Opportunities and Constraints for Addressing Corruption in the Baltic Sea area
Ugnius Trumpa, President,

Lithuanian Free Market Institute

Baltic Development Forum Members’ meeting in Stockholm, May 26, 2003
“Business Ethics in the Baltic Sea Region - from Corruption to Transparency”

Life in society is based on certain key factors that guarantee the fulfilment of the wishes and wants of its members. These factors are the ability to think, work and exchange. Exchange is one of the fundamental preconditions for creating and enhancing our welfare. Without exchange we would have no means to divide labour and to share its fruits. Therefore the exchange of goods, services and ideas is as natural a condition of life in society as mutual help or language.

However, we know from our experience that there are certain types of exchange that are not tolerated in society. One cannot take without permission what does not belong to him or her. One cannot use or exchange the fruits of other people’s work or other people’s property.

Is corruption a problem in Baltic States? When trying to answer the question we see that we have heard much about it from our friends or acquaintances, or possibly know from our own experience or have read in papers. Most of us know or have heard on different occasions that when it comes to dealing with public institutions or government officials, problems can sometimes be solved only through bribery. It is not only public opinion and media reports that show how serious the problem of corruption is. Research carried out by various international organisations indicates the same. In the research of Transparency International (TI) conducted in 2002 in 102 countries Lithuania was at 52nd place, Estonia at 29 and Latvia at 59.  In 2000 TI conducted research to ascertain the level of corruption in 90 countries. Lithuania ranked 43, with an index of 4.1. In 1999 Lithuania ranked 50, with a rating of 3.8, among 99 countries of the world.

What are the causes of such a broad scope of corruption in Baltic States?

The fallacious attitude towards private property inherited from the Soviet era is one of the primary historical and cultural causes of present-day corruption and its vast scope in Lithuania. During the Soviet times consistent efforts were taken to eradicate the natural urge of individuals to private property and to extol public wealth. The repressive machinery and propaganda of the state were directed towards pursuing these goals.

The experiment failed. Socialism proved that it was impossible to eradicate the need of individuals to possess private property. The socialist practice distorted the relationship between the individual, private property and public wealth. Living in privation and being unwilling to steal from one another for ethical, moral or judicial reasons, people chose an easier way or the lesser of the two evils, as they thought. They chose to steal from the state or to take advantage of public property. The authoritarian system of governance and nomenclature created conditions for making use of public property and government powers without any boundaries. From the very start the socialistic system instilled the idea that public property belongs to all and everyone. 

This ideology directly affected people’s morals. Event those who fought the repressive apparatus of the socialist state considered appropriation of state property or the use of the state machinery for personal gains moral or at least tolerable. 

Under such conditions two types of corruption evolved in the Soviet times. The first one was nomenclature corruption whereby public official and servants considered themselves to be managers and actual owners of public property. They made use of public property through a range of privileges and extended the limits of such privileges. The other type of corruption was theft from the state with the aim to improve personal welfare and to resist unjust repression of the state machinery.

These are cultural and historical factors that affected individual values and the expression of individual interests in society. Apart from them, a low level of economic development is traditionally indicated as another major cause of corruption. As a rule, low salaries of officials and inadequate professional qualifications are also seen as major factors of corruption. Other problems that are frequently mentioned with regard to corruption are inefficient courts, ineffectual laws, a high crime rate and inadequate financing of anti-corruption initiatives. No doubt, all of these factors have a strong influence on the spread of corruption. However, in trying to identify the most effective ways to eradiate corruption, we should look behind these problems. Otherwise, we may find ourselves in a catch-22 situation, because a low level of economic development leads to increased corruption, while a high level of corruption is a serious factor impeding economic growth.

Pinpointing the roots of corruption 

In analysing the problem of corruption it is important to distinguish between two integral components of an act of corruption: individuals who engage in corrupt relationships, their motives interests and the legal provisions that are violated from the system that creates conditions under which one party offers money and the other takes it in exchange of certain favours.

These component parts of an act of corruption can be presented in the following diagram:
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· Motives of the giver are most often related to solution of a problem;

· Motives of the taker are most often related to personal gains; 

· An over-regulated system creating conditions for corruption.

Which of these components are affected by traditional anti-corruption policies?

	Anti-corruption policies 
	Effects on

	Heavy fines for corruption and stricter responsibility
	Givers and takers

	Pay rises for officials
	Takers

	Increased financing of anti-corruption agencies
	Givers and takers

	“Hot lines”
	Takers

	Public education (increasing intolerance of corruption)
	Givers and takers


As the analysis shows, the aforesaid measures do not affect the primary factor of corruption – the conditions that emerge from the regulatory system (disorder) and provide incentives for engaging in corrupt practices. If corruption is to reduced, the aim should be to carry out an in-depth analysis and revision of the regulatory system.

Factors creating conditions for corruption:

· Growing redistribution (public procurements as well as state investments and aid) increases money flows through budgetary institutions and creates conditions for misuse of “public wealth” for personal gains. 

· An opaque, complicated and constantly changing regulatory system creates conditions for abuse of price regulations, the granting of privileges, benefits and exemptions, the issue of permissions and licences, business control, etc.

· Such distortions of the market serves as an argument for politicians and officials who, driven by personal interests, seek to extend faulty regulations in order to achieve abstract and unjustified goals.

· A lack of political responsibility creates conditions for expanding the bureaucratic machine, which in turn aggravates the problems under discussion.

In order to reduce or eliminate the factors of corruption, it is necessary:

· to revise the functions of the state, identifying and eliminating functions that are improper to the  state and create conditions for corruption;

· to reduce state redistribution and state ownership;

· to optimise and rationalise functions that are proper to the state; to establish a principle that an activity is regulated only if regulation is the only suitable measure to achieve the desired goals, with a prior justification of the goals. The goals of regulation should be set out in legal acts;

· to define the terms of revision and evaluation of all regulations; and

· to automate and de-personalise regulatory functions.

Let us look at how the conditions for abuse of official power can be reduced in a specific area, government control of business activity. The proposed measures could be applied for any institution (inspection of quality, metrology control, sanitary inspection, etc.). Obviously, as the first step one should answer the question whether a particular government function and the institution performing this function are needed in the first place. If the answer is yes, the following steps should be taken to solve the following problems:

     Problem: powers of institutions of control are not clearly defined, making it possible to impose their will upon those controlled and to abuse official position.

Solutions:

· Any restrictions on individual or business activity are set out in a legal document. Any interpretation, or broader enforcement, of legal provisions is outlawed.

· Restrictions may not be established depending on the status or volume of an activity.

· Objectives and competence of institutions of control are set out in legal acts and strictly observed.

· Functions of control are provided for a limited period of time after which evaluation of efficiency and expediency follows.

· All legal acts regulating the operation of institutions of control are adopted by a higher-tier institution. 

· Methods and procedures of control are approved and publicly announced. They must be brought to the knowledge of those concerned before the procedure of inspecting begins.

     Problem: principles, objectives and methods of control are not clearly defined, creating conditions for abuse of official power and corruption.

Solutions:
· The right of the institutions of control to enter the premises and audit documentation is confirmed by a court sanction.
· Inspections are planned in advance. Inspection plans are confirmed by the institution superior to the institution of control.
· Institutions of control present regular reports. Efficiency of institutions of control is subject to evaluation.
· Every act of inspection must be written up in a document indicating who carried out the inspection, what was inspected, what methods were used, what results were achieved and the time and venue of the inspection. Explanatory notes must be attached to the document.
· If a governmental institution fails to give an answer during an established period of time, the answer is considered to be positive.
· Administrative fines can be imposed only in exceptional cases. In other cases the primary aim of inspection is to provide information to consumers.
· Fines are imposed by court decisions only. Any restrictions on activity in response to committed violations are imposed by court decisions. Institutions of control are not allowed to terminate any activity.
· Institutions of control must prove the fault of the suspected offenders.
     Problem: the status and responsibility of institutions of control are not clearly defined, creating conditions for corruption

Solutions:

· Institutions of control and their staff and family members thereof may not be related to enterprises that provide services to the institutions of control.

· Institutions of control are not allowed to perform related commercial functions. Commercial institutions or institutions of representation are not allowed to perform related functions of control.

· Institutions of control are fully responsible for the damage caused by any illegal actions.

Analogous principles should be used in revising the functions of any regulatory institution. The outcomes of the proposed changes would not be limited to reducing the conditions for corruption. The launch of the proposed reforms and business deregulation would be indicative of changing attitudes of the state towards the individual and individual interests. Recognizing individual freedom as a value is an essential precondition for improving the prospects of business development. Expanding the liberties of business and limiting government interventions would open up new opportunities for businesses to compete, for consumer, to choose a desired commodity or service, and for the government, to gain respect and reputation.

Deregulation of the economy is a lengthy process. Time is needed to amend legislation and to lay the foundations for the tradition of non-interference. Such measures of curbing corruption would help streamline state governance and public administration, reduce administrative expenditures and enhance public confidence in government institutions. Reduction of corruption would be an important part of the proposed reform.      
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