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Abstract: In this paper, we study the evolution of corruptjgatterns in 27 post-
communist countries during the period 1996-2012gighe Control of Corruption
Index and the corruption category Markov transitiprobability matrix. This
method allows us to generate the long-run distidoubf corruption among the
post-communist countries. Our empirical findingggest that corruption in the
post-communist countries is a very persistent phmmn that does not change
much over time. Several theoretical explanationsirch a result are provided.

Introduction

Corruption is a global phenomenon and no countryhie world is
completely free from corruption. In one charactari©or another, to a
smaller or greater extent, it is present in all niddes, at all stages of
development and under all types of economic pdaipersued by the state
itself. Developed or developing, large or smallrke&oriented or other,
governments in all countries have fallen becauseaofusations of
corruption. Top politicians not excluding headsstétes have lost their
offices, power, and sometimes even their livesoops and revolutions
caused by such allegations.

Corruption seems to manifest itself in all societibat pass a certain
degree of complexity. It dates back to the verstfinstances of organized
human life and has been present ever since (Klitgd®88). One of the
oldest examples of corruption is more than 2,308ryeld. Chnakya,
prime minister to the first Maurya Emperor Chandiatg (c. 340-293 BC),
and the architect of his rise to power, analyzed pinenomenon of
corruption in his work Arthé@stra (Boesche, 2003; Bardhan, 1997). In
China, the penal code of the Qin Dynasty (211-206) Bncluded
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corruption and put heavy penalties on people accaké. Dante Alighieri
placed bribers in the deepest part of hell. Shadagpgave corruption a
prominent role in some of his plays. The Americams&litution explicitly
mentions bribery and treason as the two crimes toatd justify the
impeachment of a U.S. president.

The problem of corruption has always attractedemtydeal of attention
among the social scientists. However, due to tbetfat limited empirical
work exits on corruption prior to 1995 makes leagnifrom history
difficult. For example Bardhan (1997:1329) notestith'Although the
requisite time-series evidence in terms of hard daabsent, circumstantial
evidence suggests that over the last 100 years @orsuption has generally
declined with economic growth in most rich courgtieOne possibility is
that corrupt deal exposure is much more probablmdne economically
developed countries. In addition to its clear imgatdemocracy economic
development improves the spread of educationatterand depersonalizes
economical relationships — each of these oughhdeense the likelihood
that an misuse of public power will be detected taxkled (Treisman,
2000). Thus, policies that boost growth, if suctidisimplemented, are
likely to reduce corruption in the long run. Paldé2002, p.20) suggests
that with" the complex transition from a poor tridalal country to a
wealthy liberal democracy also comes a dramatiaatah in the level of
corruption. The corruption transition is not placada precise location
along the transition path, but follows an undedytransition-trend toward
less corruption.”

In the context of the post-communist countries ehttal and Eastern
Europe, the Baltics, the Commonwealth of Indepen&tates as well as
Mongolia corruption has been recognized as an riategart of the
communist system (Sandholtz, Taagepera, 2005). Hewelespite 25
years of transition and continuous economic dewvedg many people
perceive that corruption, instead of falling, hisem in those countries after
the fall of communism. The simultaneous proces$egweloping a market
economy, designing new political and social insivios, and the
redistribution of state-owned assets in the postroanist countries have
created fertile ground for corruption to flouristhfter the fall of
communism non-transparent privatization, stalldzbrialization of prices
and commerce, and underdeveloped legal and regukstems worsened
the situation even further and have all come inttieir share of sometimes
well-deserved criticism. Not surprisingly, corrupti in some of the
countries that emerged from the former Soviet Umngoperceived to be the
heaviest in the world, imposing a heavy burden logirteconomies and
slowing down their economic development.
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The main aim of this paper it to study the evolutiof corruption
patterns in the 27 post-transition states durirggplriod 1996-2012. The
research methodology employed in this paper iscdlews. First, we
provide some stylized facts on corruption in thetgmnmmunist countries
against a backdrop of various regions of the waolthg the Control of
Corruption Index developed by the World Bank. Then,corruption
category Markov transition probability matrix iseasto predict the long
run distribution of corruption among the post-conmisti countries. Our
empirical findings suggest that corruption in thasmuntries is a very
persistent phenomenon that does not seem to changfe over time.

The structure of this paper is as follows. In Sst® we briefly survey
the literature on various types of corruption wilte special focus on the
post-communist countries. In Section 3 we discudva@atages and
disadvantages of various measures of corruptiorGdation 4 we study
corruption patterns across the world and compageathole group of the
post-communist countries against other groups ohtees and describe
the corruption levels and trend in the particulastecommunist countries.
In Section 5 we investigate the stability of cotiap patterns in the post-
communist countries using the Markov transition badaility matrix.
Section 6 summarizes and concludes with policy menendations and
directions for further studies.

Overview of corruption in post-communist countries

Corruption is a complex phenomenon with multipleises and effects
as it takes on various forms and functions in d#ifieé contexts.
Accordingly, the problem of corruption has beemseiher as a structural
problem in political sciences, as an incentive fwbhin economics or as a
cultural and individual moral problem in other sio@ciences. In any case,
corruption is a multifaceted problem even in ita@ete appearance and no
single model approach will be able to describe tmle picture in an
adequate way. Consequently, there exists a wholttumde of definitions
and each definition seems to be falling short mesaspect.

One of the most commonly used general definitiohsooruption was
introduced by the World Bank (2000) which defineédbioadly as “the
abuse of public office for private gain”. Howeveseveral subsequent
World Bank studies attempted to go beyond this drdefinition. These
studies identified two forms of corruption and dri® capture qualitatively
their extent (Hellman et. al 2000, 2003, and 2004gir authors employed
survey data from the 1999, 2002, and 2005 Busifgssronment and
Enterprise Performance Survey (BEEPS) collecten fion managers and
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owners in Central European and the Commonwealthdgpendent States
countries. The data was used to quantify two kofdsorrupt behavior.

The first type is called State Capture and referthé capacity of firms
to shape and affect the formation of basic ruleshef game (i.e. laws,
regulation, and decrees) through private paymentsmoliticians. This type
of corruption is also commonly referred to as “padil” or “higher level”
corruption. The second type is called Administmt@orruption and refers
to so called “petty” or “low level” forms of bribgrin connection to
implementation of existing laws and regulationghmy bureaucracy.

Undoubtedly, many other definitions and classifara of corruption
can be found in the literature. In fact, most af thork in sciences other
than economics is dedicated to provide a more ocexnglicture of
corruption. Anthropological studies go even asafato say that no possible
definition of corruption can exist since all humaetions are incomparable
to one another. In contrast, most studies in ecac®take a parsimonious
view focusing only on ‘as if market outcomes ofmgption. Therefore, for
the purposes of this study we decided to use tliewimg definition:
corruption is an act in which the power of publffice is used for personal
gain in a manner that contravenes the rules ofjénee (Jain, 2001).

In the context of the post-communist countries wation was often
recognized as a heritage of the communist systehileWthe collapse of
communist regimes in many countries across theoregiltered the
structure of opportunities and incentives for cptian, it did not eliminate
them. In the face of the fall of the command ecoicmsystem, the structure
of informal personal ties between people did netsegto exist, nor did the
distrustful attitude towards the state. With a daw®arin the post-Soviet
political regime after the subsequent progress afnemic and social
transformation initiated changes in the backgroand environment of
corruption. Furthermore, privatization after thellajgse of communism
created new incentives and opportunities for cdioap(Kaufmann and
Siegelbaum, 1997; Stiglitz, 1999; Hoff, Stiglit)ax).

The possibilities and the scope for corruption he post-communist
countries— given the mixture of massive privatiaatiweak states, and
underdeveloped civil societies — have been coraider The
simultaneous developments that occurred along aattmomic and legal
transformation sometimes led to an increase irelamgle corruption. This
indistinct flux and institutional vacuum producedamy economic rents
which were later captured by the corrupt. The i@iahn power of the state
has been relaxed and the formal and informal unigdits that controlled
and organized corruption in the past were elimthatewere in a decline
(World Bank, 2006). This allowed corruption to ftah, since most of the
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countries had no civil society and therefore theoaatability of the

reformers (some of which were communist politicjawas non - existent.
Moreover, it was argued, that corrupt masses deatioally generated new
corrupt elites even when the former communist lieeere forced out
(Sandholtz, Taagepera, 2005).

Therefore, after the fall of communism many peopéceived that
corruption instead of falling had in fact risen ihe post-communist
countries. A massive process of property redistidipu resulted in a
restoration of the informal personal ties, pregeati the borders between
the formerly omnipresent state and the newly entefgesate sector. As
the economic process was taking place, the existehcorrupt practices
was shifting from one sector of economic activityanother. Corruption
shifted chiefly from the sector of general serviaes sales of goods to the
region of state and administrative services.

Aslund (2002) provided an excellent account of fiecess of rent
grabbing. According to him these rents were uséel B corrupt public
officials and perpetuate the rents even furthers TWas easy, because the
network of interpersonal connections between peapblearious public
occupations had been already set up and deeplnehid in the economy.
As the captured rents were perpetuating and inciggathey soon brought
about more money to be seized by the means oftlgiredluencing the
creation of law and regulation. Before long, thptaeed state was born.

The result of the strategy of stalled partial refovas the rise of the
captured states, dominated by corruption. It idiadit to describe the
model of such a country, as it is a rather indg$timixture of laissez faire
state with heavy state intervention, when it coneeshe economy. The
general vision that was shared by the “foundingdet” of such states was
“maximum freedom for us, maximum regulation andeiaéntion for
others”. Economic growth did not arise as an objecdbf such elites, as
they were mainly concerned with capturing the wedltat had already
been formed by the means of market distortionssezipy overregulation
and certainly not in the formation of the new. Tdfere, the larger the
initial distortions, mainly caused by collapsingngal planning and
underdevelopment, the larger were the rents.

The frequently quoted example of the captured siateRussian
Federation. Interestingly, the greatest fortunefRirssia were made not
through privatization of state owned companies, thudugh privatization
of the credit given out by the Central Bank of Rais§Dabrowski,
Gomutka, Rostowski, 2001), through arbitraging tliferences between
controlled prices for raw materials within Russied dree market prices
abroad (Aslund, 1999), and through favoritism irnuna resource based
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industries. “It was the Russian treasury, which wiasctly asset stripped,
not the firms”, and the riches made during thisqeehave maintained the
political power of the oligarchs @browski, Gomutka, Rostowski, 2001).
The results analogous to the Russian experiencbecabserved elsewhere,
and in many countries the situation is even worse.

While Estonia and Slovenia were initially relativdtee from the state
capture, Ukraine, Bulgaria, Moldova, and many coasatof Caucasus and
Central Asia could be a used as a perfect exangblesch captured states.
Because only a select few had the access to theffiofals being able to
stall reforms, just these few gained on the prqcessating immense
wealth, at the cost of all of the public. Desplie tommon belief that the
liberalization was the main source driving corrapti in reality, the
relationship was opposite. Not privatization orbftaation stopped the
post-communist economies in their tracks, but th&ight extortion of
rents and embezzlement of state assets. The momi&cted, enabled to
stop the necessary reforms, hence perpetuatingption due to market
distortions.

Therefore, in the subsequent sections we study el@ution of
corruption patterns in the post-communist countrdggminst the other
regions of the world and then compare the levelsafuption among
particular post-communist countries. However, ptiorinvestigating the
corruption patterns we discuss advantages and \@distabes of various
corruption measures.

Measuring corruption

Despite the fact that a large number of press lesticlocumenting
individual cases of corruption in particular couggrhave been published, it
is still difficult to estimate precisely the extestt corruption and to make
cross country comparisons. No available guantiaiiformation is based
upon direct observation, with the exception of casedies that are
extremely scarce and therefore not commonly uséd. main problem in
research on corruption has been the lack of sysiermad internationally
comparable statistical data. In a perfect worl@, data used in empirical
studies should be based on objective, direct, asthdnd observations of
corrupt transactions made by unbiased observersambaexperts on the
rules and routines in the scrutinized sector.

However, the aforementioned conditions are rare@t m reality as
corruption is usually deeply concealed. None of ghdies of the corrupt
deal has incentives to inform anyone else abaide corruption is illegal.
Moreover, in contrast to other crimes, corruptioas htypically no
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individual victim who would be motivated to repotthe crime.
Furthermore, corruption usually takes the form ofmplex transactions
taking place in large hierarchies to which outsdbave no access. It
usually involves informational asymmetries and éfi@re its observation is
very indirect. As a result, corruption is hard teasure and empirical
studies on this issue are in a short supply.

Some researchers have tried to estimate corruptidivectly with
disputable success. In their studies, corruptios walculated from micro
level data, like data on infrastructure project® tse of cement, or data
drawn from firm-level surveys. Even if argued to beccessful, these
accounts do not enable a comparative analysis dimeg concern two
countries at most. Examples of such studies inclit/dde (1982) for India,
Murray-Rust and van der Valde (1994) for Pakistdanzetti, L. and C.
Blake (1996) for Latin America, Svensson (2003) féganda, Kuncoro
(2004), and Henderson and Kuncoro (2004) for Indiapeand Golden and
Picci (2005) for Italy.

Asiedu and Freeman (2009) discussed and classiiesdus measures
of corruption used in previous studies into thresegories: internal,
external, and hybrid. Internal measures includesehdrased on the
perceptions of firms that operate within a singurdry. The external
measures are based on the assessment of risktanahgs typically reside
outside a country. Finally, the hybrid measures lmiom corruption data
from different sources into a single composite d&ach of those
measures has its own advantages and disadvantages.

The typical procedure in constructing the intemm&lasures is to survey
firms in a particular country about their percepticand experiences of
corrupt practices. The main advantage of internahsures is that they
reflect firms’ perception of investment risks tlafect firms’ operational
and investment decisions. At the same time, inteneasures have several
limitations. Firms that provide the corruption rafs operate in different
countries face different economic and political iemwvments and the
collected data may not be easily comparable aaosstries. Moreover,
the data can be affected by individual charactesigif firms, such as their
age, size or industries in which they operate.

The external measures are compiled by commersiarating agencies.
The main advantage of those measures is that desirdtre rated by the
same set of entities which makes the data more istens and
internationally comparable. External measures, kewesuffer also from
several disadvantages. The data coverage is usimaitgd and the country
evaluations are usually not based on personal exmer, but rather
inferred from media reports. As a result, the Isvafl corruption reported
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by the consultants who compile those measures rabgaturately reflect
the actual levels of corruption.

The hybrid measures combine corruption data froffergint sources
into a single composite index which allows mitigatiee problems
associated with the internal and external measafresrruption. In order to
address those problems, researchers from the n@rrguoental
organization Transparency International (TI) ande thVorld Bank
aggregated, using slightly different methodologiesrious data on
corruption gathered from a wide range of sourcesréate the so-called
corruption perception indices. These two hybrid sueas are the most
widely used measures of corruption. Due to siniksi in their
construction these two indexes are correlated @atth other. These indices
allocate numbers for the level of corruption to edtnevery country in the
world of some economic significance. Although saoantries change the
position from an index to an index and have différankings in the Tl and
WB datasets, there is an overall constancy todhkings. Therefore, most
studies use one or the other of these two indices.

Perhaps the most popular hybrid index is the anfwiaCorruption
Perception Index (CPI) which is a compilation ofraption surveys and
assessments that are averaged each three yearsl arayiven year and
computed since 1995. Constructed as a poll-of-poitex, the CPI is
designed to capture the perception of well-informpedple on corruption
which are scored on a range of 0 (high) - 10 (IclW)e index aggregates
the perceptions of respondents with regard to #iené of corruption —
defined as the abuse of public power for privateetie Here the extent of
corruption reflects the frequency of corrupt payteseand the resulting
obstacles imposed on businesses.

Although TI's CPI index has been the most popwdarid index, it has
not been free from criticism. For the 1995 and historical data (1980-
1985, 1988-1992), this index was constructed byntpkimple averages
after transforming the various different scalesawsh from different data
sources — into 0-10 scale. The normal standardizatechnique was
introduced in 1996 but stopped in 2001. The matp@rcentile technique
and the -transformation were introduced in 2002 applied since then.
Due to these changes, the CPI cannot be regardedcassistent time
series.

The World Bank has made use of the underlying ssutibat make up
the Tl index and has produced its own Control ofr@ation Index (CCI)
using an arguably better aggregation method arlddimg more countries
and sources. Kaufmann et al. (2006), authors efittdex, provide a very
extensive rebuttal (with empirical proofs) of mo$tthe arguments raised
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by its critics. Arndt and Oman (2006) in their exgve survey of the many
different indicators referred to the World Bank @ohof Corruption Index
as "probably the most carefully constructed goveceandicator”.

Therefore, our measure of corruption used in thidysis the Control of
Corruption Index compiled by Kaufmann et al. (200@ince what actually
matters in our empirical investigation are perampi of outsiders, the
World Bank data seems to be especially well suitdée. World Bank index
covers about 200 countries and is computed on #wis bof individual
variables relating to perception of corruption, vdnafrom about 40 data
sources produced by more than 30 different orgéioizs In our study we
focus on the sample of 27 post-communist counfieesvhich data are
available starting from 1996 until 2012.

Despite the fact that the CClI is "probably the neasefully constructed
governance indicator”, it has several weaknessgsalticular, it shares the
common weakness of drawing on public opinion podlserefore, one
must be aware that this index measures perceptaihsr than being an
objective measure of corruption. It could be theecéhat if a particular
country’s score differs from a survey to a survitypccurs mostly so
because of a shift in perceptions. For instancejianeoverage of high-
level corruption prosecutions may increase publigerception of
corruption, while the “real” level of corruption maactually decrease.
Another important drawback of this index is thatcg the data are a
composite measure, they do not differentiate ameagous forms of
corruption, such as high-level versus low-leveraption or well organized
versus poorly organized corruption or corruptiothwheft versus the one
without, initiated by private party, extorted byetbfficial and so on.

The most effective response to the arguments sedvepove is to be
aware of the inherent limitations of any givenistatal instrument. Despite
all of the listed limitations and critiques, thebhigl indices provide a lot of
useful information. They have laid solid foundasofor anticorruption
efforts of such prominent organizations as the W8@&nk, OECD, UNDP,
IMF, and the EBRD.

Corruption levels and trends in the post-communistountries

In this section we first study the general corraptpatterns across the
world and compare the whole group of the post-comsticountries with
other groups of countries and then we describectimeuption levels and
trends in the particular post-communist countrieszigure 1 we show the
distribution of corruption across various regions tbe world. The
assignment of countries into each category follalws World Bank
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classification. The groups have been enumeratéeimnnex at the end of
the paper.

Figure. 1 Distribution of corruption among various countrygps
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It can be seen from Figure 1 that the post-commuo@intries
constitute one of the clusters of countries in weld, which show the
highest levels of corruption. Not surprisingly, tlevel of corruption in
post-communist states makes this region on par tiéh most corrupt
countries in the world. In particular, post-comnairgorruption goes hand
in hand with corruption in Sub-Saharan Africa ambt® Asia, and is
visibly higher than corruption in the Middle EastdaNorth African
(MENA) countries.

Until the early 2000s the post-communist countaégs group were the
most corrupt countries in the world. Although theemms to be a positive
trend, it is very weak and the post-communist coeststill exhibit one of
the worst instances of corruption. Thus, it coutddoncluded that despite
the advances in reforms, the level of corruptiontlie post-communist
countries remains high and does not seem to dimisignificantly over
time.

Moreover, a further point could be made that thetgsommunist
countries exhibit a higher level of corruption thdheir level of
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development would suggest. This can be seen inré-guwhich shows the
income distribution of corruption.

Figure. 2 Income groups distribution of corruption
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In terms of material wealth, majority of the postxamunist countries
fare between lower middle income and upper midadeiine groups. Some
of these countries even managed to reach the ligitesne group, as seen
in the appendix. However, it can be seen from Eduithat the group of
communist countries displays corruption behaviorth@ in between the
two low-income and lower middle-income countries.

In Figure 3, we compare the levels of corruptionparticular post-
communist countries in the first year of our sampl&996 and in the last
year — 2012.
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Figure 3. Corruption levels in particular post-communist coi@s
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It can be noted from Figure 3 that a great dedhat€rogeneity exists
among the post-communist countries. The highestidesf corruption are
reported in the successor states of the formereBdvnion with the
exception of three Baltic countries that from theginning opted for
integration with the West, radically reformed thegonomies, and joined
the European Union in 2004. Among those stategnizsts the absolute
leader in which has the lowest and even furtherredesing level of
corruption among all the post-communist countridmiong the former
Soviet Union countries in which the levels of cqtian are the highest are
the Central Asian and the Caucasus states such uaksma@nistan,
Uzbekistan, Tajikistan, Kyrgyz Republic, and Azepra These countries
are followed by the East European countries suclUlamine and the
Russian Federation. Among the least corrupted sstiteaddition to the
Baltics, are the Central European countries sucBlagenia, Poland, and
Hungary.

In Figure 4, we show the changes in the level ofugion for particular
post-communist countries in the period 1996 — 200ids allows us to



14  Andrzej Cidlik, Lukasz Goczek

identify countries in the region, which experiendbd biggest decreases,
and increases in the level of corruption.

Figure 4. Changes in corruption levels in particular post-ommist countries
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It can be noted that the level of corruption in thest corrupt countries
in Central Asia such as Turkmenistan or Kyrgyz Rdipuhas increased
over time while the level of corruption in the mityp of the least corrupt
countries, such as the Baltic countries, decreasgerestingly, in many
Central European countries, such as Slovenia, thkeclC Republic,
Hungary, and the Slovak Republic, which initialkarsed with low levels
of corruption, corruption increased over time. Tdidy exception in this
group was Poland where the level of corruptionhgligdecreased. The
most spectacular decrease in the level of corrapti@s reported in
Georgia. Other significant decreases in corruptiene also reported in the
Balkan countries such as FYR Macedonia, Croatiehi&and Bulgaria.
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Hungary |
Slovak Rem
Armenial[]
Romania[:
Ukraine
Russian Federation |
Albania
Lithuania
Belarus
Bulgaria
Serhia
Croatia
Macedoniz, FYR
Estonia
Georgia

0

Tajikistan
Kazakhstan

Uzbekistan |
Montenegr_|

Azerhaijan

Czech Republic |

Source: own elaboration based on World Bank CCGi dat

Corruption persistence in post-communist countries

In this section, we study the stability of corraptipatterns in the post-
communist countries using the Markov Transition fika{MTM). The
MTM is a square matrix that contains the probdbdgitof moving from one
state to another state. The use of MTM has gairggailprity in social
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sciences, especially in economics to study the-tongworld distribution
of income among various groups of countries anddamtify “growth
miracles” and “growth disasters” (Jones, 1997).dBalogy, in our study
we can identify “corruption miracles” and “corrugmti disasters” and study
the long-run distribution of corruption among theospcommunist
countries.

For the purposes of our study, the post-communigtntties were
assigned to four different corruption categoriegghh medium high,
medium low, and low corruption. The categorizatieas carried out for the
sample of 27 post-communist countries, which wéviled into quartiles.
Therefore, this categorization was based on thieeedistribution of post-
communist countries. We considered sixteen diffetgpes of transitions
between these states, including staying in the semneiption category.
This corresponds to the 16 quadrants of the tiansimatrix. If the
probability of moving from categoriyto a category at a given one time
step is:

Pr(j li)=PR; (1)

The four-state stochastic matrix P is given by gghrese probabilities,
where

Pii Pz Pis Pia
Por Paz Pos Pag
Ps1 P32 Pssz Psg

p4,1 p4,2 p4,3 p 4,4 (2)

Since the probability of transitioning from stateisome state must be
1, this matrix is a right stochastic matrix, sottha

ZFi),J =1
] )

An initial distribution is given as a row vector(gresented in Table 2).
A stationary probability vectof’is defined as a vector that does not change
under application of the transition matrix; that itsis defined as a left
eigenvector of the probability matrix, associatethwigenvalue 1:

mP=rr @)

The Perron—Frobenius theorem ensures that everhiagtic matrix has
such a vector, and that the largest absolute \ailae eigenvalue is always
1. In general, there may be several such vectaraieder, for a matrix with
strictly positive entries, this vector is uniquedacan be computed by
observing that for angwe have the following limit,
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H k —
L'ETJO(P )i =TT (5)
where”li is the j-th element of the row vectar.

This implies that the long-term probability of bginn a state is
independent of the initial stateThus, the system evolves, over time, to a
stationary state. Intuitively, a stochastic matepresents a Markov chain
with no sink states, this implies that the applarabf the stochastic matrix
to a probability distribution would redistributeetiprobability mass of the
original distribution while preserving its total st If this process is
applied repeatedly, the distribution converges tstadionary distribution
for the Markov chain. This allows us to obtain theg-run distribution of
corruption in the post-communist countries.

The calculated transition probabilities among pattir states are
reported in Table 1.

Table 1. Corruption level category transition probabilityr f@post-communist
countries (Markov transition matrix)

Corruption level guartiles for post-communist counties

High 89.64% 09.89% 00.47% 00.00%

Medium High 10.25%  80.13% 09.62% 00.00%

Medium Low 00.16%  12.09% 82.79% 04.96%

Low 00.00% 00.00% 04.24% 95.76%

Corruption level High Medium Medium Low
High Low

Source: Own estimation.

It can be seen from the transition matrix thatghababilities of staying
continuously in particular quartiles are the higheslating to large
persistence in corruption results. In particulag probability of staying in
the low corruption quartile is the highest and elds one while the
probability of staying in the medium high quarigethe lowest and equal to
0.8. Among the highest probabilities of changing tuartiles are the
probability of moving from the medium low to the dinem high quartile
equal to 0.12 and the probability of moving frone ttmedium high to the
high quartile equal to 0.10. This suggests thatha long-run we should
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expect corruption in the post-communist countr@strease. This can be
seen in the long run distribution of corruption time post-communist
countries shown in Table 2.

Table 2.Initial and long-run distribution for post-commundgiartiles

Starting distribution post-communist quartiles
High Medium High Medium Low Low
Corruption Corruption Corruption Corruption
24.95% 25.42% 24.48% 25.15%
Limiting distribution post-communist quartiles
High Medium High Medium Low Low
Corruption Corruption Corruption Corruption
26.45% 26.39% 21.73% 25.43%

Source: Own estimation.

Comparing the initial and long run distributions amrruption in
post-communist countries it can be seen from Taleat in the long run
we should expect corruption to increase as thediiee high and medium
high quartiles are going to expand at the experisthe medium low
quartile. This result is not surprising given tlaetfthat the probabilities of
moving from the high and medium high levels of aption to the lower
levels of corruption are smaller than the probtiegi of moving from the
lower levels of corruption to the high and mediuighhevels. It seems that
corruption levels are highly persistent across tiB@me countries remain
trapped in "corruption” traps characterized by psive corruption whereas
others end up in high corruption equilibrium andysthere. Here, the
important results concern the countries of the &ri@oviet Union, most
notably Ukraine and Russia, which ascend in tha&iruption control in the
mid-sample only to fall back to the lowest category

The most interesting cases are of course courttregsmanaged to
cross the borders between the corruption groupse Heost notable
examples of such countries are the cases of GearglaEstonia, which
managed to "jump" two categories. In both countrias significant
liberalization has taken place associated withvtftadrawal of the state
from regulation, however, this was joined with ingtonal reform relating
also to judiciary and crime prevention. This miguprovided the best
results. Third case of a significant improvemenswaoatia, which in the
observed sample was during accession to the Eurdpei@n. This process
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required putting an anticorruption framework in qdaassociated with
significant deregulation of "national champions” big state owned
companies with significant market power in the lonarket.

Conclusions

Over two decades of the simultaneous political @w@homic transitions
in the region, a dynamic market economy has emeirgsdme countries,
yet in some nothing changed, and the boundariegceet the state and the
economy remained murky. In this article, we studibeé stability of
corruption patterns in the post-communist countri@eough a small
positive trend is visible, it is mainly initiatedy those post-communist
countries that joined the European Union. In gdnera should not expect
radical changes in the levels of corruption in otleeuntries. On the
contrary, corruption in the long run in the postatounist countries may
even increase. Nevertheless, the story of an ovemvhg majority of the
post-communist countries is staying on approxinyatieé same corruption
level.

A possible explanation for this is that “corruptiaorrupts”. The
expected profitability of engaging in a corruptnsaction relative to not
engaging in it depends on the number of other gedping the same. Gain
from being corrupt from the point of an individudpends on how many
other individuals in the same organization or dycere expected to be
corrupt. This is so for many different reasons:

e It is harder to seek out and punish corrupt offician
environments where everybody is corrupt.

e Corrupt individuals prefer to interact with otheorpt
individuals and continue to be corrupt if they hanteracted
with corrupt individuals in the past.

e The reward to rent-seeking relative to entreprestepris high
in societies where most individuals seek rents andept
bribes.

e Internalized moral feelings of guilt by fraudulebthavior
decrease as the number of corrupt officials in@gas

« The stigma and reputation costs associated withkbrg social
norms are higher in a situation when few otherf stefmbers
are corrupt.

« Officials act upon a social convention arising undhe
assumption that they tend to imitate relatively enoewarding
behaviors either by learning from experience in aigit
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interactions or by progenitors transmitting théiagegy to their
progenies.

Each of these mechanisms has the potential to roakeption self-
reinforcing and to generate multiple equilibriumseseby organizations or
countries with the same characteristics can expegievery different
corruption levels. This gives a role to history aasnajor determinant of
corruption and explains its persistence. Countasbe “stuck” in density
dependent equilibriums; the level of corruptioraicountry moves towards
either a high or a low equilibrium depending on théial situation.
However, this setting leads to density dependafectsf i.e., critical
population thresholds, which separate equilibrivwigh low levels of
corruption from equilibriums with high levels of rcoption. The presence
of multiple equilibriums in turn raises the poskipiof moving from a
current “bad” equilibrium to one that is sociallyperior. This suggests that
a ‘'big push’ strategy is needed to reduce corruptevels in societies
where corruption is pandemic. The question of hownake such a move
has apparently not received much attention othan tieports of various
institutions. We know only that some countries rimmeapped in the bad
equilibrium and that radical action is needed, What exactly should be
done is not exemplified in the literature. This whkgpathways for further
research on causes of post-communist corruptionntemesting extension
of the current research would be to study the tffeaf European
integration on corruption in the post-communistrdoes.
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