0.9

(1) (2) (3) (4) (5)

Contextual corruption  -0.061 -0.131 -0.266* -0.332 -0.334
(0.099) (0.118) (0.149) (0.247) (0.375)

Control for city size Yes Yes Yes Yes Yes
Observations 417 417 417 417 417

Standard errors are block-bootstrapped using 100 replications at the sectoral level. *** Denote estimates
significant at the 1% level, ** at 5%, and * at 1%, respectively. The contextual corruption is computed at
the leave-one-out average of the firms of the same manufacturing sector. Source: EBRD-WB BEEPS (2005)
and authors’ computations.

This systemic and contextual risk of corruption could be limited by improving the
institutions that shape the business environment in Greece, thereby supporting the operation of
large firms and SMEs. There have been policies addressed directly to the growth of SMEs,
however, the results of the study show that large firms may be more hampered by

administrative corruption. The overall improvement on the institutional environment could be

beneficial for firms of different size and could promote entrepreneurship.

In a study by the Athens Chamber of Commerce and Industry, more than 1,100
respondents evaluated the main business constraints in firms across Greece. Corruption
between firms and the public sector was identified as a major obstacle in doing business, as was
bureaucracy in the public services, the large size of the public sector in Greece, and the inability
to combat the unofficial economy and trade. The main factor identified to hinder
entrepreneurship is the lack of stability and predictability of changes in the tax, employment and
insurance regulations. Access to finance was also identified as a significant barrier in doing

business (Athens Chamber of Commerce and Industry 2011).

Measures that could boost the overall business environment in Greece include a

reduction of the operational cost of enterprises and administrative burdens and a simplification
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of the business environment through changes in public administration. Overall, the obstacles for
starting a business should be decreased (loannidis 2004). Business barriers in the entry and
operation of a firm create an ideal environment for corruption to occur. In the cases where, in
order to acquire a license for the start-up of a company, bribery is required, many companies are
driven to the informal economy (Sullivan and A. 2004). The procedures for business licenses and
business registrations should be decreased and simplified. The upgrade of public sector services
through e-government could simplify procedures for setting up and operating a business,
decrease time spent with public officials and improve effectiveness and transparency in the
system. Reducing the discretion public officials have to interpret the regulations and raising tax
compliance could also have a positive result in combating corruption (Sullivan and A. 2004). The
modernization of the public administration and the implementation of reforms to simplify the
regulatory environment could support business, decrease corruption and reinforce the

international competitiveness of Greek firms (loannidis 2004).

3.6 Conclusions

The study analyses administrative corruption as a business barrier to firm size and
performance in Greece, and identifies the sectors that are most hampered by corruption and the
sectors most prone to corrupt behaviour. The contextual effect of corruption, measured by the
extent of corrupt practices in the firm sector, appears to be more detrimental to firm
performance than the firm experience of corruption. Hence, both the sector and the firm
environment determine the overall, negative, and systemic effect of corruption on firms in
Greece. However, firms respond differently to business barriers and the relationship between
corruption and firm growth appears to be significantly affected by the size of the company. Firm
performance may be affected by corruption irrespective of the degree of actual firm
engagement. Small, medium and large firms are affected differently by administrative

corruption, and the degree of their engagement in corrupt practices varies. We found that
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corruption appears more detrimental for the sales in large firms. As large firms represent the
major part of employment, this underlines the importance of institutional reforms that will
improve the overall framework for doing business in Greece and target the most vulnerable

sectors and firms.
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CHAPTER 4

4. Corruption and other Barriers in Doing Business: Evidence from Greek Firms in Accounting,

Construction, Catering, and Retail Clothing

4.1 Introduction

This study follows the previous chapter that investigated the relationship between
corruption and firm performance in Greece using firm level data. In Greece, corruption appears
overall negatively associated with firm size and growth, however firms often engage in corrupt
practices and bribery of government officials (Athanasouli, Goujard and Sklias, 2012). Given the
absence of panel data, as the data are only available for 2005 for Greece, the analysis on chapter
three is mainly descriptive and it is not possible to address all the omitted variable biases and
include firm fixed effects. However the findings present some interesting patterns to identify
which firms are likely to be the most affected by corruption in Greece. To better explain these
patterns, a more in-depth analysis of the barriers in doing business in Greece was conducted
through interviews to specific sectors in 2013-14. From the 546 Greek businesses interviewed in
the 2005 Business Environment and Enterprise Performance Survey (BEEPS, 2005), conducted by
the World Bank and the EBRD, 229 (42%) responded that corruption is an obstacle for their
operation. However, firms in some sectors reported being much more affected by corruption.
Focusing on sectors in which 8 or more firms were interviewed by the World Bank and the EBRD
to ensure statistical representativeness, | selected four sectors that declared being particularly
affected for further investigation’”. The sectors that were selected for the interviews are:
accounting, catering services (restaurants), construction, and retail clothing. These sectors were

depicted as being the most constrained by corruption and ranking corruption as a higher

22 Asin Table Al of the Appendix
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obstacle in doing business, based on the analysis of the answers of the Greek respondents to the

BEEPS survey in chapter 3 (Athanasouli, Goujard, and Sklias, 2012).

| choose to focus on firms located in Athens for ease of access to the firms and because
of the particular importance of capital cities for the development of good governance and
political stability at the country level (Campante and Q-A. 2014; Campante, Do, and Guimaraes
2015). Focusing on a unique city also ensures that all firms face a similar institutional
environment. | restricted the firms surveyed to small and medium-sized enterprises (SMEs, 0-249
employees) that account for 99.9% of enterprises, more than 85% of employment and 72% of
valued added in 2013, a considerably higher share of the economy than in the rest of the
European Union (European Commission 2014). Moreover, the recession, prolonged payment
delays, restrictive financial conditions, and the lack of structural reforms may have affected SMEs

more than large enterprises (GSEVEE 2014).

There was a total of 24 firms that were contacted, 6 for each sector, to participate in the
survey, out of which some firms did not wish to answer stating various reasons, as the time
needed to complete the survey, travelling obligations, or the unavailability of business manager.
Some businesses that were interviewed at the first stage did not wish to further proceed with
the questionnaire as they were worried about issues related to their anonymity, even though
they were assured that no information would be released on their name or their company. In
total, 16 firms answered the Survey. The majority of the respondents were owners and

managers of the selected firms.

The firms were either private or family businesses, and most of them were domestic
firms, owned by Greek businessmen. There is one firm owned by a foreign businessman in the
sample. The age of the firms varied from 4 years to 45 years and the majority are long

established firms with an average age of around 20 years. There is only one new firm in the
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sample, whereas the majority of firms have more than 10 operation years. The size of the firms
in terms of employee workforce varies from 2 to 50. The majority of firms have less than 10
employees, and only one firm is medium size with 50 employees. | focus on the barriers to firm
growth and the severe impact of the 2013-14 economic downturn and its interactions with the
business environment, as many firms mention that their survival is at risk despite their
experience and years of operation. | also draw some conclusions why the selected sectors
appear more vulnerable to corruption, bureaucracy and the overall business environment.
However | cannot thoroughly analyse problems related to young firms or the establishment of

new businesses in the sample | collected.

The interviews were conducted in two stages, from September 2013 until December
2014. Firstly there was a phone conversation to be able to provide some background information
on the survey and its purpose, and acquire some information on the company and to discuss the
willingness of the businessmen to participate in the survey. The first stage of interviews allowed
the respondents to talk freely on their activities, the business environment, and the barriers they
are currently facing. The respondents were then given to complete the quantitative part of the
guestionnaire. However after the first stage of interviews, and the collection of various notes
from the different firms, it became evident that the questionnaire would benefit from some
more open-ended questions where the businessmen could offer their insight on the business
environment and the barriers in doing business in their sector, as well as the impact of the
current economic climate and the Greek crisis in their sector. The majority of firms had often

mentioned these issues during the first stage.

The second qualitative part of the interviews was designed to gain further insight on the
business environment and allow a more in depth analysis of public sector issues, policy design
and sectoral problems in Greece. Questions related to the impact of the crisis on corruption,

undeclared work and underreporting of profits were added. Respondents were also asked for
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their comments on several statements regarding their sector being more vulnerable to
corruption and state bureaucracy and the reasons behind this, the ways to increase transparency
in their sector and promote doing business in their firm. Comments were also asked in several
other questions that asked the businessmen to rank business barriers, in order for them to be
able to mention any specific barriers related to their business. Finally the businessmen were
asked for any additional comments at the end of the survey, where they could freely discuss and
emphasize any other aspects of the business environment, not already covered in the

questionnaire.

The remainder of this chapter is organised as follows. Section 4.2 describes the survey in
more details. Section 4.3 presents qualitative patterns of firm’s answers about the main barriers
to business development and firm growth in Greece. Section 4.4 turns to firms’ assessment of e-
government as a possible solution to improve administrative efficiency and relationships with
the private sectors. Section 4.5 presents an analysis of broader issues from businessmen open-

ended answers, and section 4.6 concludes.

4.2 Background information on the survey and communication with firms

During the interviews | explained to the respondents that the questionnaire and the
interview process was for research purposes only, and that their anonymity would be
maintained and no information on their company would be released. The businessmen were
made aware of the BEEPS survey conducted in Greece by the World Bank and the EBRD in 2005,
and of the previous work | have conducted on the sector specific barriers (Athanasouli, Goujard
and Sklias, 2012). | explained to them that the purpose of this study was to understand the
conditions necessary for improving the climate for doing business in Greece and to shed some
light on the business barriers specific to their sector. | made clear to the respondents that | have

a personal research interest in understanding the difficulties they face and that the goal of the
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study is to ultimately be able to draw attention on the barriers in doing business in Greece and in
their specific sector and depict some measures that would reinforce the business activity in their

sector.

The respondents were initially skeptical about the content of the interview and its use,
however after the initial discussion of the purpose of the study and the interest in their sector,
the majority seemed quite eager to openly talk about the challenges they are facing, and reply to
the questionnaire questions. On the first stage of the interview the businessmen were given time
to openly discuss the difficulties they are facing, and the business environment in Greece. This
step seemed quite important for the interview as it allowed the establishment of a
communication between the interviewer and the interviewee and some trust before proceeding
to the actual questionnaire questions. Notes were kept that were later used to form the second
stage of the interview, which included the questionnaire, adapted to include some additional

questions.

The overall environment during interviews was friendly and open. The businessmen
seemed eager to take the opportunity to discuss their difficulties and express their views on the
dealings with public officials, state bureaucracy and corruption. In some cases they even
admitted their own wrongdoings in engaging in corrupt activities with public officials to get
things done in terms of licenses mainly, and in some cases the businessmen indirectly admitted
not being able to declare all their staff as in the current conditions their firm is struggling to
survive. A strict compliance to the rules and a respect to the regulations in place were largely
missing in the firms that were questioned. The respondents overall shared the belief that it is
logical not to comply to the rules, when these constantly change, and when there are so many
contradictory laws. Even the firms that wanted to fully comply with the letter of the law
complained that it is almost impossible to do that successfully as there will always be another

law that states something different or the demands for their business operation will be so
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lengthy that it will be nearly impossible to meet them. Several businessmen stated that even if
they make every possible effort to “tick all the boxes”, they would still be unsure of the outcome
in an inspection by a public official. The complicated administrative system and regulatory
system makes it easy to find faults in inspections or applications for business licenses and other

business documents.

All the businessmen emphasized the instability and uncertainty created by the frequent
change of laws and regulations, the problems of the court system not being consistently
impartial and affordable or able to enforce its decisions, and the resulting discretionary power of
public officials that leads to increased corruption and bureaucracy. The majority of the
respondents did not trust the court system on being fair and impartial, fast or able to enforce its
decisions. As a result, they reported that disputes were frequently and informally settled outside
the court. Though such informal agreements may arguably speed up small business dispute
settlements, they may be difficult to implement in complex or large-scale cases, and may not
always result in the protection of all parties. All firms recognised that the current economic crisis
in Greece maintains or in some cases increases corrupt activities. This confirms partly the
observed increase in tax evasion and share of non-declared activity following austerity measures
in Greece between 2010 and 2012 (Pappada and Zylberberg 2015). All firms believe that e-
government can be a successful tool in decreasing corrupt activities and reduce the discretionary

power of public servants.

4.3 Survey Analysis of Business Barriers in Greece

The analysis of the specific questions about business conditions in Greece focuses on the
court system, the quality of legislation, the frequency of unofficial payments and the evolution of
corruption since the crisis, and firms’ assessment of the main business and administrative

barriers. Concerning the court system, respondents were asked what the businesses (as a whole
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and per sector) think of the court system in five key areas: fairness, corruption, speed,
affordability and enforcement capability. Businessmen could choose six qualitative answers:
never, seldom, sometimes, frequently, usually, always). For example, they stated if the court
system was never or always fair. Table 4.1 reports the frequency of the six qualitative answers of

the sixteen firms in the five key areas.

The vast majority of businesses in the sectors that were investigated report primarily
that the court system is not fast (62% of the sample), while almost 60% mention that it is not fair
and impartial on a consistent basis. The slow response of the judicial system is evidently a strong
deterrent for businesses to actually go to court to challenge their stand. In parallel 69% of the
sample find that the court system is seldom or never affordable, and only 7% believe that the
system is fair and impartial, which makes the judicial institution much less appealing. Regarding
enforcement capability, it is interesting to note that only 30% of the firms in the sample believe
that the courts are usually or always able to enforce their decisions, while a remarkable 81% of
the sample believes that the court system is frequent or sometimes corrupt. In the analysis per
sector, corrupt courts are viewed as a major problem in all Catering services, in 50% of the Retail
clothing, and in 25% of the Construction sector believing that corruption is seen frequently.
Similarly the majority of firms believe that the courts are slow, 75% of firms in Construction, and
100% in the Catering business respectively. In these sectors external experts (i.e. engineers and
health and safety experts) may be required by the courts, which could slow down the decision
making process. Under these conditions businesses may use other means to solve their
differences, and achieve their goal, which could lead to an increased level of non-transparent

transactions with public officials and anti-competitive practices.

Corruption in Greece is a perplex phenomenon that characterises the crisis between
society and political authorities (Koutsoukis and Sklias 2005). Corrupt practices have incalculable

costs for the Greek economy and do not allow the country to bring out its potential and become
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a competitive economy (Papaligouras 2001). Corruption at a European level is calculated as 120
billion dollars on an annual basis, whereas for Greece it is estimated to cost 14 billion dollars
annually, and severely hampering businesses by increasing the cost of doing business by 12%
(Papapanagos 2015). Transparency International notes that corruption in Greece has been found
to resemble more that of a developing country instead of the levels of corruption in OECD and
Eurozone member countries (Mitsopoulos and Pelagidis 2011). Indeed in Greece there has been
recent qualitative evidence documenting the increasing negative effect of corruption on tax
administration which can severely hamper economic performance, and the need for a better
organizational structure, and computerization of tax administration services, additional
institutional controls, and a simplification of the current tax system (Antonakas et al. 2013;

Antonakas et al. 2014).

During the previous administrations, which included pre and post-crisis time scales, steps
towards implementing a faster court decision-making process were made. However, the
approach has been only incremental and the high bureaucracy remained, while the spread of the
crisis removed necessary funds for the implementation of ambitious measures resulting in many
of the decisions not being implemented. Mitsopoulos and Pelagidis (2011) state that there is a
significant cost stemming from the inefficiency of the judiciary and the absence of competition in
the market for legal services that results in a decreased quality in the judicial services, and a low
speed in the judicial system. It is evident that even today the Greek courts have not installed any
means of digital technology i.e. microphones and recording equipment, which leaves the courts
civil personnel and lawyers writing and proof checking thousands of pages of court session
minutes. Besides the needed computerisation of Greek courts, needed medium-term reforms
include the establishment of specialised courts, promoting alternative formal dispute resolution
mechanisms, and improving checks and balances. In addition, the slow procedures and their

accumulation during the crisis led to a massive case backlog (especially pronounced in
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administrative and tax courts) that must be dealt with by increasing judicial activity and its speed

(Papaioannou, Portes, and Reichlin 2015).

Table 4-1 Court system findings

Court System Never Seldom Sometimes Frequently Usually  Always
Fair and Impartial 7% 29% 29% 29% 7% 0%
Corrupt 0% 18% 36% 45% 0% 0%
Fast 62% 38% 0% 0% 0% 0%
Affordable 23% 46% 8% 8% 15% 0%
Able to enforce

its decisions 0% 8% 23% 38% 15% 15%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Firms also appear to suffer from the uncertainty surrounding laws and legislations,
stemming both from a lack of information and from their instability. Overall, around 70% of the
businessmen believe that the information on laws and regulations is hard to access, and that

their interpretation is not clear and consistent (Table 4.2).

All sectors appear equally affected by the uncertainty surrounding laws and legislations,
though it is difficult to draw a certain conclusion based on the limited sample size. Generally 50%
or more of the businesses in each sector feel that the regulations that affect them are
ambiguous and not clear (Table 4.3). In Construction 75% believe that the laws and regulations
affecting their business are not consistent and clear, while in Accounting the percentage reaches
50%. In Catering services there are no firms that find the laws clear, whereas in Retail around
half of the firms believe the regulations are not clear and consistent. The difficult access to
information and the lack of about where to find the appropriate laws may act as a significant
entry barrier to new start-ups but also hinder the growth of established firms, which are

predominantly represented in the sample.
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Table 4-2 Laws & regulations findings for all sectors

Laws & Strongly Mostly Tend to Tend to Mostly Strongly
Regulations disagree disagree disagree agree agree agree

1. Information on

the laws and

regulations 31% 6% 31% 13% 13% 6%
affecting my firm

is easy to obtain

2. Interpretations
of the laws and
regulations
affecting my firm
are consistent
and clear

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

31% 13% 25% 13% 12% 6%

Table 4-3 Laws & regulations findings per sector

Laws & Strongly Mostly Tend to Tend to Mostly Strongly
Regulations disagree disagree disagree agree agree agree
Accounting 0% 25% 25% 50% 0% 0%
Catering services 75% 0% 25% 0% 0% 0%
Construction 25% 25% 25% 0% 25% 0%
Retail Clothing 25% 0% 25% 0% 25% 25%
All sectors 31% 13% 25% 12% 13% 6%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

The enforcement of laws and legislations appear particularly costly and lengthy for firms,
and widespread corruption limits the help they could get from the administration. Only 6% of
the firms do not see as a waste of time the lengthy process of asking civil servants necessary
information or advice on the legal aspects of their business. This may hinder entrepreneurial
activity and firm growth as necessary information such as the legal requirements towards the
setting up of a business. Moreover, the confidence in the state mechanisms both against
corruption and professional conduct is diminished by the widespread perception of corruption
among businessmen. To the question asks how often the statement is true: ‘If a public official is
acting against the rules, | can go to another official or the supervisor without ending to
bribery/gifts?’ only 21% believe that they can frequently or usually go to someone else. This

shows that corruption in its majority is perceived as unavoidable and that the business
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confidence towards the state and the efficiency of the mechanisms in place to support

businesses is particularly low.

Bribery and unofficial payments are common practices across different public
institutions, and the expected amount of bribes for specific administrative procedures is often
well known. Businessmen were also asked how often the following statements are true: It is
usual in my sector to provide some kind of unofficial payment/‘gift’ for permissions, rulings and
other documents needed from the state (Table 4.4). Only 7% of firms in total (which are solely in
the retail clothing sector) acknowledge that unofficial payments never occur. The majority of the
sample (93%) thinks that it is usual that unofficial payments take place at least to some extent.
When asked if they know beforehand the amount needed for this unofficial payment/‘gift’ (Table
4.5), businessmen in some sectors also appear particularly well informed about bribing practices.
In Construction 75% of firms answered that unofficial payment or ‘gift’ occurrence is a common
practice, and 75% usually know beforehand the amount of the bribe. In Catering services
another 75% state that they usually know the amount, which infers that in these two sectors it is
common practice to bribe government officials to get things done and this practice is so

widespread that the amount is most of the times known for the particular business requirement.

Table 4-4 Unofficial payment/‘gift’ occurrence

Never  Seldom Sometimes Frequently Usually Always

Accounting 0% 0% 67% 33% 0% 0%
Catering services 0% 0% 0% 75% 25% 0%
Construction 0% 0% 25% 0% 75% 0%
Retail Clothing 25% 0% 25% 25% 25% 0%
All sectors 7% 0% 27% 33% 33% 0%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.
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Table 4-5 Known unofficial payment/‘gift’ amount

Never Seldom Sometimes Frequently Usually Always

Accounting 33% 0% 67% 0% 0% 0%
Catering services 0% 0% 25% 0% 50% 25%
Construction 0% 0% 25% 25% 50% 0%
Retail Clothing 33% 33% 0% 0% 33% 0%
All sectors 14% 7% 29% 7% 36% 7%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Public procurement procedures, tax authorities and business licensing appear particularly
affected by corruption. Firms were asked in return for what services the unofficial payments are
usually made in a given year in order to identify the state agencies, in which corrupt transactions
typically occur. Table 4-6 shows the frequency of bribes for all the sectors, in which it seems that
for specific areas such as obtaining government contracts a remarkable 93% of the sample
replied that unofficial payments may be made, while half of the respondent firms stated that
these are a frequent or usual practice. Similarly, in relation to dealing with tax authorities a
stunning 86% of the sample replied that bribing is either a standard practice or that it can at
least sometimes occur. Only 14% of the whole sample replied that bribing when dealing with tax
issues never occurs. Bribing to obtain a business license can occur in 80% of the firms, while in
Catering and Construction 50% and 75% of firms respond that bribes for business licensing
frequently or usually requires some kind of ‘gift’. On the contrary in Accounting and Retail
clothing, where there is not the same frequency and need for state officials’ inspections, the
percentage stating that unofficial payments are a standard practice drops to 25% and 0%.
Interestingly, a large 70% of firms mention that bribing may occur for influencing legislation and
government decrees. In dealing with courts only a 20% of firms state that bribing never takes
place, another 20% believes it occurs frequently or sometimes, and the majority of firms believe
that it can seldom occur. For even basic requirements for the set-up of a business, such as

connection to public services, deal with fire, health and safety, or environmental inspections,
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unofficial payments may be required. The largely different findings highlight the inconsistency in

the provision of services and in the quality and strength of institutions in Greece.

Table 4-6 Frequency of unofficial payments/‘gifts’ in state organisations

Never Seldom Sometimes Frequently Usually Always

To get connected to

public services 40% 26% 20% 7% 7% 0%
Obtain business

license 20% 40% 0% 20% 20% 0%
Obtain government

contracts 7% 7% 29% 21% 29% 7%
Deal with health and . . . . . .
safety inspections 11% 44% 11% 0% 22% 12%
Deal with fire

inspections 36% 37% 0% 0% 9% 18%
Deal with

enviromental 43% 29% 14% 14% 0% 0%
inspections

Deal with taxes and . . . . . .
tax collection 14% 0% 43% 29% 14% 0%
Deal with . . . . . .
customs,imports 50% 8% 8% 25% 9% 0%
Deal with courts 20% 60% 10% 10% 0% 0%
Influence legislation,

decrees 30% 30% 30% 0% 10% 0%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Corrupt practices differ widely across sectors. Table 4.7 displays the share of firms in
each sector that state that bribes for the different services and transactions with public officials
never take place. The Construction sector seems to be strongly affected by unofficial payments
all across the spectrum of services, except the area of lobbying for specific law creation. The four
surveyed firms in Construction state that bribes may take place in all the services in question,
and 77% of firms assess that bribes may take place in influencing legislation. Retail clothing
seems to be the least affected sector, whereas Accounting and Catering are in the middle.
Overall, businesses with more interaction with the government are prone to higher rates of

corruption and unofficial payments. Although it seems that Retail clothing and Catering services
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are less prone to bribing, when it comes to dealing with the Fire Safety authorities for obtaining
a Fire safety license, both sectors show a percentage of more than 50% of illegal payments
usually happening, with Catering suggesting that 50% of the time unofficial payments always
happen®. Similarly, for taxes and tax collection the answers show that only a 25% in Retail
Clothing and Accounting believe that bribes never take place, whereas in Construction and

Catering there are no firms stating that bribes never happen.

Table 4-7 Frequency of unofficial payments/‘gifts’ in state organizations per sector

Retail Construction Catering Accounting
Clothing
Never
To get connected to o o % %
public services 67% 0% 20% 20%
Obtain business . . . o
license 67% 0% 0% 25%
Obtain government . ) o 0
contracts 33% 0% 0% 0%
Deal with health and . ) 0 0
safety inspections 100% 0% 0% 0%
Deal with fire . ) 0 0
inspections 50% 0% 50% 33%
Deal with
enviromental 100% 0% 50% 33%
inspections
Deal with taxes and . . ) o
tax collection 25% 0% 0% 25%
Deal with . ) 0 0
customs,imports 75% 0% 50% 20%
Deal with courts 50% 0% 0% 33%
Influence legislation, . . . .
decrees 100% 33% 0% 0%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

The results of my survey confirm the large number of corruption cases reported by the

Greek Civil Servant regulatory body (General Inspector of Public Administration 2014) and the

2® Findings based on additional answers from the respondent firms on question 11.
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widespread perception of corruption among Greek households. Between 2007-2012 about 1,300
public officials have been prosecuted for 2,200 illegal acts. Among the public officials were 128
income tax regulators, 68 doctors, 56 teachers, while the vast majority of 47% included officials
in the local municipalities, councils and prefects. In order to tackle this kind of behaviour, the
Council of State passed a law in 2014 (Council of state decision number 1900/2014) in
accordance with the EU norms and directives, under which there is an automatic position
removal for illegal or corrupt activity of public officials. The results of (Transparency International
Greece 2013) that regularly collect survey of households’ experience of corruption are also in
line with my results. According to households, tax authorities and civil area planning authorities
remain particularly sensitive to corruption which can be mostly attributed to public officials
turning a blind eye towards VAT offences and some construction permit issuances respectively,
while the Ministry of Transport, local municipalities, the social security foundation and power

sector companies account for about 11% in total (Figure 4.1).

3.2% 2.9%
2.9%

B Hospitals

B Tax authorities

= Civil area planning agency
® Ministry of Transport

m Social Security Foundation

= Municipalities

Figure 4.1 Public sector corruption breakdown

Note: Department/service in which instance of corruption were reported in 2013. Replies from households
who have recently been asked to pay a bribe in order for their affairs to be attended or more quickly
settled. Source: National Survey on Corruption in Greece 2013, Transparency International Greece.

132



4.4 Corruption, Shadow Economy and Greek Debt Crisis

Corruption has often been characterised as a main cause of the debt crisis in Greece and
an inhibitor of development (Venetsanopoulou 2014). Sklias and Maris (2013) highlight the
structural weaknesses of the Greek economy and observe that the crisis in Greece is not only
due to economic factors but is largely due to the political and institutional conditions and
development over the last three decades. Specifically they point out that the unsuccessful
Europeanization, and the institutional environment characterized by increased levels of
corruption, power of syndicates and interest groups on shaping laws and regulations, and the
political instability are important factors that led to the current crisis. Indeed, as Koutsoukis et al.
(2012) underline there have been too often government changes over the last decades in
Greece, with the average term for single ruling parties being 2.86 years, significantly lower than
the full term of 4 years. Pelagidis and Mitsopoulos (2009) explain that there is an immediate
need to ensure accountability and transparency in state administration, and state that the design
of the political system in Greece with interest groups, lack of independence in the media,
administrative dysfunction, and inefficient rule of law lead to the blockage of reforms and
widespread rent seeking. They support that politicians with reform agendas are easily removed
whereas politicians that collaborate with special interest groups are secured with long political

careers (Pelagidis and Mitsopoulos 2009).

Sklias (2011) discusses the crisis in Greece as a cause of different factors both at the
national and at the European level, and notes that the Greek crisis underlined that Greece and
other peripheral European economies are susceptible to economic shocks that are hard to
overcome because of conflicting interests with Europe. Sklias underlines the structural
weaknesses, and artificial construction, insufficient coordination of the European Economic and
Monetary Union (EMU), and questions whether the EMU principles can support economic and

financial sustainability for its member states (Sklias, 2011). Furthermore Papadimitriou explains
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how the debt has increased the last two decades in OECD countries, and comments that the
debt crisis in Greece has not been properly addressed by the Eurozone, as its response was
focused on the symptoms but did not treat the root of the problem, whereas an effort to
succeed a convergence between South and North European member states was largely missing.
He supports that the crisis has its root causes in the structure of the Eurozone that left room for
fiscal indiscipline, and that a response to the current debt crisis in Greece would be a significant
debt restructuring to restore competitiveness and lead to sustainable growth (Papadimitriou
2008; Papadimitriou 2013). In addition he notes the need for a reorganization of the public
administration and the state functions and structure, as well as a possible redefinition of social

values (Papadimitriou 2011).

In line with this research Mitsopolous and Pelagidis (2011) observe that the elevated
administrative costs, high corruption, and a weak business environment are a primary cause of
the current decreased competitiveness of the Greek economy and outweighed the benefits from
entering the Eurozone. A comparative study on Greece and Cyprus conducted by Rapanos and
Kaplanoglou (2014) shows that the prolonged crisis in Greece is not only explained by the
austerity of the adjustment measures but also because of the weak quality of institutions. They
note that a low governance quality and control of corruption in Greece, much lower compared
to Cyprus that has actually maintained high levels of governance during the crisis, above than the
European average-as opposed to a falling institutional quality in Greece during the crisis which

further retards the economic recovery in the country (Rapanos and Kaplanoglou 2014).

From the findings of the survey it appears that the frequency of corruption, tax evasion
and illegal employment are perceived to have increased or stalled during the economic crisis in
Greece. A total 93% of businesses agree that the level of corruption is maintained by the current
economic crisis (Table 4.8). Furthermore 87% think that the economic crisis has increased the

frequency of corruption cases and unofficial payments. Though it is difficult to assess how
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corruption evolved for private companies, these findings appear somewhat in contradiction with

households’ assessments. Transparency International Greece (2014) regularly collects survey of

households’ experience of corruption. These surveys show that the share of households

reporting instances of corruption during interactions with the public sector decreased from 8.5%

in 2007 to 5.6% in 2013 (Transparency International Greece, 2014). A possible explanation is that

business owners and managers are affected by different forms of corruption than most

households, though other alternative explanations are also possible, such as my much smaller

sample size or my focus on corruption in the Athens region.

Table 4-8 Corruption and illegal activities during the economic crisis

Strongly Mostly Tendto Tendto Mostly
disagree disagree disagree agree agree

Strongly

agree

1. Corruptionis
maintained by the
current economic
crisis

2. The economic crisis
has increased
corruption and
unofficial payments

0% 0% 7% 33% 40%

0% 13% 0% 34% 40%

3. The economic crisis
has decreased the
amount of unofficial
payments

7% 12% 19% 25% 25%

4. The economic crisis
has reduced 47% 33% 20% 0% 0%
corruption overall

5. The economic crisis

leads to tax evasion 7% 7% 13% 27% 33%

6. The economic crisis

leads to undeclared 0% 0% 13% 20% 54%
employment

7. Corruption will only

decrease if there is

economic growth in 7%
my country

7% 14% 14% 44%

20%

13%

12%

0%

13%

13%

14%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.
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At the same time, an aspect of shadow economy is highlighted in the survey. Table 4-8
finds that a total of 73% and 87% of the firms | interviewed agree that the crisis leads to
increased tax evasion and illegal employment. This phenomenon of shadow economy s
encompassed and interrelated with corruption (Vavouras 2013). Shadow, or underground
economy is defined as covering activities related to the legal production and provision of goods
and services that are purposefully hidden from the public authorities in order to surpass the legal
costs of social security contributions, the costs related to tax payments, costs of compliance with
administrative rules and procedures, and with certain legal requirements especially related to
labour regulation (Schneider, 2005). The cost of tax compliance, and national insurance
payments, and complex regulatory framework have been identified as important causes for
corruption and shadow economy. Shadow economy may complement a corrupt state as the
underground activity may be chosen mainly from individuals that may lack the resources or
connections to bribe, or may even be unwilling to bribe to get things done and therefore choose
to go to the unofficial economy (Katsios 2006). It is of primary importance to analyse the causes
of the shadow economy in Greece to manage to curtail hidden activities economy, and move
them to the official economy, as there can be potential benefits for Greece, especially under the

current debt crisis (Vavouras 2013).

Schneider calculates the average shadow economy in Greece as approximately 27% of
GDP from 1999 to 2010 (Schneider 2013). Vavouras et al. (2013) find that the unofficial
economy increases the debt to GDP ratio of a country mainly by the reduction of tax and social
security contributions, and by the lower recorded level of GDP as not all activities are recorded.
Interestingly they find that if that shadow economy was recorded to the official GDP from year
2006 the size of the debt could have been in 2010 almost half its size; 79.8% as opposed to
actual 144.9% of GDP (Vavouras et al. 2013). Bitzenis and Makedos (2013) also support that part

of the activities of the underground economy should be included in the GDP as a response to the
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crisis, and that strategies aimed to move informal activities to the formal sector should be the

primary political focus (Bitzenis and Vlachos 2015).

Looking at the evidence presented in each sector for corruption and shadow economy, it
appears that all sectors report an increase in illegal activities during the crisis. A total of 75% of
the businesses in Accounting and Catering services agree with the statement that the economic
crisis has increased corruption and unofficial payments (Table 4.9). Remarkably, all firms in the
Construction sector mostly agree with the aforementioned statement. In parallel, both the
Construction and the Retail services sector mostly agree by around 70% or more that the
economic crisis leads to undeclared employment, while all firms Accounting and Retail

businesses believe this statement is true (Table 4.10).

Table 4-9 The economic crisis has increased corruption and unofficial payments

Strongly Mostly Tendto Tendto Mostly Strongly

disagree disagree disagree agree agree agree
Accounting 0% 25% 0% 75% 0% 0%
Catering services 0% 25% 0% 25% 25% 25%
Construction 0% 0% 0% 0% 100% 0%
Retail Clothing 0% 0% 0% 25% 50% 25%
All sectors 0% 13% 0% 34% 40% 13%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.
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Table 4-10 The economic crisis leads to undeclared employment

Strongly Mostly Tendto Tendto Mostly Strongly

disagree disagree disagree  agree agree agree
Accounting 0% 0% 0% 50% 50% 0%
Catering services 0% 0% 0% 0% 75% 25%
Construction 0% 0% 25% 0% 75% 0%
Retail Clothing 0% 0% 33% 33% 0% 33%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Most firms report having been critically affected by the crisis, besides the perceived
increase in illegal activities. A total 93% of businessmen state that the crisis affected the survival
of their business (Table 4.11). All firms of the Catering services, Retail clothing, and Construction
agree with the statement, while 75% of firms in Accounting also believe that the current crisis
puts their survival at risk. This reflects the particular economic hardship in these three sectors
(Construction, Catering and Retail clothing). Overall, Greece has seen about 230,000 businesses
closing from 2007 to 2013, a decline of 27% from the total number of businesses in 2007 and
46% of firms are not able to pay their debts towards banking organizations (Hellenic Chamber of
Commerce, 2014). In particular, from 2007 to 2013, new construction permits have declined by
80% and from 337,000 employees in the sector in 2008, the number decreased to only 140,000
in 2013, a 58% loss (European Commission, 2014). Wholesale and retail trade, car and
motorcycle repair, real estate and accommodation and food services were among the most

hardly hit by the crisis in terms of employment losses (European Commission, 2014).
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Table 4-11 The crisis affects the survival of my business

Strongly Mostly Tendto Tendto Mostly Strongly

disagree disagree disagree  agree agree agree
Accounting 0% 0% 25% 25% 50% 0%
Catering services 0% 0% 0% 0% 75% 25%
Construction 0% 0% 0% 0% 100% 0%
Retail Clothing 0% 0% 0% 0% 67% 33%
All sectors 0% 0% 7% 7% 73% 13%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

4.5 Structural Inefficiencies and other business barriers in Greece

The current economic downturn is perceived as the main barrier to doing business, but
structural factors and ill-designed business policies also hamper firms’ operations and growth. To
help assess business conditions, | asked businessmen to describe the barriers they face in doing
business, such as financing, tax system, corruption, and crime rates (Table 4-12). For all sectors,
the current economic climate in Greece, access to finance, and the cost of financing itself are
major obstacles to business function and growth. In total 88% of the investigated businesses
agree that the economic crisis has been the most significant obstacle in their growth, with the
total of firms Accounting, Construction and Catering viewing the crisis as a major obstacle. The
tax system, bureaucracy, macroeconomic stability and change of regulatory policies are seen by
more than 70% of firms in all sectors as a major obstacle in doing business. Corruption, crime,
strikes and unfair competition practices are seen more than 60% as a moderate to major
obstacle. A total of 94% of firms assess the frequent changes of regulatory policies as a major
business barrier. Businesses face significant obstacles during the crisis, with several laws and
regulations passed during the economic crisis being extremely unfavourable for the business

environment. Although some policy changes had to be taken in response to the crisis, the
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increase in VAT, the increased corporate tax rate in addition with the tax pre-payments required
per month as opposed per fiscal year, imposed an increased burden on firms. These along with
the major difficulties of accessing credit resulted in many firms closing down or being at risk of
survival. By contrast typical services required for daily business activity such as
telecommunications, electricity, transportation, seem to pose minor to no obstacle in more than

80% of the businesses.

Table 4-12 Assessment of different business barriers

No Minor Moderate Major
obstacle Obstacle Obstacle Obstacle

Access to finance 0% 0% 19% 81%
Cost of financing 0% 0% 12% 88%
Telecommunications 86% 14% 0% 0%
Electricity 58% 21% 0% 21%
Transportation 69% 23% 8% 0%
Title or leasing of land 17% 17% 8% 58%
Tax system 0% 12% 12% 76%
Trade regulations 33% 20% 27% 20%
Business licensing 19% 12% 25% 44%
Skills and education of available workers 44% 19% 25% 12%
Frequent changg of regulato_ry po.I|C|es (chan.ges in 0% 0% 6% 94%
tax system, and in business licensing regulations)
Macroeconomic instability (inflation, rates) 0% 0% 25% 75%
Functioning of the judiciary 14% 0% 43% 43%
Corruption 0% 0% 50% 50%
Bureaucracy 0% 0% 19% 81%
Street crime, theft and disorder 0% 40% 27% 33%
Organised crime, violence 42% 17% 8% 33%
Social unrest, strikes, protests 19% 6% 31% 44%
Anticompetitive practices of other competitors in 20% 13% 27% 20%
your sector
Contract violations by customers and suppliers 21% 29% 36% 14%
Current economic crisis in Greece 0% 0% 12% 88%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.
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Administrative bureaucracy and the state organisational chart are considered major
obstacles in doing business in Greece. During the 1* stage of interviews, many firms mentioned
issues with the state organisation and several questions were incorporated in the 2" stage
qguestionnaire in order to pin down major reform challenges. Table 4-13 distinguishes seven main
problems that the state could tackle in order to promote business development and growth. The
joint jurisdiction and the lack of cooperation between ministries and government services are
viewed by more than 60% of the businesses as a major obstacle. The lack of information for
similar enterprises, the intervention of Unions and Professional bodies, and the lack of a business
plan prior to start up or the lack of appropriate revisions to the business plan and the business
strategy, are considered by more than half of firms in all sectors as either moderate or major
impediments in successful business development. Also the large number of laws and regulations
dictating the activity boundaries of a business creates complications in doing business and is
viewed by 81% of firms as a major obstacle in business operations and development. In
particular, this high percentage is mostly derived by the Construction, Retail and Catering sector,
in which 100% and 75% of the businesses agree that the large number of laws is prohibitive for

their growth (Table 4-14).

In a recent study on OECD countries, including Greece, it was found that the cost of
taxation, based on the cost of taxes imposed and the cost of complying with the tax
administration, together with the quality of governance, and the regulatory policies are the most
important determinants of corruption and shadow economy in these countries (Manolas et al.
2013). Furthermore, a recent study on the level of commodity tax rates underlines the
importance not only of the tax rate but of that of tax structure, indicating that specific taxation
as opposed to ad valorem taxation are more linked to firms choosing informal activities
(Dellipalla 2009). Bitzenis et al. (2015) extend the research on corruption and shadow economy

and highlight its negative based on a case study of energy services companies in Greece. Bitzenis
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and Vlachos (2015) support that reducing the tax burden and the social security contributions,

and improving tax collection first by simplifying tax administration, and second by increasing

audits and enforcement controls should be among the first steps towards this direction (Bitzenis

and Vlachos 2015).

Table 4-13 State business barriers

No Minor Moderate Major
obstacle Obstacle Obstacle Obstacle

Joint jurisdiction of ministries and
government services 7% 13% 20% 60%
Lack of cooperation between . . . .
ministries and government services 0% 12% 19% 69%
Intervention of Professional Institutes
and Unions for collection of benefits 19% 25% 19% 37%
or obligatory use of their services
Lack of information on operation of

0, 0, 0, 0,
similar enterprises 0% 31% 38% 31%
Lack of business plan prior to
business start/ no reV|e\{v of business 20% 7% 20% 53%
plan after staring operations
Lack of land planning 14% 21% 36% 29%
Number of laws/regulations 0% 0% 19% 81%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.
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Table 4-14 Assessment of state business barriers per sector

Joint jurisdiction of
ministries and
government services

Lack of cooperation
between ministries and
government services

Intervention of
Professional Institutes and
Unions for collection of
benefits or obligatory use
of their services

Lack of information on
operation of similar
enterprises

Lack of business plan prior
to business start

Lack of area planning

Number of
laws/regulations

Accounting

25%

25%

25%

25%

25%
0%

50%

Construction

Major Obstacle

100%

75%

50%

25%

33%
50%

100%

Catering

67%

100%

75%

25%

50%
67%

75%

Retail
clothing

50%

75%

0%

50%

100%
0%

100%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Following up on specific questions on the business environment, firm owners and

managers were asked to identify further obstacles, specific to their business. These were

categorized per sector as shown below:

.  Retail clothing

e Existence of illegal and black market commerce of quality and/or fake goods and

general lack of quality control

e Strict operating business hours due to Union restrictions

e Lack of feeling of security due to illegal immigration and crime rates

e Unfair competition policies from multinational companies

e Ambiguity of laws

e Culture of corruption and tax evasion among businesses
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V.

Difficulty in acquiring information or securing financing through banking or EU
growth support funding (i.e. ESPA)
Limited available information on the operation and administration of similar

enterprises

Catering services

Local municipality/council decisions may sometimes request unfair demands from
businesses, if these don’t provide informal payments, and increase their risk of
survival

National insurance contributions from employers are not correlating with the
employees’ benefits

Lack of public parking spaces

High VAT and taxes

Lack of entrepreneurial spirit and skill set

Construction

Large number of laws, sometimes contradictory, for civil construction (ranging from
archaeological permits to balcony closures)

Joint jurisdiction of ministries and government services

Insufficient cooperation between government agencies

Lack of adequate land area planning and increased municipal/state intervention
Limited e-government services for the construction sector

Non transparent government contract tenders

Accounting

Unstable tax system
Lack of legislative quality and transparency

Bureaucracy
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4.5 E-Government as response to corruption

Most firms use available e-government services (i.e. for submission of tax forms,
certificates and legal documents for licenses) and the development of e-services is perceived as a
way to reduce corruption and increase transparency. Most businesses are happy to use the
current e-services and the majority of respondents, 94%, replied that they are already using
some means of the Greek state E-government platforms. At the same time, a cumulative 94% of
firms across all sectors agree that E-government is either very important or essential for
facilitating business operations (Table 4-15). Specifically, Accounting, Catering services and
Construction agree by 100% that E-government is very important to essential since these sectors

are the ones that have more ties and liaisons with state agencies.

Table 4-15 How important is E-government for facilitating the operation of your business

Important Very important Essential
Accounting 0% 100% 0%
Catering services 0% 50% 50%
Construction 0% 75% 25%
Retail Clothing 33% 34% 33%
All sectors 6% 67% 27%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

Firms strongly believe in deepening the level of e-government services as a way to
reduce corruption. In Table 4-16, all sectors overall agree with the statement, particularly firms
in Construction. E-government is expected by the businesses to reduce the level of corruption
since it can reduce the level of personal contact with government officials and their discretionary
power. Based on the firms’ statements in the questionnaire and the discussions, especially the
managers and owners of Construction firms stated that currently in Greece and specifically in the

Construction sector it is common practice between companies to ‘fix’ public procurement
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competitions, either by arranging a small exit fee to other competitors, or to sequentially win the
tenders so that everyone gets at least some business. It is therefore evident how the state could
address these issues by introducing more e-government platforms with services ranging to a
variety of subjects i.e. tax declaration forms, electronic customs form, on-line public
procurement competitions for hospitals, civil works and ministries. For example, electronic
platforms for state contracts tenders would enable a much more transparent environment with

less legal complications and unnecessary delays.

Table 4-16 E-government acting as solution to corruption

Tend to agree Mostly agree Strongly agree
Accounting 75% 0% 25%
Catering services 25% 50% 25%
Construction 0% 75% 25%
Retail Clothing 33% 67% 0%
All sectors 33% 47% 20%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14.

4.6 Analysis of the open-ended questions

The final three questions of the questionnaire allow the interviewee to present his/hers
ideas on: a) why each sector is more prone to corruption, b) which are the ways to improve
transparency and reduce corruption and c) which are the main measures that should be taken to

grow one’s business.

In the first question, on why each sector is more prone to corruption, the Retail clothing
industry mention the anti-competitive practices of other firms and the preferential treatment
that these firms receive from public officials. They also mention the illegal trade of fake goods in

cheap prices, while public officials turn a blind eye. Apart from corruption, some of the
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businesses in retail industry cited problems with the education of the workforce, stating that
there is a shortage of employees with the necessary professional and technical qualifications.
Businesses in retail also cite issues with the work ethic of some of their employees. They
mentioned that trust was often violated by their staff and that the recruitment of properly
educated, experienced as well as responsible employees posed significant challenges. Some of
the issues that were discussed were the lack of responsibility lack of interest in the company,
and a lack of timely dealing with their daily obligations. The frequent turnover of the staff, and
the inability to find employees that would commit to the job in the long-term was vastly to
blame for the weak work ethic, and the indifference exhibited on the overall product and the
quality of service offered. Possibly the lack of career progression that is also a consequence of
the current economic crisis, and the fact that these jobs in Greece are vastly seen as interim jobs
also contribute to the decreased staff motivation exhibited in these firms. It is interesting to note
that even though the interviews were taken in the capital of Athens, the respondents mentioned
problems with the skills of the available workforce. Consequently it could be inferred that these

problems would be aggravated in the smaller cities or rural areas of Greece.

The Accounting sector reported being particularly affected by corruption due to its
exposure to bureaucracy and its strong relationship with the Inland Revenue agency. Despite the
recent implementation of E-Tax submission and payment services having reduced the amount of
corruption and face-to-face transactions with state officials, the respondents state that
bureaucracy still strongly influences the accounting sector since every accounting office needs to

continuously monitor the recent changes in the tax system and implement them with accuracy.

Catering services interviewees suggest that business certificates needed from many state
agencies and organizations made the sector more prone to corruption. In order to open a
catering service (i.e. restaurant) the certificates needed span from the local Fire Department for

fire safety approvals, to the Hygiene/Sanitation Agency and the National Insurance Trust. On top
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of that, bi-annual inspections by local authorities of these agencies (not coordinated to happen
at the same time) leave room for non-transparent procedures, which may explain why catering

services have responded that unofficial payments occur frequently.

Finally, the Construction businesses and especially the companies that are involved in
public work tenders, suggest that the sector is highly prone to corruption. Due to the nature of
the state contracts and the strict legislation this sector has to liaise with almost all the state
agencies. Even in cases when the client is of private nature, a similar number of agencies will be
involved i.e. Civil Area planning, local area Housing Contract Agency, Fire Department, Health
and Safety agency, National Insurance Trust, local Tax office, etc. Increasing the number of state
stakeholders results in increased levels of corruption, which is what all the investigated
construction businesses suggested. Establishing a unique procedure for land planning permits
and licenses, possibly through e-services and a one-stop shop would reduce the number of

agencies involved and help lower the opportunities for corruption (see below).

The answers of businessmen to the second question on the ways to improve public
sector transparency were relatively homogenous. All sectors produced similar answers that are

summarised below:

Increased usage and implementation more of E-government services
e Better legislation with fewer and easier to comprehend laws

e Reduced state interventions

e Frequent but random inspections with coordinated state bodies

e More strict penalties to illegal activities

The final question on the measures that should be taken by the Government to foster
business growth revealed some heterogeneity across sectors. Some general comments and
suggestions were applicable to the generic business environment in Greece, but many comments

were sector specific. The main generic comments were:
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e C(Clear, simple and stable tax system (by far the most common comment)

e Reasonable VAT and tax rates for businesses and individuals

e (lear, and simple legislation for on-going businesses and start-up’s

e Reduction of tax evasion

e Reduction of unemployment

e Better education

e Transparent procedures and information on how to enroll to EU support funding (ESPA)

e Exit from the economic crisis and kick start of the economy (i.e. positive growth rates)

The per-sector comments can be seen below:

I.  Accounting

e Upgrading the role of the sector and reduction of state intervention

e Reduce the state agencies which are responsible for business financial issues

1. Catering service

e Improvement of households’ confidence
e Stopping the politically affiliated Press & Media from terrorizing and manipulative
strategies

e National insurance contributions reflecting true pension benefits

1l. Construction

e Employ only chartered construction engineers
e Ontime and problem free funding of public works
e Introduction of E-bidding for state funded works/tenders

e Promote fair competition and support SME’s

Iv. Retail clothing

e Strict penalties and correct law enforcement for black market activities

e Pure competition and monitoring of competition practices
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The syndicates and the favour for favour mentality, as well as a client-based political
actors, according to some respondents covered and promoted corruption, non-transparency and
many times illegal acts. According to the questionnaire answers, adaptation to new government
and EU programs, which unfortunately are limited and are not adequately promoted to SMEs,
would lead some businesses to develop, and promote positive growth rates. However, this
measure due to bureaucracy and lack of proper information (as suggested by the respondents)
has been implemented partially and recently the Greek government has gained one more year of
extension to absorb the EU support funding until the end of 2016. By December 2014 almost
88% of the funds (about 19.5 billion Euros) have been absorbed for the EU program spanning
between 2007 and 2013. However, the absorption level has dramatically increased only over the
last two years since in January 2013 the absorption level was about 41% at 1.6 billion Euros

(ESPA, 2014).

The importance of cultural norms was also emphasized in the interviews and particularly
in the discussion with a foreign businessman in Catering services that mentioned the problems in
dealing with public services with a lack of good knowledge of the Greek language, and cultural
norms. The businessman described as the dealing with public officials quite lengthy and time
consuming, and that there were many difficulties for the establishment to start operations and
acquire its licenses. The demands for the business to acquire the license to start operation
seemed inconsistent and resulted in major delays. In many cases the establishment of important

business relationships was quite difficult, lacking the necessary language skills and culture.

4.7 Conclusions and limitations of the study

This study overall present the results of in-depth interviews in Greece over 2013-14 to gain
an understanding of the business barriers that specific sectors in Accounting, Construction,

Catering, and Retail clothing are facing. Firms’ answers reveal a system for doing business that
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seems to be overall inconsistent, uncertain, time consuming and in some cases corrupt. The
complicated regulatory system creates opportunities for public officials to use their discretionary
power to fault business and extract rents. Bribery still seems to be a response to bureaucratic
obstacles, however there is a recognition that this is a practice that needs to be changed. Most
firms mentioned that before the crisis corruption had decreased but that the negative economic
climate challenges the survival of firms and maintains or increases corruption, undeclared

employment and profit.

Both old and young businessmen condemned corrupt activities, even if they engaged in
them, allegedly to maintain their survival and deal with anti-competitive practices of other firms
in their sector. The older businessmen blame the weak institutions and increased discretionary
power of public officials for engaging in bribing as a mean to sustain their business and not face
any added unlawful burdens from public officials or in order to maintain enough profit in the
current climate for their firm to survive. By contrast the younger businessmen in the sample
were completely negative of engaging in any corrupt activity with public officials and partly
blamed the older businessmen for the fact that some public officials continue to demand bribes
from businesses. As corruption and bribing needs two parts to take place, it seems that the
younger generation can provide a firmer stance towards corruption and bring about necessary

changes in the way business is conducted in Greece.

The study has some limitations because of the number of firms in the sample, and the
observations were restricted in location, all taken from the capital of Athens. Other regions in
Greece may in some cases experience different business barriers and behaviours of public
officials, and some of the barriers could be aggravated, as sometimes access to information or
resources may be limited. In addition to the sample restrictions, the questionnaire itself may not
always provide the most honest answers, as there could be some possible withholding of

information on corrupt activities. However, as the interviews were conducted in depth, and in
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two stages, some of the respondents actually admitted openly some level of non-compliance
with regulations, while others expressed very strong views against the state system and corrupt

practices, | would expect that this bias would be limited.
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CHAPTER 5

5. Institutional Constraints, Corruption and Firm Development

5.1 Introduction

Corruption is one of the major impediments on long-term economic growth. The impact
of corruption on economic performance is a key issue in development economics, central to the
design and implementation of public policies. A large recent literature investigates the
determinants of corruption, and its effect on entrepreneurship (Banerjee, Hanna, and
Mullainathan 2012; Campos, Dimova, and Ahmad 2010; Rose-Ackerman 2013; Soreide 2014).
Corruption may deter entrepreneurial activity, private investment, tax revenues, waist
resources, and obstruct the implementation of necessary regulations. The World Bank estimates
that 1 trillion USD, around 3.3% World GDP, is spent on bribes every year (World Bank, 2004).
However, most of the existing empirical evidence on the effect of corruption on economic
performance is based on cross-country studies. This empirical strategy provides incomplete
evidence of the driving mechanisms behind the impact of corruption on economic performance.
Indeed, corruption hampers growth through a variety of channels and it may have important
efficiency costs for the economy, additional to the amount of bribes paid to public officials.
Therefore, the effect of corruption on firm performance, and the associated underlying
mechanisms, need to be assessed when designing anticorruption and development policies

(Olken and Pande, 2011, Sequeira, 2012).

This chapter highlights the linkages between corruption and institutional quality. While a
plethora of studies have contributed effectively to the existing knowledge and understanding of
the phenomenon of corruption and its determinants, the links between the institutional
environment, and the interdependence between institutional factors remains largely
unexamined. Institutional progress, in terms of regulatory stability, the development of a
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competitive business environment without barriers to entry, macro-stability, access to finance,
simple and efficient framework for registering and operating a business, an effective tax system
and tax administration, and the quality of the judicial system can have a strong positive impact
on the success of any anti-corruption reform policy and the actual reduction of corruption levels.
More specifically, although corruption has been proved to harm the business environment and
specific types of firms more than others, the level of corruption and the degree it constitutes an
obstacle to business development for various firms depends on the institutions and the legal
framework in each country, regarding the establishment and operation of firms and their overall

business development.

| create a business development model, based on the institutional factors that affect the
impact of corruption on business performance. | examine the effect of corruption on business
growth and unveil the interaction between economy and politics, firms and institutions, through
the prism of International Political Economy. Furthermore, | conduct additional analysis for
young and fast-growing firms that have been shown to constitute an important engine of
economic growth. | then use this model to explain the differences on the levels of corruption and
its impact on business between countries. The evaluation of the degree of business barriers
caused by corruption also allows identifying a set of institutions to tackle corruption issues and
improve the institutional framework for the creation, effective operation and growth of

businesses.

The institutional framework may reduce corruption through two main channels: (i)
clear and simple regulatory framework, (ii) well-functioning property rights and contract
institutions. Progress in the first cluster of institutions could lead to higher transparency and
lower corruption by reducing the costs of information. For example a clear and efficient
framework for the operation and registration of business is vital for business development.

Effective tax administration, finance institutions, and clear, non-contradictory legislation are also
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particularly important in the road to transparency. Property rights and contract institutions are
the second channel though which the institutional setting can affect the corruption levels. The
scope for bribery is lower when the quality of the judicial system is high, as deviation from
agreed contracts is more costly. A well-functioning judicial system also decreases the costs of
contract enforcement by facilitating firms, households, and civil servants monitoring. Therefore, |
expect that the development of some institutions, such as effective tax administration, proper
property rights, and an effective judicial system, will play a substantial role in the global anti-

corruption effort.

| use the Business Environment and Enterprise Performance Survey (BEEPS), which as
discussed earlier is a large survey of firm managers in transition countries, conducted by the
EBRD and the World Bank to develop my business model. The institutional set-ups differ
significantly across the countries of my study. Therefore | can determine the channels through
which other institutions can affect the severity of the drag of corruption on business operations,
as experienced by business managers. | examine the relationship between the constraint of
corruption as reported by managers, the frequency of corruption and other institutional
constraints, and their interaction. This strategy allows distinguishing the effect of other
institutions on corruption, and it determines the mechanisms through which exposure to a low

institutional environment can impose further barriers on doing business.

This chapter makes three important contributions. First, the chapter analyses the
high levels of corruption and the interconnectedness of institutions by applying an in depth
analysis of the progress of different institutional indicators to provide some insights on a possible
business development framework. The study investigates different aspects of the business
environment and conducts Principal Components Analysis and Multivariate linear response
surface analysis on the institutional factors that explain the variation in the overall constraints

faced by the firms in this study.
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Second, | form the base of a business development model that estimates how the
constraint of corruption depends on the overall quality of the business environment and on
specific institutions. In recent years, the reform agenda in transition countries as well as
countries of South Europe remains a challenge. Economic and institutional reforms seem to have
lagged behind, and firms in the main regions of study still experience a significant constraint
from corruption. By controlling for country and sector fixed effects | estimate more precisely the
effect of corruption. | find a strong association between the perception of corruption as a
business barrier and managers’ evaluations of judiciary, business permits, anti-competition, and
tax administration as a barrier in doing business. These relationships, display a sizable effect of

other institutions on corruption, and firm development.

Finally, | investigate in more detail the institutional factors that can drive the effect of
corruption on a specific type of firms that constitutes the engine of growth, young and fast-
growing enterprises (OECD 2007). The focus is placed on three important aspects; the
institutional barriers faced by the young and fast growing enterprises, the relationship between
the barrier of corruption and other institutional constraints experienced by these firms, and the
impact of corruption on their performance, using various performance indicators. The study is
particularly important to build a business development framework that will provide a set of
institutions that are helpful for young fast growing firms and long-term growth. My estimates
show that sound property rights and an effective court system are essential to reduce the

negative impact of corruption on the private sector.

The chapter is organized as follows. Section 5.2 discusses the data, measures of
corruption and preliminary evidence of the presence of corruption in the regions of study.
Section 5.3 describes the empirical strategies. Section 5.4 presents the results of Principal
Component Analysis and Multivariate linear response surface analysis. Section 5.5 describes the

effect of institutions on the perception of corruption as barrier to doing business. Section 5.6
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investigates the institutional factors responsible for the effect of corruption in doing business for
young and fast-growing enterprises. Section 5.7 concludes on the framework for a business

development model to address the constraint of corruption at the firm level.

5.2 Data and preliminary evidence

This chapter is again based on the EBRD-World Bank Business Environment and
Enterprise Performance Survey (BEEPS). The BEEPS survey examines the quality of the business
environment, determined by several questions on the interaction between the private and the
public sector. It provides an assessment of corruption, from firm managers. The survey is
conducted on the countries of Eastern Europe and Central Asia and on a set of comparator
countries of Western Europe and East Asia in 2004 and 2005. For 2005 two rounds of the BEEPS
survey are used, one round including the transition countries and one round conducted in the
group of comparator countries. For 2005 two rounds of the BEEPS survey are used, one round
including the transition countries and one round conducted in the group of comparator
countries. The analysis is based on South Europe, Eastern Europe, and Central Asia. | further
separate the countries of Eastern Europe, and Central Asia in smaller regional groups based on
the geographical location, South Europe, that includes Greece, Portugal and Spain, South-Eastern
Europe, Central Europe and the Baltics, Eastern Europe and the Caucasus, and also include

separately, Russia, Turkey and Germany as other comparator countries®*.

** South Europe includes: Greece, Portugal, and Spain. South-Eastern Europe includes: Romania, FYROM,
Albania, Bulgaria, Serbia and Montenegro, and Bosnia-Herzegovina. Central Europe and the Baltics include:
Croatia, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic and Slovenia. Eastern
Europe and the Caucasus include: Armenia, Azerbaijan, Belarus, Georgia, Moldova and Ukraine. Central
Asia includes: Kazakhstan, Kyrgyz Republic, Tajikistan, Mongolia, Turkmenistan, and Uzbekistan.
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5.2.1 Measures of corruption in the institutional environment

To assess the magnitude of corruption the chapter uses the measure of the frequency of
corruption, as the frequency of the unofficial payments and gifts that firms pay to “get things
done” with regards to licenses, customs, taxes, services, and regulations (please see Chapter 2,

Section 2.3.2 for a detailed description of measures).

An additional measure to evaluate the magnitude of corruption is the percentage of
total annual sales that a firm like the one represented by the respondent, would typically pay in
unofficial payments and gifts to public officials (please see Chapter 2, Section 2.3.2 for a detailed

description of measures).

The severity of corruption is examined based on its assessment as an operational and
growth barrier for doing business. Managers in the BEEPS survey are asked if corruption
constitutes an obstacle for the current operations of their business. This measure of corruption
severity can display the effect of corruption and regulatory capture in doing business, but they
could also reflect managers’ perceptions (please see Chapter 2, Section 2.3.2 for a detailed

description of measures).

5.2.2 Preliminary Evidence

Russia and Central Asia report the most frequent unofficial payments, followed by
South-Eastern Europe, and Eastern Europe and the Caucasus (Figure 5.1). The frequency of
corruption appears less aggravated in Central Europe and the Baltics, whereas in Germany,
Turkey, and South Europe it appears the lowest. Even though the measures of corruption
frequency and perception of corruption as a business barrier are positively correlated, it is
evident that some firms in some countries may experience corruption as an important barrier in

doing business even if there is relatively lower frequency of corruption compared to other
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countries. However, we need to note that the frequency of corruption may not depict the actual

size or severity of corruption.

Corruption appears a barrier in doing business in all countries of the study (Figure 5.2). It
constitutes a stronger barrier in doing business in South-Eastern Europe, followed by Russia,
Eastern Europe and Caucasus, and Turkey. Central Europe and Central Asia also report
corruption as an important barrier in doing business. Managers in Germany, followed by South
Europe, all members of the European Union and the Eurozone, report corruption as a lower

barrier in doing business.

The countries of Central Europe have generally developed more successfully than the
countries of South-Eastern Europe, whereas the economic performance of the other
Commonwealth of Independent States (CIS) has generally lagged behind. At the same time
countries of South Europe, Greece, Portugal and Spain face important challenges for structural
reforms that became apparent with the severe deterioration of the economic climate. In order
to enable the processes required for sustainable growth, effective institutional reform is crucial.
The different levels of progress and economic reforms across these countries raise attention to
the role of the institutional environment as a determinant factor for the economic success.
Institutions can support effective changes in the real economy and contribute to economic
growth; however in these countries corruption has been a persistent institutional problem

holding back necessary reforms and hindering economic and political developments.
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Figure 5-1 Evaluation of the Frequency of Corruption in the regions of study

Turkey

South-eastern Europe

South Europe

Russia

Germany

Eastern Europe and Caucasus
Central Europe and Baltics

Central Asia

o
[
N
w

Corruption barrier

Figure 5-2 Evaluation of Corruption as a barrier to doing business in the regions of study

Note: Average answer to the impact of corruption on doing business, from 1 (corruption is not an
obstacle) to 4 (corruption is an important obstacle). Source: Author’s computations based on the EBRD-

World Bank BEEPS 2005 survey.
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5.3 Empirical Strategies

Some institutional constraints are more important than others and present a significant
obstacle in the sustainable development of businesses. Indeed, the results of the new qualitative
survey of Greek firms over 2013-2014 and the summarized work presented in Chapter 4, some
factors have a particular influence on entrepreneurship and the business environment. A brief
summary of these constraints for Greek firms is shown in Table 5.1 below. As expected due to
the large-scale economic crisis in Greece and other countries, the access to finance and cost of
finance currently present a major obstacle to business development. However, other constraints
cannot be solely attributed to the crisis and would need to be addressed with specific reform
programs as they tend to be related with more long-term social, economic, and political

characteristics.

Table 5-1 Questionnaire most significant institutional barriers in Greek Firms

Moderate Obstacle Major Obstacle
Access to finance 19% 81%
Cost of financing 12% 88%
Tax system 12% 76%
Business licensing 25% 44%
Macroeconomic instability 25% 75%
Functioning of the judiciary 43% 43%
Bureaucracy 19% 81%
Anticompetitive practices 27% 40%

Source: Author’s qualitative survey of sixteen firms of four economic sectors in Athens over 2013-14 (see
chapter 4).
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The analysis that follows attempts to evaluate the severity of the above business barriers
in a more comprehensive and quantitative way. | expect the different business barriers
presented in Table 5.1 to be correlated with a range of variables, which would benefit or hinder
the development of an enterprise. In turn, the development of an enterprise would be
correlated with the three corruption indices (the perception of corruption as a business barrier,
corruption frequency and bribes as percentage of total annual sales). The modeling scheme can

be seen in Table 5.2.

Table 5-2 Variables used for econometric modeling

Independent Variable (Perception of

Dependent Variable . . .
P institution as a business barrier)

e Access to Finance

e Perception of corruption as a e Cost of Finance
business barrier e Tax Rates

e Tax administration

e Business permits

. e Macroeconomic instability
e Corruption Frequency

e Judiciary function

c tion (% sales) e Anti-competition practices
. orruption (% sales
P ° e Regulatory instability

Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.

The empirical analysis is separated into three parts. The first part involves principal
component analysis (PCA) and multivariate linear regression in order to identify the drivers of
the different measures of corruption. Principal component analysis (PCA) is a statistical
methodology used to emphasize variation and point out strong patterns in a dataset. The
transformation is defined in such a way that the first principal component has the largest
possible variance. The main usage of PCA is the ability that gives to the user to reduce the
dataset size by grouping together or dropping independent variables, which show the same

trends or show very little variation respectively to each other.
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The second part of the empirical analysis includes regression analysis of the
corruption dependent variables versus the institutional barriers both with and without
interaction terms i.e. institutional barrier times corruption frequency, and also taking into
account country and sector specific fixed effects controls. The econometric model that is

employed is:

Yi= VCrci+ XIB + 6Ci*xi + O+ O + Ejgrc (1)

where i is an index for manufacturing plants, s is an index for different manufacturing
industries, and c is an index for countries. yis is the corruption constraint as evaluated by
business managers. C,. is the measure of frequency of corruption, X; are the measures of other
institutional constraints, e.g. barrier of access to finance by an establishment, and Ci*x; is the
interaction term between frequency of corruption and other institutional constraints. a. and as
are country and sector fixed effects that control for industry and country specific characteristics,
such as rule of law and overall institutional quality. These fixed effects also control for the level
of competition in a manufacturing industry at the national level. In all specifications, the
standard errors are clustered at the industry- country level. Such strategy has been recently used
by (Wren-Lewis 2015) to investigate the interactions between corruption and governance quality

for electricity supply companies in Latin America.

Finally, | investigate the effect of institutional barriers to ‘young and fast growing’
enterprises, which can boost economic development, as important drivers of growth,
employment, and innovation. | define young firms as those created after 1995, and fast growing

firms, the firms with the top 2/3rd fastest growth of their industry.
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5.4 Empirical Findings for the Principal Component Analysis

Corruption and other institutional constraints are interconnected. | use a principal
component analysis to untangle the relationships between the different variables. The overall
descriptive statistics and correlation matrix for the nine institutional barriers reported in Table
5.2 can be seen in Tables 5.3 and 5.4. All barriers have a positive correlation factor between
them, with cost of finance and access to finance strongly related (as also shown in the previous
PCA section), as well as tax administration and tax rates, and macro-instability with regulatory

instability, and corruption and judicial system.

Table 5-3 Summary statistics for the investigated 2005 BEEPS variables

Variable Obs Mean Std.Dev. Min Max

11,306 0.86 2.20 0 50
Corruption (% of annual sales)

) 11,135 2.24 1.43 1 6
Corruption frequency

Perception of different institutions as a business barrier

Corruption 11,802 2.02 1.13 1 4
Access to finance 11,995 2.22 1.13 1 4
Cost of finance 12,056 2.44 1.14 1 4
Tax rates 12,305 2.70 1.11 1 4
Tax admin 12,241 244 1.13 1 4
Business permits 12,107 1.95 1.03 1 4
Macro instability 12,158 2.44 1.14 1 4
Judiciary 11,744 1.95 1.08 1 4
Anti-competition 12,068 2.24 1.13 1 4
Regulatory instability 12,140 2.37 1.14 1 4

Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.
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| first analyse the relationships between the 3 dependent variables of Table 5.2: the
perception of corruption as a barrier to doing business, the experience of the frequency of
corruption during contacts with public officials, and the self-reported share of sales paid as
bribes. Prior to the PCA, all the questionnaire responses were normalized (divided by their

standard deviation).

Component 3

Figure 5-3 Principal component analysis for corruption measures

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.

There is much higher variation towards the corruption term (as percentage of annual
sales paid in bribes) while the scatter in the other two corruption measures are comparable
(Figure 5.3). A brief overview of the BEEPS data indeed revealed that some firms in the
investigated countries reported up to 50% of the year’s sales revenue went to bribes. These
values however are considered as outliers since the average bribe payments of the corruption
made as percentage of annual sales is 0.86%, and only fourteen (14) firms reported higher values

than 10%.
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Table 5-4 Correlation matrix between the perceptions of different institutions as a barrier to doing business

Perception of different institutions as a business barrier
Corruption Ac.cess to (?OSt of Tax rates Tax admin Busin(?ss . Macr.o.- Judiciary Anti.— .
finance finance permits instability competition

Corruption 1
Access to finance 0.2764 1
Cost of finance 0.3087 0.6844 1
Tax rates 0.3206 0.3469 0.4431 1
Tax admin 0.3842 0.3325 0.3765 0.6598 1
Business permits 0.3918 0.2873 0.2914 0.326 0.4089 1
Macro-instability 0.4211 0.2987 0.3543 0.3894 0.3635 0.3198 1
Judiciary 0.629 0.2752 0.3074 0.3056 0.3518 0.3876 0.4707 1
Anti-competition 0.4402 0.2422 0.2775 0.3157 0.2608 0.2985 0.4004 0.3865 1
Regulatory instability 0.4443 0.2939 0.348 0.3844 0.3623 0.3291 0.6354 0.4928 0.3747

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.
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Corruption and unofficial payments harm businesses and their performance, thus their ability
to effectively grow and invest part of their revenue to R&D, and expansion strategies. Figure 5.4 shows
the regression between a firm’s natural logarithm of annual sales in thousands of USD (S), which
includes both new and old firms, versus the corruption measure of bribes as percentage of annual sales.
The graph also reveals another significant aspect of corruption, that the highest bribe payments are
seen in firms with annual sales between $20k and $S1m. In the countries investigated, it is exactly those
types of small firms that account for the higher percentage of employees (within the country) and GDP

contribution, so effectively the backbones of the economy.

T T T T T

10 20 30 40 50
corruption

® Firm Sales Fitted values

Figure 5-4 Log of annual sales versus corruption (bribes paid as percentage of total annual sales)

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.

The analysis of the nine different institutional barriers, the nine independent variables of
Table 5.2, reveals a high degree of interdependence between the institutional barriers reported by

managers in transition countries. Following a Principal Components Analysis, 60% of the total variance of
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the institutional variables is explained by the first three components (Figure 5.5). In particular the first

component accounts for about 42% of the variance, thus further analysis and statistical regression would

be necessary using the most significant barriers as shown in Figure 5.6.
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Figure 5-5 Principal components analysis variation for all business barriers

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.
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Figure 5-6 PCA biplot for business barriers showing component 1 & 2

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.
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Some barriers can be clustered together while others are strong drivers of specific variation
(Figures 5.6, 5.7 and 5.8). The access and cost of finance barriers can be grouped together as well as the
tax rate and tax administration barriers. Similarly the judiciary, the perception of corruption as a
business barrier, the macro-instability, the anti-competition and the regulatory instability barrier show
the same categorization and also similar axis angle towards which most of the variance is observed.
Finally the new business permits barrier is between component one and component three, and shows

that it will also influence the regression analysis as an individual business barrier.

The principal component analysis can be viewed in a two-dimensional (2D) space at the
observed biplots (Figures 5.6, 5.7 and 5.8). Overall, the PCA provides a new perspective into the analysis
because it can infer which variables should be evaluated further and which could be dropped. In the
current analysis, although some institutional business barriers can be grouped together, the study will
perform regression analysis to all of them against the perception of corruption as a business barrier in

order to evaluate individually which institutional term would be more significant.
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5.4.1 Multivariate linear response surface analysis

Using the eight institutional barriers as independent variables and the corruption frequency
and perception of corruption as a business barrier as the dependent variables, a linear response surface
was calculated. The responses of the individual components can be seen in Figure 5.9. Despite the fact
that some components have very low or zero gradients and effectively would not affect the regression
outcome they were still included in the analysis and not dropped as variables. The x-axis shows the
magnitude of the regression coefficients of corruption frequency and corruption barrier on all other

business barriers.

The barriers of anti-competition practices, business permits, judicial quality, and tax
administration have more significant effects and for that matter positive effects on corruption as a
general barrier and corruption frequency. On Figure 5.10 | regress the frequency of corruption on all
other business barriers, and on Figure 5.11 | regress corruption barrier on all other business barriers. The
95% confidence regression coefficients can be seen on the x-axis in Figures 5.10 and 5.11 for corruption

frequency and perception of corruption as a business barrier respectively.

A corrupt environment deprives firms from equal market opportunities and increases the cost of
doing business. This can create obstacles in the market entry of firms. Corrupt judicial systems also
obstruct the ability of firms to enforce contracts and business opportunities are reduced. Business
corruption decreases competition and efficiency and develops a “rent-seeking” environment. The
demand of bribes by public officials for the acquisition of licenses and permits reduces the amount of
firms that can enter the market (Sullivan and Shkolnikov, 2004). Thus, corruption may lead to a
deterioration of the business environment: as some firms lack sufficient resources to bribe government

employees, or are unwilling to do so, their access to services is reduced or deteriorated.

171



accessfinance anticompetition businpermits costfinance judiciary

corruptionfreq

corruptionbar

macroinstability regulinstab taxadmin taxrates

corruptionfrag

l
i
|
!

corruptionbar

mmﬂw‘m‘m

Figure 5-9 Linear response surface regressions for perception of corruption as a business barrier and
corruption frequency versus eight other business barriers

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.

Corruption and the quality of the judicial system appear highly correlated and interlinked. In
more corrupt countries, the court system may be less fair and impartial and able to enforce its decisions.
A low quality in the judiciary or corruption in courts is associated with corruption and the rule of law as
contracts may not be enforced and rights not properly protected at courts, agents may not abide by the
rules, and there may be low trust and low quality of contract enforcement. Corruption may provide
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opportunities for private firms to deviate from the specified contractual terms. Some industries depend
heavily on specific contracts, and their enforcement by regional institutions, in which case managers

have to exert more effort and resources to deal with the requirements of a corrupt public sector.

Corruption is also related to the ease of acquiring business licenses. Firms often engage in illegal
practices and bribes to ensure their operation at first (e.g. the operation licenses), and then their
expansion. This thesis has also found that in the countries of the study, and in particular in some

industries, as construction, bribes may be frequently offered to acquire business permits and licenses.

Corruption appears closely linked to anti-competitive practices. One of the negative effects of
corruption may be the decrease of competition. The number of competitors decreases in industries
where some firms are actively seeking to influence laws and regulations affecting their business, through
bribery and other gifts to public officials. A corrupt environment and an unlawful favour-for-favours
relationship between the state and some firms, deters competition, obstructs restructuring and creates
inefficiencies that prevent development of the private sector and of the healthy business and
competition environment. Inefficient firms with poor corporate governance may remain in business and

obstruct the entry, survival or the expansion of new firms.

A business environment with competitive characteristics is particularly important. As some firms
extract rents from the government, and influence regulations for their advantage, competition is
distorted, resources are misallocated and other firms in the market can suffer a negative impact on their
business. These firms could be influencing the regulatory environment and divert government resources
in their favour. The entrance of new firms can prevent monopolies and the concentration of power in
the hands of oligarchs and subsequently prevent regulatory capture. The arrival of new firms can act as a

safeguard of the different actors in a sector, increase openness of information and more transparent
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practices. A small number of firms within a sector, may lead to rent-seeking practices and prevent
effective and necessary reforms. In turn, the arrivals of new entrants can pose pressure for
improvements in efficiency and innovation from existing firms and push inefficient firms towards exit.
New companies may prompt existing firms to increase their productive efficiency by improving their
production process by new investments or by learning from the new entrants. Firms entering the market
may also increase the allocative efficiency across firms. New companies can replace low productivity

enterprises and increase the average productivity.

| carried out a multivariate linear regression including interaction terms between the
corruption frequency and the investigated institutional barriers. The perception of corruption as a
business barrier is the dependent variable, while the frequency of corruption is included as a multiplying
interaction term to depict the corruption environment (Figure 5.12). Judiciary performance is the main
driver of the perception of corruption as a business barrier, followed by anti-competition, tax
administration, business permits and regulatory instability. Tax administration seems to be highly

positively correlated with the perception of corruption as a business barrier.
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Figure 5-10 Most significant (95% confidence) business barriers on reported frequency of corruption
when interacting with public officials

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.
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Figure 5-11 Most significant (95% confidence) business barriers on the perception of corruption as a
business barrier

Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.
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Figure 5-12 Linear response surface regressions for perception of corruption as a business barrier versus
all business barriers including interaction terms

Note: Regression includes interaction terms.
Source: Author’s computations based on the EBRD-World Bank BEEPS 2005 survey.

5.5 Institutions and the perception of corruption as a barrier to doing business

All the individual institutional barriers are positively correlated with the perception of corruption
as a business barrier and to the highest significance level (p<1%), when | control for country and industry
fixed effects (Table 5.5). The frequency of corruption when interacting with civil servants is strongly
correlated to the perception of corruption as a business barrier. Even though corruption may grease the
wheels of commerce and surpass lengthy administrative processes (Méon and Weill 2010), corruption is

largely associated with a constraint for the operation of businesses.
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Table 5-5 Regression analysis with interaction variables

Dependent Variable: Perception of corruption as a business barrier

corruptionfreq

corf_accessfinance

accessfinance

corf_costfinance

costfinance

corf_taxrates

taxrates

corf_taxadmin

taxadmin

corf_businpermits

businpermits

corf_macroinstabilit

macroinstability

corf_judiciary

judiciary

corf_anticompetitio

anticompetition

corf_regulinstab

regulinstab

0.275%** 0.224*** 0.216***

(0.010) (0.018) (0.020)

0.010

(0.007)

0.187***

(0.019)
0.010
(0.007)
0.205***

(0.019)

0.165***  0.163***  0.246***  0.180***  0.206***

(0.022) (0.020) (0.017) (0.020) (0.016)

0.026***
(0.007)
0.200%**
(0.024)
0.023%**
(0.008)
0.258%**
(0.025)
-0.014*
(0.007)
0.355%**
(0.021)
0.020%**
(0.007)
0.296***
(0.021)
-0.016**
(0.007)
0.615%**

(0.024)

0.226***  0.185***

(0.020) (0.019)

-0.002

(0.008)

0.360%**

(0.022)
0.017%**
(0.006)
0.317%**

(0.017)

Observations

R-squared

10,633 10,334 10,395

0.235 0.278 0.281

10,556 10,526 10,458 10,493 10,357

0.291 0.317 0.313 0.334 0.483

10,498 10,471

0.348 0.341

Note. Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1.
Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.
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5.6 Corruption and young and fast growing firms

The institutional framework is a determinant of a country’s sustainable development and
economic growth. It has been supported that the discretionary power of public officials leads to a tactic
selection of projects based on the ability to extract rents. Consequently, corruption and rent seeking
become integral parts of economic governance and more difficult to tackle (Ngo, 2008). Corruption may
deteriorate a country’s economic position by deterring entrepreneurship, wasting resources, hindering
private investment, impeding the collection of taxes, and obstructing the implementation of necessary
regulations. Several attempts have been made to measure the economic cost of corruption due to illegal
practices (Boswell and Richardson, 2003; EBRD, 2010; OECD, 2011; OECD, 2012). Firm level evidence has
found that corruption hampers business growth (Fisman and Svensson, 2007) and has significant

efficiency costs (Olken and Barron, 2009; Sequeira and Djankov, 2011).

| examine the channels through which corruption affects the business environment by
investigating other firm institutional constraints for young and fast-growing firms. The perception of
corruption as a barrier in doing business is overall closely linked to the other institutional constraints, as
ranked by firm managers. | look at what are the main barriers for young and fast growing firms, which
constitute an engine of growth. | define young firms as those created after 1995, and fast growing firms,

the firms with the top 2/3™ fastest growth of their industry.

| regress indicator variables for young, fast growing firms and their interaction with the manager
saying that corruption is a barrier in doing business (Table 5.6). Fast firms appear particularly affected by
corruption. In addition, | regress indicator variables for young, fast growing firms and their interaction
with the manager saying that business permits, tax rates, and tax administration is a barrier in doing

business some barriers are strong (Table 5.7). Young firms are particularly adversely affected by business
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permits (similar to fast firms), tax rates and tax administration (similar to young and fast-growing firms).
| regress indicator variables for young, fast growing firms and their interaction with managers evaluating
cost of finance and access to finance as a barrier in doing business (Table 5.8). Young firms appear
particularly constrained by access to finance. Finally the relationship between young, fast, and the fast-
growing young firms and managers evaluating macroeconomic instability, judiciary, anti-competition,
and regulatory instability as barriers in doing business (Table 5.9). Fast firms appear severely affected by
barriers resulting from the functioning of the judicial system, whereas young firms appear less likely to

evaluate regulatory instability as a barrier in doing business.

Young, fast, and young and fast firms are particularly negatively affected by corruption, and a set
of other institutions; financing institutions, the judicial system, tax rates and tax administration, and
business permits, leading to a low growth model. The young and fast firms form a channel for growth
and barriers to their operation can stall innovation, limit competition, and result to low growth, and lack
of equity. Young firms can be particularly vulnerable to the business environment, access to finance, tax
rates and tax administration, as well as business licenses, whereas the increase of firm operations over
time, and gained experience with the business environment, could allow firms to overcome possible
operational barriers for their business. Young firms have been found to have more concentrated
ownership compared to older, established firms. When firms usually grow in size there is a tendency to
spread corporate risk and have more decentralized ownership structure (Drumpetas et al. 2009).
Similarly fast-growing enterprises have a need for efficient processes for acquiring business permits and
transparent transactions that will not slow down their operations and increase their costs of doing
business and decrease their expansion rate. Transparency, a well-functioning judicial system, availability
of finance, effective tax administration, and efficient procedures for registering businesses and acquiring

business licenses appear as the most important institutions for young and fast growing firms. This set of
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institutions can result in a sustainable growth model, and promote business development for young fast
growing firms. The analysis of the determinants of corruption as a barrier in doing business for all firms
presented similar findings (Figures 5.8 and 5.9). The judicial system, tax administration, and business
permits appear closely linked to the constraint of corruption. However for all firms in the sample anti-
competition was also found closely linked to the constraint of corruption, whereas for young, fast —
growing firms there is no particular effect of anti-competitive practices, instead availability of finance
becomes crucially important. Judicial system, tax administration, and ease of business permits appear as

particularly helpful institutions for the quality of the business environment.

All institutional constraints and the assessment of managers of corruption as a barrier in doing
business for young and fast-growing firms are significantly positively correlated (Table 5.10). These
results confirm the initial hypothesis of the study on the links between the various institutions that
affect private sector development. Corruption and property rights institutions can affect access to
finance across firms. Firm access to finance influences the cost of capital, the level of investment, the
degree of technological transfer and the distribution of gains (Rajan and Zingales, 1998; Burgess and
Pande, 2005), while financial services rely heavily on contracts and their enforcement (Acemoglu and
Johnson, 2005; Djankov et al., 2007). Firms that want to expand their operations have to finance their
expansion either through their own cash flows, equity, debt or informal loans. Weak contractual
institutions and in particular corruption and corrupt courts may lower the returns of financial

intermediaries and lower firm access to external finance.

In countries with higher levels of corruption and lower contract enforcement, the financial
structure of the firms may be biased towards debt rather than equity or FDI, because debt contracts are
usually cheaper to enforce (Rogoff, 1999; Henry, 2007). The growth of FDI is correlated with economic

development and the reduction of corruption has been identified as one of the most important factors
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to increase FDI inflows (Athanasouli 2011). FDI investors have also to obtain licenses, permissions, and
authorizations to build and operate the plant, interacting with corrupt officials (Wei, 2000; Wei and Wu,
2002). Furthermore minority equity investors are particularly vulnerable to expropriation by corporate
managers and block shareholders in corrupt countries (Du, 2008). Indeed, Acemoglu and Johnson (2005)
document that weak property rights and contract institutions reduce equity markets development.
Corruption may not only influence the forms of financial intermediation but also the overall access to
finance. Djankov et al. (2007) show that low creditor rights decrease the extent of private credit.
Therefore it becomes evident that corruption can adversely affect access to finance, which is vital
particularly for young and fast-growing enterprises, whereas financing constraints appear linked to the
manager’s evaluation of corruption as a constraint in doing business. This could be explained by the fact
that managers associate corruption as related to the financing constraints they experience in the

operation of their operations.

Corruption appears to severely harm all these aspects of business performance for young and
fast companies. Table 5.11 shows in more detail the severe, adverse effect that corruption has on young
and fast companies. | examine a set of firm performance indicators, the log of sales, the size of exports,
the growth of exports, innovation, and size of the company, based on its employee size. It has a negative
effect on innovation, it limits exports and export growth, it reduces firm sales and it adversely effects
firm size. These findings underline the detrimental effect that corruption has on business performance,
growth, and innovation for this particular category of companies that are vital for economic

development.

Corruption can deteriorate private sector development through its impact on the internal
structure of the firm. Firms may adapt their structures to fit the institutions and corruption, which can

lead to inefficiencies. Corruption may urge managers to engage in activities that are not directly
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productive, such as alluring public officials through unofficial payments or gifts in exchange for various
services. These additional operational costs of corruption can cause a distortion in use of the firm’s
resources and drive activities away from efficiency. Corruption and the expectation of unofficial
payments and gifts depict an environment of favour-for-favours and that influences the internal
structure, corporate governance and management practices. Second, some firms may pay bribes to
outbid competing parties in public procurement and influence government decrees to increase their
market share. The resulting regulations would not impose sufficient pressure for the adoption of more
competitive firm structures. This can obstruct the development of effective firm strategies, incentives

for firm restructuring, and employee empowerment.

In a corrupt environment incumbents may be favoured over new entrants or innovative start-up
firms. Young and fast firms that constitute the engine of growth are found to be particularly hampered
in this environment of favour-for-favours, resulting in economic inefficiencies and other institutional

drawbacks.

Table 5-6 Perception of corruption as a business barrier by Young and Fast Firms compared to other

firms
Dependent variable: Corr.uptlon
barrier
Young 0.033
(0.025)
Young & fast -0.029
(0.041)
Fast 0.078%**
(0.029)
Observations 11,802
R-squared 0.125

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.
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Table 5-7 Perception of different institutions as business barriers by Young and Fast Firms compared to

other firms
Dependent variable: Busingss Tax rates Tax - .
permits administration
Young 0.120*** 0.085*** 0.074***
(0.023) (0.024) (0.025)
Young & fast -0.054 -0.055 -0.070*
(0.039) (0.040) (0.040)
Fast 0.114*** -0.005 0.043
(0.027) (0.028) (0.028)
Observations 12,107 12,305 12,241
R-squared 0.054 0.122 0.120

Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey

Table 5-8 Perception of different institutions as business barriers by Young and Fast Firms compared to

other firms
Dependent variable: Access to C.OSt of
finance finance
Young 0.077*** 0.039
(0.026) (0.026)
Young & fast -0.032 -0.013
(0.042) (0.041)
Fast 0.012 0.004
(0.030) (0.029)
Observations 11,995 12,056
R-squared 0.070 0.088

Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey
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Table 5-9 Perception of different institutions as business barriers by Young and Fast Firms compared to

other firms
VARIABLES Macroeconomic  Judiciary  Anticompetitive Regulatory
instability system pressures instability
Young -0.009 -0.036 0.004 -0.042%*
(0.025) (0.024) (0.026) (0.024)
Young & fast -0.055 -0.057 -0.008 -0.005
(0.040) (0.039) (0.042) (0.040)
Fast 0.030 0.092***  0.040 0.044
(0.028) (0.027) (0.029) (0.028)
Observations 12,158 11,744 12,068 12,140
R-squared 0.134 0.143 0.071 0.184

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.
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Table 5-10 Frequency of corruption frequency, institutional constraints and perception of corruption as a
business barrier for young and fast companies

Dependent: Perception of corruption as a business barrier
(1) ) @) (4) (5) (6) 7 (8) (9)

corruptionfreq 0.229%*** 0.224%** 0.212***  0.203***  0.210*%**  0.207*** 0.172%*** 0.208***  0.210%**

(0.021) (0.020) (0.020) (0.020) (0.020) (0.020) (0.018) (0.020) (0.020)
accessfinance 0.196***

(0.025)
costfinance 0.222%**

(0.022)
taxrates 0.263***
(0.024)
taxadmin 0.327*%*
(0.026)
Busin.permits 0.300%**
(0.027)
macroinstability 0.373%%*
(0.024)
judiciary 0.584***
(0.026)
anticompetition 0.348%**
(0.023)
regulinstab 0.371%%*
(0.025)

Observations 1,826 1,834 1,868 1,859 1,844 1,851 1,831 1,862 1,854
R-squared 0.282 0.290 0.298 0.329 0.313 0.350 0.486 0.343 0.359

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 Source: Author’s elaboration based on
the variables included in the EBRD-World Bank BEEPS 2005
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Table 5-11 The impact of Corruption on Firm Performance

(1) (2) (3) (4) (5)

VARIABLES Log sales Exports Export growth Firm Size Innovation
corruption -0.035** -0.685*** -3.544** -0.036*** -1.181***
(bribes as % of total

annual sales) (0.014) (0.258) (1.770) (0.012) (0.364)
Observations 1,493 1,955 420 1,986 1,256
R-squared 0.208 0.076 0.168 0.149 0.059

Note: Robust standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1
Source: Author’s elaboration based on the variables included in the EBRD-World Bank BEEPS 2005 survey.

5.7 Conclusion

This chapter examined the relationship between institutions and corruption to form the base of
a business development model framework for firms under a corrupt business environment. Different
institutions were examined on their impact to the severity of corruption as a business barrier, as
experienced by firm managers. A specific set of institutions was found to be particularly important for
young and fast growing firms that form the engine for growth, thus contributing to a positive growth
model. Widespread corruption may have negative effects on competition and private sector
development. It can cause misallocation of resources, and changes on the composition of public
expenditure (Mauro 1996). A corrupt environment deprives firms from equal market opportunities and
increases the cost of doing business. This can create obstacles to the market entry of firms. In the
incidence of corrupt judicial systems, the operational ability of firms is obstructed, as is their ability to
enforce contracts, resulting in fewer business opportunities. Corruption decreases competition and
efficiency and develops a “rent-seeking” environment. The demand of bribes by public officials, for
approving licenses and permits, reduces the amount of firms that can enter the market (Sullivan and A.
2004). Young and fast-growing firms are particularly hampered in a corrupt business environment. Their

business performance is adversely affected, as corruption decreases their sales, reduces exports and
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export growth, and reduces innovation, possibly by the discrimination and misallocation of resources
induced by the bribing firms, and the overall inefficiencies in business-state transactions. Thus,
corruption damages the business environment and the economy as a whole, as young and fast-growing
firms have been characterized the engine of growth. A business development model that focuses on
transparency, together with a well-functioning judicial system, availability of finance, effective tax
administration, and efficient procedures for registering businesses and acquiring business licenses
appear as the most important institutions for young and fast growing firms. As shown by the findings of
this study these institutional factors affect the experience reported by firm managers of corruption as a
barrier in doing business, and therefore their reduction will not only ensure a positive growth model for
the countries of the study, but also reduce the negative effects of corruption as experienced at the firm

level.
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CHAPTER 6

6. Conclusions

This dissertation constitutes a comparative study of corruption in Southern Europe, Eastern
Europe, and Central Asia and its impact on business performance, with a particular focus on Greece. This
thesis examines the rate and impact of business corruption on different types of firms and investigates

the institutional factors that affect it, under the prism of International Political Economy.

Corruption creates unequal conditions for companies in their markets and increases transaction
costs among businesses and between businesses and the state. For example, corruption may increase
trade costs by requiring additional pay to clear goods across borders or increase bureaucratic
procedures. Time and money is wasted on unofficial payments and bribes of various stakeholders to
overcome problems that are often stemming from the institutional setting and the complexity of laws.
Corruption increases business costs and these elevated costs create a barrier to the creation of new
businesses, thereby reducing opportunities for business entry and development of existing ones. This
hampers productivity growth by reducing competition and lowering potential economies of scale, and
may increase consumer prices and ultimately reduce well-being, while insiders benefit from economic
rents. The comparative study of corruption in Southern Europe, Eastern Europe, and Central Asia and its
impact on business growth requires systematic research, as there is a lack of comparative studies in
these regions with detailed analysis of the impact of corruption on business development, which would
allow evaluating the interaction between corruption and local institutions. This thesis is based on an
interdisciplinary approach, as corruption has political, social and economic aspects and implications and
should be examined in all its different dimensions to give a complete assessment of its effects on

businesses.
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The thesis lies on the interaction between economy and politics, business and institutions,
through the perspective of International Political Economy. International Political Economy allows
highlighting the importance of institutions as a determinant of the negative effects of corruption on the
private sector, and on different types of businesses, and leads to conclusions on how to address them by
improving institutions necessary for business entry, effective operation and development of enterprises.
The International Political Economy provides an integrated approach to the study of the multifaceted

phenomenon of corruption.

The thesis commences with an analysis of the determinants of corruption. The first chapter
examines the determinants of corruption, and the reasons of cross-country variation. For the scope of
this analysis, the determinants of corruption are considered as parts of different but interdependent
categories. The chapter aims to extend the understanding of the determinants of corruption and the
dynamic links between them. Firstly, | distinguish between Constitutional Characteristics, Exogenous
Conditions, Institutions, and Policies. Institutions are examined as formally arisen from Constitutional
Characteristics and Exogenous Conditions that allow or necessitate their existence. The literature to date
on the causes of corruption is either analysing its causes in an order based on the significance of the
empirical results, or in the most extensive reviews, differentiates the causes in economic, political and
sociological factors or even separates them based on the sources of the results, the types of surveys
used (Treisman, 2007). The chapter contributes to the existing knowledge and understanding of the
phenomenon of corruption and its determinants, by analysing the links between the multiple

determinants of corruption, their interdependence and different origins.

The second chapter of the thesis examines the effect of business corruption on firm sales, both
at the firm level and at the industry, regional, and country levels. We focus on two main forms of

business corruption. First, we examine the effect of administrative corruption on sales, when firms make
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bribe payments, depicted by the amount of bribes as percentage of annual sales, and corruption
frequency. Second, we examine the effect of state capture on sales, when firms actually decide to bribe
to achieve changes in the content of government laws and regulations affecting their business. Firms
are found to be affected to a different extent by these two forms of corruption. At the firm level, we find
a negative relationship between corruption and unofficial payments on firm performance. On the
contrary, state capture, the influence exerted on government decrees from some firms, appears
positively correlated with firm sales. However, when we examine the impact of contextual corruption,
that is the aggregate level of corruption of the industry, region or country of each firm, this impact on
firm size and growth is negative for both administrative corruption and state capture. We then examine
the effect of corruption on the development of different types of companies. The number of employees
(size of the company), the origin (new, old, privatised) and ownership (domestic, foreign) of the
company are found to significantly affect corruption’s detrimental effect on firm size. The findings
consistently suggest that contextual corruption is more detrimental for firm sales than the firm’s own
experience of corruption may have important policy implications. The business environment appears to
have a large effect on firm behaviour, and state capture exerted by some firms has important negative
spillovers on their peers. Therefore, the development of appropriate competition policies, regulations
and efficient enforcement could complement anticorruption efforts and lower corruption and ensure

more favourable conditions for the operation and growth of firms.

The third chapter of the thesis focuses on the development and impact of corruption in Greece.
It analyses administrative corruption as a business barrier to firm size and performance, and identifies
the sectors that are most hampered by corruption and the sectors most prone to corrupt behaviour. The
contextual effect of corruption, measured by the extent of corrupt practices in the firm sector, appears

to be more detrimental to firm performance than the firm own experience of corruption. Hence, both
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the sector and the firm environment determine the overall, negative, and systemic effect of corruption
on firms and firm performance may be affected by corruption irrespective of the degree of actual firm
engagement in corrupt practices. However, the relationship between corruption and firm growth
appears to be significantly affected by the size of the company. Small, medium and large firms are
affected differently by administrative corruption, and the degree of their engagement in corrupt
practices varies. We find that corruption appears more detrimental for the sales in large firms. As large
firms represent the major part of employment, this underlines the importance of institutional reforms
that will improve the overall framework for doing business in Greece and target the most vulnerable

sectors and firms.

After examining the magnitude of corruption and its impact on different types of enterprises, in
all the countries of the study and particularly in Greece, the thesis investigates the institutions that
affect business development. Chapter four presents the results of new in-depth face-to-face interviews
in Greece over 2013-14 to gain an understanding of the business barriers that specific sectors in
Accounting, Construction, Catering, and Retail clothing are facing. Firms’ answers reveal a system for
doing business that seems to be overall inconsistent, uncertain, time consuming and in some cases
corrupt. The complex regulatory system creates opportunities for public officials to use their
discretionary power to pressure businesses and extract rents. Bribery still seems to be a response to
bureaucratic obstacles, however there is a recognition that this practice needs to change. Most firms
mentioned that before the crisis corruption had decreased but that the negative economic climate
challenges the survival of firms and maintains or increases corruption, undeclared employment and
profit. Both old and young businessmen condemned corrupt activities, even if they engaged in them,
allegedly to maintain their survival and deal with anti-competitive practices of other firms in their sector.

The older businessmen blame the weak institutions and increased discretionary power of public officials
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for engaging in bribing as a mean to sustain their business and not face any added unlawful burdens
from public officials or in order to maintain enough profit in the current climate for their firm to survive.
By contrast the younger businessmen in the sample were completely negative of engaging in any corrupt
activity with public officials and partly blamed the older businessmen for the fact that some public

officials continue to demand bribes from businesses.

Based on the results of the case study of Greece, Chapter five presents a model of business
development that depicts the interaction between the economy and politics, business and institutions,
through the perspective of International Political Economy. The chapter examines the relationship
between institutions and corruption to form the base of a business development model framework for
firms under a corrupt business environment. Whereas for political corruption there are specific
measures that can reduce its occurrence, like preventive expenditure control, pre-contractual control for
high economic value procurement plans, for corrupt activities occurring between the business and the
state a range of other measures need to be in place related to both the public sector and the business
environment (Karkalis 2005). The level of corruption and the degree of damaging various companies
depends on institutions and the legislative framework in force in each country on the establishment,
operation, and development of enterprises. Therefore, | examine the impact of different institutions on
the severity of corruption as a business barrier, as experienced by firm managers. Young and fast-
growing firms appear particularly hampered in a corrupt business environment. Corruption decreases
their sales, reduces their exports and export growth, and lowers their propensity to innovate, possibly by
the discrimination and misallocation of resources induced by the bribing firms, and the overall
inefficiencies in business-state transactions. Thus, corruption damages the whole economy, as young
and fast-growing firms have been characterized as the engine of growth. A business development model

that focuses on transparency, together with a well-functioning judicial system, availability of finance,
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effective tax administration, and efficient procedures for registering businesses and acquiring business
licenses appear as the most important institutions for young and fast growing firms. These institutional
factors affect particularly the experience of corruption as a barrier in doing business reported by firm
managers, and therefore their reduction would not only ensure a positive growth model for the

countries of the study, but also reduce the negative effects of corruption experienced at the firm level.

6.1 Policy implications

Overall, the investigation of the determinants of corruption on Chapter 1 and the analysis
throughout this thesis support the findings of Rontos et al. that corruption needs to be addressed
through a variety of measures tailored not only to the economic development of each country but also
their social, political, and other institutional characteristics (Rontos et al. 2013). The in depth surveys in
Greek firms highlights important aspects that can facilitate doing business in a corrupt environment. The
relationship between governance and corruption, at the country level are very close, since the low
quality of government can allow for corrupt activities to take place, and widespread corruption is not
compatible with strong governance. Strengthening the level of governance is necessary in order to
effectively tackle corruption (Argyriadis 2011). Reducing administrative bureaucracy and the complexity
of state organisation, and improving the efficiency of the tax system could facilitate doing business. The
cost of taxation, derived from the cost of taxes imposed and the cost of complying with the tax
administration, together with the quality of governance, and the complex regulatory policies also need
to be addressed to reduce corruption and shadow economy (Manolas et al. 2013). Clear jurisdiction and
cooperation between ministries and government services could support business operations. In
addition, availability of information for similar enterprises, organised Professional bodies that can
provide relevant informational resources and facilitate access to finance may promote business

development. A reduction of the number of applicable laws and a simplification of regulations dictating
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the business activity is also important. Overregulation can be a tool for corruption and when a new law

is passed, previous, contradictory laws should be abolished (Pampoukis 2008).

The investigation of the institutions that affect the operation of business under a corrupt environment
also shows that corruption and the quality of the judicial system are highly correlated and interlinked. In
more corrupt countries, the court system may be less fair and impartial and able to enforce its decisions.
An impartial judiciary, fairness in the court system, and strong rule of law can mitigate the negative
effects of corruption in the private sector. The ability to enforce contracts and protect property rights
can ensure agents abide by the rules, increase trust and limit opportunities for private firms to deviate
from the specified contractual terms. This could foster business development especially for industries

that depend heavily on contract arrangements.

Policies to foster competition in the economy and specific sector regulations are also important.
One of the negative effects of corruption is the development of anti-competitive practices, notably
barriers to entry. A corrupt environment and an unlawful favour-for-favours relationship between the
state and some firms, deters competition, and obstructs restructuring. A competitive environment could
drive inefficient firms with poor corporate governance exit the market and support business entry, and
expansion of fast-growing companies. In turn, the entrance of new firms may reduce the bribing abilities
of firms previously sheltered from competition that benefited from monopoly rents. This may

subsequently prevent regulatory capture.

These findings are particularly relevant for young and fast-growing firms that constitute the
economy’s engine for growth. Young and fast growing companies are particularly adversely affected by
business permits, tax rates, and tax administration. Young firms also appear particularly constrained by

access to finance, whereas fast-growing firms appear severely affected by barriers resulting from the
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functioning of the judicial system. These findings emphasize the need for policy measures to address
these constraints as young and fast-growing firms are particularly vulnerable to the business
environment. Barriers to their operation can stall innovation, limit competition, and result to low

growth, and lack of equity.

Young, and fast-growing enterprises need efficient processes for acquiring business permits and
transparent transactions that will not slow down their operations and increase their costs of doing
business and decrease their expansion rate. Transparency, a well-functioning judicial system, availability
of finance, effective tax administration, and efficient procedures for registering businesses and acquiring
business licenses appear as the most important institutions for young and fast growing firms. This set of
institutions can result in a sustainable growth model, and promote business development for young fast
growing firms. The analysis of the determinants of corruption as a barrier in doing business for all firms
presented similar findings. The judicial system, tax administration, and business permits appear closely
linked to the constraint of corruption and relevant policies can significantly improve the business
environment. However for all firms in the sample anti-competition was also found closely linked to the
constraint of corruption. These results confirm the links between the various institutions and private

sector development.

Corruption is also related to the ease of acquiring business licenses. Firms often engage in illegal
practices and bribes to ensure their operation at first (e.g. through operation licenses), and then their
expansion. This thesis has found that in the countries of the study, and in particular in some industries,
such as construction, bribes may be frequently offered to acquire business permits and licenses. High
frequency of corruption in public services is associated with weaker government effectiveness, and
reflects a lower quality of public services, and civil service. An ease in the administrative barriers for

starting a business and acquiring licenses and permits could save time and reduce costs for the private
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sector. In this respect another measure that can promote sustainable development as well as limit the
adverse effect of corruption on enterprises, is the implementation of effective e-government

procedures. This was particularly highlighted in the face-to-face interviews with Greek businesses.

E-government can improve the state mechanism and public administration and public services
towards citizens and businesses, and can effectively address issues with tax administration and
registering businesses or acquiring business permits, whereas it can effectively reduce administrative
corruption. Increasing the scope of e-government may lead to more efficient public services to
businesses and citizens, a modernisation and adaptation of public administration, and a change in the
information infrastructure. E-government can ensure that information is clearly provided and is easily
accessible by all citizens, and that the interaction between citizens or businesses and the state is
facilitated and can be achieved fully, or to a certain extent, electronically. This ensures that the state can
be better governed as e-government can provide a platform for better monitoring of the public
mechanism, and a better evaluation of the various processes. E-government is particularly important for
Public Administration as a tool to ensure the rational use of public resources , and the provision of
effective public services. The development of e-government requires the cooperation of the public
administration, with the technical world for the development of e-Government systems that serve the

needs of the public in the most appropriate and effective way (Technical Chamber of Greece 2006).

Introduction of transparency in public administration and strengthening of disciplinary
procedures, reduction of discretion in decision-making, intensification of controls and penalties, as well
as modern state audit in order to collect information and detect any mischiefs or problems can also
increase effectiveness of public administration and increase transparency (Nikolopoulou 1998; Sarmas
2006). Schneider points out that a better protection and provision of whistle-blowing platforms is also

important to reduce corruption, as well as penalties of losing office for public servants and politicians
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being involved in bribery, and penalties of exclusion from public contracting for private businesses
(Schneider 2013). The low information costs associated with e-government and the higher level of
transparency of public decisions could increase the accountability of governments towards their citizens,
as well as reduce the costs to monitor large public administrations in countries with weak institutions
(Shleifer and Vishny 1993). In addition, e-government may reduce the extent of red tape for businesses
in their dealing with public officials. It can promote business development and increase firm compliance
with norms and regulations. Reducing the time needed to deal with government regulations could foster
entrepreneurship (Ciccone and Papaioannou 2007; Harding and Javorcik 2011), decrease the costs of tax
compliance (Wingender 2008; Beck, Lin, & Ma 2011), and increase incentives to move to the formal

sector.

E-government could affect property rights, and contract institutions, by decreasing
administrative corruption. E-government limits the scope for bribery and for deviation from agreed
contracts as it reduces the need for contacts between corrupt officials and citizens or businesses. Under
the assumption that bribes are partly seen as a way to avoid inefficient state regulation (Leff, 1964), and
taking into account that the e-government improves the quality of public services, firms and citizens
should have less incentives to pay bribes when a government implements efficient online-services.
Furthermore, e-government may also decrease the costs of contract enforcement and deter tax evasion,
by facilitating firms, households, and civil servants’ monitoring. Therefore, e-government could promote
more transparency, higher levels of tax compliance, and an overall decrease in the regulatory burden of

the firms.

The development of e-government and access to online information about government services
helps increase accountability and tackle petty corruption by limiting the discretionary power of

government officials and public servants. An environment that can also support free media is pivotal for
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this purpose since it helps support an anti-corruption agenda, expose corrupt practices, and exert
pressure on the government for reforms. Monitoring the status of anti-corruption reforms and current
progress is vital. Specific attention should be devoted to online services and support to citizens offered
through other anti-corruption agencies and civil society organizations working against corruption.
Information on the ways to respond to an incident of corruption should be available, while whistle
blowing and complaints about corrupt acts and practices should be encouraged. Coordinated actions
can affect values and beliefs and strengthen anti-corruption efforts, and have a bottom-up effect on
promoting transparency. Indicators of information on anti-corruption progress need to be developed
and frequently monitored. Civil society orgaisations, like Transparency International, could therefore be
particularly important in the road to transparency. However the third sector in Greece falls behind its
western counterparts, and civic education is not in place, whereas the current economic crisis has

severely affected the availability of public resources to fund civil society initiatives (Huliaras 2015).

Continually monitoring the government’s anti-corruption efforts through a free and objective
media is particularly important for successful reforms. Such efforts canlead to strong political
institutions, strengthen anti-corruption efforts, and increase transparency. The participation of citizens
and media is crucial to promote transparency and encourage comprehensive reforms in the battle
against corruption. The citizens and the media can act as monitoring agents against both administrative
and grand corruption, promote anti-corruption reforms, and the work of law enforcement agencies, and
increase political accountability, by tracking the progress of reforms and exposing mischief or delays in

the implementation of specific measures.

The phenomenon of corruption affects the functioning of society and the citizens in each
country. The negative effects of corruption on the public sector, the private sector and the general

business environment highlight the need to conduct more research and empirical analysis to address
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corruption. The curtail of corruption in all sectors could have a direct benefit on doing business in each
country and increase business initiatives and opportunities for business development. Progress towards
transparency would not only strengthen the public feeling on the rule of law it could also affect cultural
norms and behaviours, and help to identify and promote a healthy mentality and way of thinking to the
future generations. Thus the reduction of corruption could inspire a respect for institutions, promote

political stability, and foster long-term economic growth.
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Appendices

Greek Questionnaire as given to firms and analysed in Chapter 4:

‘Epeuva Emyelpnpatikol Nepipailoviog otnv EAAGSa

H épeuva autr Baoiletal ota anmoteAéopata thg £épeuvag os 500 emuyelpioelg otnv EAAGSa, pe Baon ta
otolxela and 1o Business Environment and Enterprise Performance Survey (BEEPS), n omoia 8te€nyxn
otnv EAMGSa amnoé tnv Eupwnaiky Tpamelo Avaouykpotnong Kot AvAamtuéng, o€ cuvepyaocio pe TtV
MNaykoopia Tpamnela, To 2005. H épeuva €xel WG 0TOXO va BEATIWOEL TNV Katavonon Twv cuvenkwv yla
™V enxelpnuatikny dpaoctnpldétnta otnv EAAGSa. H €psuva auth amoteAel HEPOG TNG SLOAKTOPLKAG OV
StatpPng kat Sev oxetiletal olte avateédbnke amd tnv ETAA kat tn Naykoouia Tpdamnela. Qotooo,
Slefayetal pe faon ta eupruata amno tnv €psuva BEEPS 2005 otnv EAAGSQ, O0mou Katéotn mpodaveg OTL
oL eMmXeLPNOEL; oto KAado ocag mapeumnodilovtal cofapd amo tn dtadBopd kal GAAO ETLXELPNUATIKA
gUnoSLa 1 TouAdylotov agloAoyouv tn SladpBopd wG coPapOTEPO EMLXELPNUATLKO EUMOSLO O OXEON LE
aAhoug kKAadoug otnv EAAGSa. e pa mpoondBela va aflohoynBel to emxelpnuatikd meplBaAlov otnv
EMAda, kabBwg Kal oL Topeic mou emnpealovtal meploootepo amno tn StadBopd kal aAAa epmoddia,
Sle€ayetal n ouvévteuén Ue TNV eTaLpEia oag.

O OKOMOG QUTAG TNG €peuvag elval n KAAUTEPN KOTAVONGCN TWV TIEPLOPLOMWY TIOU EVOEXOUEVWG
gunodilouv TNV aVATITUEN TWV ETMXELPACEWY OTIWGE N 6Lk oag. O apyLKOg 0TOXOG ELVOL VO KATOVONOOULE
KOAUTEPQ TG CUVONKEG yLO TNV ETLXELPNUOTLKY SpaoTtnpldtnta otnv EAAGSa Kol va e€eTacToUV oL KAASoL
TIOU OVTLUETWIL{OUV TA TILO CUXVA ETUXELPNUATIKA EUMOSLA Kal TouG Adyoug Tiiow amo autd. O otoxog
QUTNCG TNG £PEUVOC €lval va EMLOTAOEL TNV TIPOCOXN OTA TIPOBAN LOTA TTOU AVILUETWTTI{OUV GUYKEKPLUEVOL
KAGSoL Kal TG SLaPOPETIKEG TIOALTIKEG KOl TIPAKTIKEG TIOU SNULOUPYOoUV TTPOCHETA EUMOSLA OE AUTEC TLG
LOLWTLKEG ETILXELPNOELG, £TOL WOTE TEALKA VA UTIAPEOUY eVEEXOUEVEG TIPWTOBOUALEG KaL TTPOYPAUOTA YL
TNV evioXuon TG UTTOOTAPLENG YL TLG ETILXELPNOELS AUTEG. OL amavThoeLg oog Ba MPEMeL va. avtavokAoUv
povo v avtiAndn cog Kal TNV eumelplo co¢ pEoa amo TNV EMXEPNUATIKA Spaoctnpldtnta otnv
EAAGSQ.

Oa nbeha va cog SlaBeBalwow, 0tL oL TAnpodopleg ou Aappavovtal 6w avTlpeTwnilovtal avotnpd
OVWVUHO KL EUTLOTEUTIKA. H €peuva auth Ba amoteAéoel PEPOG TNG SLEAKTOPLKNG Hou SLatpLpng oto
Tunua MoAwtikng Emotung kat AleBvwy Ixéoewv tou Mavemiotnuiouv Mehomovvioou. OUTE TO GVOUA
co¢ oUTE TO OVopO TG eTatpeiag oag Ba xpnotponotnBolv os omolodrmote apbpo MPokUPEL Amo auTh
™V épeuva.
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Huepopnvia Tuvévteugng:

‘Ovopa epguvopevou:
Enwvupia Etopeiag:
TnAédwvo:

Email:

‘Ovopa gpeuvitplag: Aadvn ABavacouAn, daphne.athanasouli@gmail.com

‘Erog ZUotaong Etalpeiag:
Nopwko KaBeotwg Etapeiag:

O¢on epeuvopevou/ Tithog epyaciag:

1. Oa pnopoloate va SLEUKPLVIOETE KUPLA VPO TTPOIOVIWY TNG ETALPELNG OOG | TN KUPLA YPOHUUN
™G unnpeociag 6cov adopad Tig TWARCEL;

2. Ndool epyalOpnevol e TIAN PN AntacX0Anon epyAlovTal yLa TNV ETOLPELN AUTH CAUEPQ;
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3. Moo and ta napakatw neplypddel KAAUTEPA TO LEYOAUTEPO HETOXO (0UG) OTNV ETAPELQ OOC;

Atoukn

Owoyevela

Eup0 koo

Zévn Etaupela

Tpamnela

ISuwtikol emevdutikol dopeig
AleUBUVTEG TN eTaLpEiog
Epyalopevol Tng emuxeipnong
KuBépvnon 1 kuBepvnTikn unnpeoia
AM\O (OLEUKPLVAOTE) cooevreeeereecnrrene

Aev E€pw

4. N6co onUAVTIKEG €ival oL akOAouBeg Katnyopie wg TMOAVEG TNYEC VEWV MEAATWV Yyl THV
eneipnon oag;

(Aev elval onpavtiko: 1, EAadpw¢ onuavilko: 2, ApKETA onUavTko: 3, MoAU onuavtiko: 4, E¢aipetika
onNUavTLKO: 5, Sev E€pw: -9)

Owoyévela kot ot 12345-9

Mpwnv gpyalopevol mou epyaovTal Twpa yla tov SuvnTiko mehdtn r mpounBeuti12345 -9
MponyoUpevn amacXoAnon Twv oTeAeXwv oo Tov SuvnTikod meAdtn f mpounBeut 12345 -9
Kpoartikég uninpeoieg 12345 -9

Ol uTtapyovteg meAdteg ) mpopunBOeutéc12345-9

OL ETUXELPNHUATLKEG EVWOELG / EUMOPLKA eTiipeAntpa 12345 -9
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ExkB€oelg kal AAAeC SnuooLeg NyEG mAnpodopltwv 12 345 -9

5. H staupsia oag XPNOWOMOLEL TOKTIKA otnv enadn HE TOUG MEAATEG KOL TOUG TMPOUNOsUTEG
OTIOLAS TTOTE QATLO TA TLOLPOLKATW;

(Nat Ox)

ZtaBepn TNAedwvIKA ypapuni: NatOxt
Fax: NatOxt

Kwnto tnAédwvo: Nat Oyt

E-mail: Na Oyt

Internet: Nat Oyt

6. To SIKOOTIKO GUGTNHA YLOL TNV EMIAUON TWV EMLXELPNHATIKWY Sladopwv, TILOTEVETE OTL Eival;

(Moté: 1, Zravia: 2, Mepikég Dopég: 3, Tuxva: 4, TuvnBwg: 5, Mavta: 6, Asv Eépw: -9)

o. Aikato kat apepoAnnmto 123456 -9

B. AtedpBapuévo123456-9

y.pryopo123456-9

6.Mpoott6123456-9

€. Ikavo va emBalet g anodaocsigtou 123456 -9
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7. 2 oo BaBud cupdwveite pe Tig akoAouBec SNAWOCEL;

(Alapwvw amoiuta: 1, Atadwvw OTIG TIEPLOCOTEPESG MEPUTTWOELG: 2, Teivw va dtadwvw: 3, Teivw va
Jupdpwvw: 4, ZUPPWVW OTLG TIEPLOCOTEPEG TIEPLITTWOELG: 5, ZUbwWVW ATtoAuTa: 6, Ae E€pw: -9)

o. “NMAnpodopleg OYETIKA LE TOUG VOUOUG KOl TOUG KOVOVLIOHUOUG TIoU eMnpealouv TNy Talpeio pou eivat
€UKoOAO va amoktnBouv”’:123456-9

B. “OLvopol Kal oL Kavoviopol mou emnpedlouv TNV etalpeia pou eivatl cadeic”’: 123456 -9

8. Motelete OtTL n Samavn Xpovou ywa tnv enadr He dnuoocioug UMAAAAOUG, OXETIKA HE TNV
edappoyn Kol EPUNVELA TWV VOLLWV KOL TWV KAVOVIOUWV £ival ML yLa TNV ENLXEIPNONA oag;

(Moté: 1, Tmavia: 2, Mepikég Dopég: 3, Zuyva: 4, Tuvnbwg: 5, Navta: 6, Asv E€pw: -9)

123456-9

9. MNéoo ocuxva eivar n akoAovdn dRAwon aAndwn; “Av évag dnudcilog utdAAnAog evepyel evavtia
OTOUG KAVOVEG UIOPpW Va AW ocuvRBwG og AAAo UTTAAANAO R GTOV MPOIOTAEVO TOU XWwpic mpooduyn
o€ drtumneg nAnpwpég / Swpa”.

(Noté: 1, Zravia: 2, Mepikég Dopég: 3, Zuxva: 4, TuvnBwc: 5, Navta: 6, Aev Eépw: -9)

123456-9
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10. Ocov adopa tnv enadn oag Le To Anpooto, Ba Aéyate GTL OL MAPAKATW SNAWOCELS Elval mavta,
ouvnBwg, cuxva, HEPLKEG POPEC, oTtAvLa ) MOTE aAnBsLa;

(Moté: 1, Irmavia: 2, Mepikég Dopég: 3, Tuxva: 4, Tuvnbwg: 5, Navta: 6, Aev E€pw: -9)

a. “Elval ouvnBeg yla TG EMXELPAOEL OTO KAASO HMOU va TPEMEL VO TTANPWOOUV KATOLA GTUTIN,
npooBetn mMAnpwur / dwpa, yla eykploelg, adeleg, kal aMa éyypada mou e€aptwvtal armod to AnpooLo

123456-9

B. “Ou emuyelpnoelg oto kKAGdo pou ouvnBwe yvwpilouv €K TwWV TPOTEPWV yld TO OGO QUTAG TNG
npocBetng mAnpwuns / dwpwv”

123456-9

11. IXETIKA LE TIS aVETionUeS MANPpWHEG / Swpa Tov L eTatpeia oav tn Stk oag, Oa KAVEL O €va
6ebopévo €tog, O UMOPOUOOTE VO EKTLUAOETE TN OUXVOTNTA TANPWHWV [/ SWpwv yLo TOUG
aKk6AovBoug okomoug:

(Moté: 1, Zravia: 2, Mepikég Dopég: 3, Tuxva: 4, TuvnBwg: 5, Mavta: 6, Aev Eépw: -9)

o. Mo oUvdeon pe opyaviopoUg Kowvng wdelelag (NAeKTpLkd pelpa, vepod Kal ThAEdwvo)
123456-9

B. Mo vo OTTOKTHOETE ABELEG AOKNONG ETLXELPNUOTIKNG Spaotnplotntagl123456-9

y. Mo cuvayn cupBacswv pe dnudcloug dopeic 123456-9

6. o TNV QVTIUETWIILON TWV UYELOVOULKWY eTiiBswproswv 123 456-9

£. Na eykpioelg KL emBewpnoelg and tn mupooPeotikn umnpeoial 23456 -9

oT. [la TNV avTIPETWTTLoN Twv eptBarloviikwy emibewprioswv 123456 -9

. Na ouvaA\oyEG OXETIKEG e Tt KaTtaBoAn ¢opwv123456-9
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n. Na cuvaAAayég mou adopouv ELoAYWYES TTPOLOVTWY (ekteAwviopoi k.a.) 123456-9
0. M'a tn Sitekmepaiwon unmoBéoswv péow Twv dikaotnpiwv123456-9

L lNa tn dtapopdwon vopwy, dtatayudtwy kKA. 123456 -9

12. Mnopeite va pou meite méoco nmpoPAnpatikoi givatl avtol ot dtadopetikol MAPAYOVTEG yia T
Aswtoupyia Kal tnv avantuén tng entxeipnong oag/ enyelprioswv oto KAASo oag:

(Aev amotelel epunddio: 1, Mikpo Epnddio: 2, MEtplo Epunodio: 3, Inpavtikd Epnodio: 4,

Aev E€pw -9)

a. H mpooBaocn otn xpnuatodotnon (m.X., EYYUNOELG TTOU TUXOV OUMALTOUVTOL YLO XPNUOTOS0TNON, N
Slabéoun xpnuotodotnon amo TG tpaneleg) 1234 -9

B. Kootog xpnpatodotnong (m.x. Ta emitokLa Kot ol emiBapuvoelg) 1234 -9

Y. TnAemikowwvieg1234 -9

6. HAektplopog1234-9

€. Metadopég1234-9

ot. To kaBeotwe anoktnong A uiobwong akivitou 1234 -9

. To LoxVov dopoloyko cuotnua 1234 -9

Nn. OL KaVOVEC TToU SLEMOUV TO gumoplo 12 3 4-9

0. ASelec Aettoupyiag emixelprioewv 1234 -9

L. AlaBsopdtnTa Tou KataANnAa ekmotdeuUpPEVOU TIPOCWTILKOU yLa TNV emixeipnon cag12 34 -9

K. Juxvfl aAlayn VOUWV Kol Kovoviopwv Asttoupyiog (mx oMayég otn $opoloynTikr TOALTIKN,
KovovLopoUG Asttoupylag emiyelpnoswv) 1234 -9

A. Owovoultkn aotaBela (MAnBwpLlopdcg, emitokia) 1234 -9

K. Asttoupyia tng dikatooclvng 1234 -9
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v. AtadpBopa1234-9

€. Npadelokpatia 1234 -9

0. EykAnpatikotnta, KAomég Kal dtatapaxr tng dnuootog taéngl12 34 -9

1. OpyavwuEvo EykAnua , Bla 1234 -9

p. Kowwvikn avatapayn, anepyieg, StadnAlwoeig123 4 -9

0. ABEULTOG QVTAYWVLOUOG AAAWV ETILXELPHOEWY Tou KAGdou cagl2 3 4 -9

T. ABETnon cuUUBACEWY Il CUMPWVLWYV Ao TOUG EAATEG N TOuG tpopnBeutég oagl 234 -9

u. H onuepLvr owkovouLkn kpion otnv EAAGda 123 4 -9

AMa epnodia ou ennpedlouy TNV enixeipnon oag. NapakaAw SleukpLvAoTE

a. 1234 -9
B. 1234 9
12 1234 -9
8. 1234 9

13. Mnopeite va pou neite n6co npoPAnuaTiKoi ival autol oL mapAyovTeg yla Tn Asltoupyia Ko T
avantuén tne emeipnoig oag/ emelpHoswv oto KAASo oag:

(Aev amote)el epnddlo: 1, Mikpo Epndsdio: 2, Métplo Eunodio: 3, Znuavtiko Eumodio: 4, Aev Eépw -9)

o. ZuvappodLoTNTeC uTtoupyeiwv Kot dpopEwv (aAAnAoemikaAlPelg). 1234 -9
B. EAewpn ouvepyaoiag cuvoppodiwy unnpeotwv. 1234 -9

Y. MapepBoAr] EMpeAnTnplwv Kol €eMOYYEAUOTIKWY OUVEEOUWY Kuplwg yla Tnv siompaén un
OVTOTOSOTIKWY QUOLBWY 1) UTIOXPEWTLKA XPoN TWV UTNPECLWY Toug. 1234 -9

6. EAAewdn emapkol¢ Anpodopnong yla t Asttoupyia oposldwy emixelpnoswy. 1234 -9
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€. EAeln PEAETNG BLWOLUOTNTAG TIPLV TN oUOTOCN TNG EMLXELPNONG KAL N oUXVA ETKalpomnoinon tne. 1 2
34-9

ot. EA\ewdn xwpotaéikou oxebSlaocpov. 1234 -9

{. NoAuvopia.1234-9

AMa epnddia ou ennpealouv Ty emixeipnon oag. NapakaAw SLEUKPLVAOTE

a. 1234 -9
B. 1234 -9
12 1234 -9
8. 1234 -9

14. Nola ad Ta EMLYELPNMOTIKA EUOSLA, TIOU QITOVTI|COTE TIPONYOUMEVWG, Bewpeital 6TL cuvteAOUV
otnv avamntuén kat tn dtatipnon tng dtapBopadg;

15. Nw¢ Ba agloAoyouoate tn ouxvotnTa Ko To HEyebog tng StadBopdg katd tn SLapKeLa TNG Kpiong,
o€ avtifeon pe ™ StadOopd nmpv and tnv Kpion; ZUYKEKPLUEVA TTOCO CUUDWVEITE HE TIC AKOAOUOEC
SNAWOoELG;»

(Aradwvw amolvta: 1, Aladwvw OTIG TMEPLOCOTEPES TIEPUMTTWOELG: 2, Telvw va Stadwvw:3, Teivw va
Juppwvw: 4 JupPWVW OTLC TEPLOCOTEPEG MEPUTTWOELG: 4 Suudwvw ArtdAuta: 5,

Ae E€pw: -9)
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a. «H kplon ouvtelel otn dwatrpnon tng dtadpBopac» 1234 5-9

B. «H kpion €xeL avénoel tn dtadpBopd Kot TIg ATumeg MANPWHUEC» 123 4 5-9

v. «H kplon £xel pewwoel to péyebog Twv Atunwy mMAnpwuwv» 1234 5-9

8. «H kpion €xeL pewwoel tn StadpBopd cuvoAlka» 1234 5-9

€. «H kpion ouvteAei otnv anokpudPn etdoonudatwy npog TG popoAoyLkeEG opxec» 1234 5-9
ot. «H kplon ouvtehel otnv avénon tng adnAwing epyaociacg» 1234 5-9

. «H kpion emnpéalel dpeoa tn Blwolpdtnta Ing emixeipnong uou» 1234 5 -9

n. «H dtadpBopd Ba pelwbel pévo av n avamnrtuén g xwpas kataotet Suvatn» 1234 5 -9

EmutAéov IxoAla

16. Xpnowonolel n enyeipnon oag omoiadrnote mAatdpopua NAEKTPOVIKAG StakuBépvnong (m.x.
nAektpovikn untofoAn popoloyikig SHAWONG, NAEKTPOVIKA UTIOBOAR SLKALOAOYNTIKWV Lo ASELEG K.AL.)

Nat Oxt

17. N6oo onuavtiky €ival N nAekTpoviky StakuBépvnon yua tn SLEUKOAUvVon TG Asttoupyiag tng
enuxeipnong cag

(Aev eival onpavtiko: 1, EAadpwe onuavtiko: 2, ApKETA onUavtko: 3, MoAU onpavtikd: 4, E¢oipetika
oNUavTLKO: 5, Sev E€pw: -9)

12345-9
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18. ‘ExeL umtootnpyOel 4tL N nAsktpovikn StakuBépvnon Suvatal va neplopioet tn StadpBopd kKaBwG
neplopilovral oL MPOoWIIKEG eMAPEG ME TO ANHOoto. MoTeVETE OTL N NAEKTPOVLKN SLakuBEpvnon
MEWWVEL TN StadOopa Kal TIG ATUTIEG TANPWHES ;

(Alapwvw amoAvta: 1, Alapwvw OTIG TMEPLOCOTEPECG MEPLUTTWOELG: 2, Teivw va Stadwvw:3, Teivw va
Jupdpwvw: 4 ZUPPWVW OTLG TEPLOCOTEPEG MEPUTTWOELG: 5 Zupndwvw AntdAuta: 6,

Ae E€pw: -9)

12345-9

EmutAéov IxoAla

19. Oewpeite 6TL 0 KAASOG ¢ eival Lo eTppeniG otn StadBopd Kal T ypadeLoKpaTia TOU KPATOUG
KO yLorei;

20. Motol mioTeVETE OTL £ival oL TPOToL evioxuong th¢ Stadaveiag oto KAAS0 oag;
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21. Nowa Bewpeite Ta KUPLA HETPA YLOL TV AVATTTUEN TNG EMLXEIPNONG oa;

ErmunAéov oXOALa EPEUVOLLEVOU
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Table Al. BEEPS 2005 Summary table

*Main product/service line, description Frequency Sector Percentage
Accounting book-keeping auditing activities 8 35%
Activities of travel agencies, tour operators 1 20%
Advertising 2 100%
Agents involved sale of timber & building materials 1 50%
Agents involved in the sale of a variety 1 100%
Agents involved sale of furniture, household goods 1 100%
Bars 11 65%
Building and repairing of ships 1 50%
Business and management consultancy act 1 33%
Cargo handling 2 67%
Catering 1 100%
Construction of highways, roads, sport facilities 2 67%
Copper production 1 100%
Demolition and wrecking of buildings; earthmoving 2 50%
Freight transport by road 9 56%
Funeral and related activities 2 100%
General construction buildings & civil engineering 15 43%
Maintenance and repair of motor vehicle 6 50%
Other retail sale in specialized stores 8 53%
Restaurants 21 41%
Retail sale of clothing 11 48%
Total 229 42%
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Table B1. Correlations between the different variables.

Time : t-1
Online Telecom. Human | GDP Natural Open.
Cor(f) | Corr | E-gov services | infrastructure | capital pc resources trade (In) pop

Corr (1) 1.00

Corr 0.99 1.00

E-gov 0.76 0.77 | 1.00

Online-

services 0.64 065 | 0.91 1.00

Telec.
infrastructur 0.86 0.86 | 0.89 0.75 1.00

e

Human 052 | 053] 081 | 060 0.62 1.00

capital

GDPPer | og0 | 081 | 074 | 060 0.88 048 | 1.00

capita

Nat. -

-0.30 -0.19 -0.22 0.20 -0.07 0.07 1.00

resources 0.30

Op. trade 0.19 0.19 | 0.19 0.11 0.20 0.24 0.19 0.04 1.00

(In) pop -0.20 0-18 0.11 0.30 -0.01 -0.07 -0.06 0.04 0.38 1.00

Note: Year (t)= 2004, 2005, 2006, 2009 and 2011.

Corruption is the control of corruption variable from the WB WGI.

Source: WB WDI, UN e-government dataset, WB WGI, and author’s computations.
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