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Doing businessin the lands of the former Soviet Union (FSU) isa daunting task. We
have dl read the news reports of the “Méfia’ who dominate the FSU and the lack of
rule of law. Operating in the FSU involves operating in countries where one is open to
extortion. Aswdl, oneis faced with rgpacious civil servants who demand bribes for
performing the most basic services. This environment is very reminiscent of the world
of Thomas Hobbes oneinwhich “...every man is enemy to every man; wherein men
live without other security than what their own strength and their own invention shal
furnish them with...”*; in brief aworld where the life of manis*.. .Solitary, poor,
nasty, brutish an short...”2.

Faced with such atough environment how isit possible to conduct businessin alegd
and ethica manner? How does one conduct onesdf in such a place?

To do businessin the FSU it isimportant to look at severd factors that meke
corruption in this region different from those in other regions. One of TI’s core
philosophies has been thet it is essentia each country define its own anti-corruption
programmes and methodol ogies according to the locd “redlities’. Hencethe
reasoning behind establishing Nationad Chapters and our adaptations of the Tl
Sourcebook. Within the former Soviet Union there are specific redities that make the
region different from others, including Eastern Europe. It isthis“face’ of corruption
in the FSU that | would like to address here today.

Within the countries of the FSU isasat of regiond specifics that define the popular
conception and causes of corruption. These specifics should be recognised if an
effective srategy isto be created in assigting the fight againgt corruption in the region.
Knowing these reditiesis especidly ussful to those members from of the private
sector who are contemplating working in the region.

i Hobbes Thomas, Leviathan, Oxford, 1996, p.84
Ibid.



1. Thefird redity isthe high level of corruption in the region. Thisregionisan
incredibly corrupt “zone” which in the TI Corruption Perception Index (CP1) for
1999 the countries of the FSU® were placed between places 75 (Moldova) and 96
(Azerbajan) in the 99 countries listed. This places it as one of the most corrupt
regions in the world. The degree of corruption within the FSU isthe crucid factor
that separates it from other regionsi.e. Centrd and Eagtern Europe. The relative
leve of corruption in the FSU isSmilar to thosein regionsin Africa In TI’s 1999
CH, Bdarus was tied with Senegd, Moldova and Ukraine with Cote d' Ivoire, and
the Kyrgyz Republic with Uganda Thisis a unique paradox of the FSU being an
indugtridisad and well-educated region that is, in certain aspects, in the same
leagues as “Third World” countries* One of the adage in the Soviet timeswas to
refer to the Soviet Union as an “Upper Volta (today’ s Burkina Faso) with rockets
which seems to be more of the current Stuation than it was then.

2. Thedbsolute Poverty and Economic Collapse of the satesin the FSU. In the last
ten yearsthe levels of poverty in the region have increased dramaticaly. Aswell
as the GDP, the levds of growth have dropped dragticaly since the collapse of the
Soviet Union. In red terms from 1988 to 1995 poverty increased in the Western
CIS (Ukraine, Bdarus and Russa) from 2% to 52% and in Centrd Asafrom 15
to 66%!° The countries of the FSU have seen redl GDP drop to dightly above
50% of that of 1989. Following along period of dropping GDP there has beenin
the last 4 years garted to have limited growth dbeit dowly. The destitution faced
by those in the region especidly that of civil servants leads naturdly to rampant
corruption. Poverty isamgor cause of corruption and anti-corruption work should
be seen in connection with poverty dleviation. To quote the Indian ambassador in
Taikigan: “If you tdk to a hungry man about good governance, he will probably
kick you in the teeth” °

3. Therearethecultural and historical factors thet contribute to corruption. The
culturd legacy of along higtory of “bad” governance. These culturd and
higoricd factors play a dominant role in preventing the creation of a Nationd
Integrity System. 70 years of communist mismanagement, placed upon 600 years
of autocratic rule of the Czars, and severa hundred years of the “ Tartar yoke’
have |eft very barren ground for the growth of good governarce. The staggering
weight of this culturd baggage has not made the Russians “inherently corrupt” as
is often daimed.” However, it has |eft alarge gap between what former Soviets
condder to beillicit acts and what North Americans view as being unacoceptable
behaviour.

* The Baltic countries (which are arguably a part of eastern Europe) and Belarus (whichis
economically apart of the Russian Federation) are for the purposes of this paper excluded from the
FSU.

Such comparisons greatly irritate most citizens of the FSU and yet are sadly true.

European Bank for Reconstruction and Development, Transition Report 1999: Ten Y ears of
Transition. L ondon, 1999, p. 58. Of course one should always take Soviet (and post-Soviet) figures
with agrain of salt dueto the unreliable nature of government figures. Even the vaunted CIA grossly
gveresti mated Soviet economic figures.

Bharat R.Shri- Indian Ambassador to the author in Dushanbe, March 2000 during the joint TI/UNDP
Governance Assessment Mission.

For amore complete discussion on the cultural aspect of corruption in Russia see: Bowser, Donald.
19909. ‘ Corruption in Post Soviet States: A question of cultural identity?' . unpublished paper given at
the Fourth Annual ASN Conference, New Y ork.



4. Oneédement of thislegacy that may be consdered on its own afactor
Russar/Soviet view of private property. The concept of private poverty had
within the area of the Russian Empire aways been poorly developed due to the
limited rightsof the peasants. The very “eastern” concept of the community
having a place above the individua has lead to a much wesker bond with property
then in the Wedt. This hitory is ncombined with 70 years of Soviet rulein which
owning private property was forbidden. In Soviet times there existed only Sate
property (as an extension of the people) and persond belongings and even the
concept of private property was banned as being too bourgeois. With such a
legacy it should not come as a surprise that property rights in the post-Soviet
dates are poorly protected. In addition, thislegacy led to the inevitable mass theft
of sate assats that occurred during privetisation. Thiswas anatura development
to what had hgppened in Soviet times. As an apologetic thef stated after an
atempted robbery in Odessain 1990: “It’ sthe state’ sfault of course; firgt they
stole from us then we stole from the state and now we stel from each other.”® The
post-Soviet addition is*and then we stole the sate” Or better yet the Soviet
judtification for helping onesdlf to anything at hand (building meaterids, farm
produce) “well these are the peopl€' s things and we are the people’. One can see
thet respect for private property was low in the Soviet Union and a natural
condusion to thisis mass theft.

5. Closdy rdated isthe completelack of a separation between the public and
private sectors. If misuse of public office for private gain isthe accepted
definition of corruption than amog the entirety of the public sector of the FSU
can be congdered to be corrupt. Thisis aso a Sovietera heritage and is closdy
connected with the lack of aclear concept of private property and the resulting
lack of a private sector. In that there was only the public sector in the Soviet
Union, entrepreneurs used the only means available to the sate assets and public
office. A common migtake of foreignersin the FSU isto assume they have
anything to teach the people in the region about being entrepreneurid. The vibrant
second economy (the famous black market) of late Soviet times was a clear
indication of how commercialy minded were the citizens of the USSR. This
tradition has been carried over into post Soviet times and public office exigsasa
means of production. In fact this* spontaneous privatisation” of public officeis
the judtification of the states of the FSU for withholding the wages of public
savants sdaries. There is an absolute absence of professondism in the public
sector across the FSU and the idea of public servants existing to serve the publicis
aforeign concept.

6. Thereislittle (or no) Civil Society (CS) in the way that the West conceives Civil
Society. A broad range of institutions outside of government—including civic
associations, nonprofits, churches, and neighbourhood clubs—that contributes to
the public good® is a useful description of the “western concept of CS. However
few Civil Society Organisations (CSOs) in Russaare active in pursuing the public
good but ingtead are involved in the pursuit of privatelindividud good. If thereis

: Theincident happened to the author on abusin late 1990.

Civil Society, the Public Sector, and Poor Communities: G. Thomas Kingsley and James O. Gibson,
Number 12 in Series, "The Future of the Public Sector" found on
http://www.urban.org/PERIODCL/pubsect/pub_12.htm p.1



no barrier between the public and private sectors than logicaly the same should
exigt for the third sector. Most NGOs are Smply commercia organisations whose
“capitd” exigs as ad from donor organisations and whose “products’ aremainly
oriented towards the “market” of the international community. Those genuine
members of CSthat do exig are usudly too oriented towards their own nationd
problems and redlities to be able to engage in the competitive world of the non-
profit sector. Foreign grant givers usudly reward those thet look and tak like they
do. The poor Russian spesking researcher who istrying to fight for the
accountability of Soviet eracrimesisunlikely to get grants®.

7. A lack of anindependent and responsible media. The years of authoritarian
government of the USSR Ieft behind a pressthat wasiill prepared to meet the
chalenges presented by a free market and more democratic system. Although
eager to pursue corruption cases thisis usudly based on the principle of
kompromat (compromising evidence) thet is usudly not substantiated and is used
for ulterior purposesi.e. to incriminate a palitica or economic competitor instead
of pursuing public good. The paliticisation of the mediain Soviet times has made
it relatively easy to co-opt the post-Soviet era press using repressive measures or
economic means. The lack of professondism, dire economic gtraits and lack of
protection of journdist has diminished the independence and power of the “fourth
estate”.

8. Thedominance of social networks. The system of blat and informd socid
networkswhich dlowed life under the planned economy to become liveable has
fecilitated the emergence of a kleptocracy. Although based on the moraly correct
ideaof helping othersin one's“family” or socid group, this entrenched system of
influence peddling has lead to low awareness asto what is a conflict of interest.

So what are the results of this region specific “face of corruption”? What al these
elements bring about is
the completelack of trust between the people and gover nment and
thefailure of the transtionsto democracy and a market economy
weakening of the state.

The erosion of trust between the people of the FSU and the governments may not
seem to be amgjor issLe of importance but it isin actudity. What this lack of trust by
the ditizens for their governments has led to mass tax evasion and capitd flight. The
recent spate of scandas concerning misuse of the IMF and World Bank funds should
come as no surpriseto those who know Russia. The fact that the Central Bank of
Russa kegps large amounts of its funds in offshore accounts is not a promising Sgn
of fath in the government!

This could be considered one of the unique aspects of corruption in Russia The mass
theft of sate assats that occurred during privatisation is not an unprecedented event. It
has been often compared to the early days of North American capitaism, the robber
baron period. However, the difference liesin tha the “oligarchs’ of the For mer

Ry good example of thisis Sergei Grigorinats of the Glasnost Foundation who has had along and
hard struggle asthe founder of an anti-KGB NGO.



Soviet Union are not the Rockfelers or J. Paul Getty. They do not invest in their
countries but instead transfer their assats to offshore or Swiss bank accounts.

The other ominous sign of the mistrust of the peoples of the FSU and their respective
governments, is the massve evason of taxes. The majorit%/ of Russansdon't pay
taxes nor would they know how if they were so indined.™ Nine tenths of the citizens
of Russaview their public officias as being corrupt™? and aresult of thisis that few
fed the need to fulfil their part of the socid contract. As civil servants are engaged in
rent seeking for public services, the public does't fed the need to pay for services
that must be “bought” anyway. The old Soviet adage “they pretend to pay us, we
pretend to work” it has become “we pretend to pay them and they pretend to ddliver
sarvices'. This downward cycle of decreasing tax bases hampers the state from
providing the most basic sarvices that a gate should provide, induding additiona tax
collection and policing its own laws™! What has emerged aongside the second or
“black” economy is the non-taxed business of persona protection and contract
enforcement using non-legd methods through the mafiyat® which provides those
sarvices that the date is incapable of providing.

Wheat this means for the foreign investor is thet they provide the easy “target” when
the government needs to increase tax revenues. A casein point isfollowing the crash
of the Ruble in August 1998, when Russian tax collectors wert to foreign business
with baseball batsin hand to try and increase tax collection™ Thisof courseis
something that wouldn't occur to Russia businesses that possess the right krysha or
protector within the state gpparatus. The end result is a downward spird leading
towards a collgpsing state that can not protect the interests of its citizens or the Sate
itself. Ukraine and Kyrgyzstan provide two examples of states in name only. These
“virtud” dtates dip deeper into economic collgpse.

Additiondly the trangtion to a democratic sysem isundermined. Thelack of trugt in
dected officids breads cyniciam and migtrugt in democracy. Authoritarian regimesin
the region are perceived to be less corrupt than the more liberdl regimes’® This
distrust erodesthe faith in the comparative advantage of a democratic system, to quote
aditizen of Odessa, Ukraine “democracy shemocracy, they stole from usin the past
and they stedl now, only difference with democracy is they are more open about it.”’
The recent election of Vladimir Putin in Russais adear demondration that the
atizens of the FSU are willing to support more authoritarian governmentsiif they can
increase the strength of the state and sat limits on the behaviour of public servants.

*! Ca't Pay, Don't Need to Pay: How Russians View Taxation Found at:
hytp://wwwv.cspp.strath.ac.uk//nrb7pr.html
13 ibid.

Lovell, David: Nationalism and ati
Hniversity of Melbourne 2000. p.3

Post-soviet organised crime is much talked about but the name mefiya is very much a misnomer.
Since few businesses in the FSU pay their full taxes all business has a degree of illegal activities. The
emergence of the “Comrade Criminal” (a state official engaged in illegal business activities) implies
ttgat thereisno linein the FSU between the private and public sector.

Anecdotes of this sort are widely circulated among the expatriate community in Moscow and
appeared at the time in many Western publications.

Good indication of thisis TI’s Corruption Perception Index in which relatively liberal regimes such
as Georgia and Kyrgyzstan scored lower than their more authoritarian neighbours.
Y Maria Scheglov in conversation with the author June 1999. Stating that one works for an
organisation fighting corruption usually produces such comments.

ia. Unpublished paper



The face of corruption in the Former Soviet Union isaunique one. Thisincredibly
high leve of corruption occursin aregion thet is developed, industridised, highly
educated, and possessing awedth of naturd resources. It is aregion that geo-
politicaly and ecaonomically can not be margindised and therefore these redlities
must be confronted.

What isto be Done?

So we are therefore confronted with the problem of how to conduct businessin these
countries without a functioning laws. There is ample materiad on how the private
sector should conduct itsdf on the bribery issue’® so to prevent a repetition only the
region pecificswill be mentioned in this paper.

One reletively effective toal isto be cautious and invest in finding reliable local
partnersthat one can trust not to engage in such practices. Although many in the
region have a different view on what is considered corruption than Westerners, aclear
policy will befollowed. It should be clear that the system of “gifts’ was considered
normd practicein Soviet times and the practice has only been exclusively
“monetarised” in the last ten years. Petty corruption for example paymentsto traffic
police are not considered to be a crimindl offence.™® One must bear in mind that the
actions of loca agents can be used againgt any firm if the government so chooses.
Thereisagood chance that one enters into negotiaions with the government or with
firms connected with the state® there is a good chance your counterpart possess a
thick file of kompromat One way (dthough not dways rdliable) to find good partners
isthrough the locally based Chambers of Commerce. Given that there are few
resources available to you if your partners decide not to oblige by their contractsthe
time invested in finding good partners is perhaps the best investment you can make.

Ancther practice that worksisto play “dumb’. It iscommon practice in the region to
consider Westerners - to put it kindly — naive. A common mistake of western business
people in the region is to assume that they are cleverer than thelocals. In terms of
conducting businessin the FSU this hasin large part to been proven not betrue. The
people of the FSU are some of the best educated in the world and are much more
aware of our “world” than we are of theirs. So if one pretends that you don't
understand the rules of the game it won't come as a surprise to your counterparts. In
fact they expect Westernersto bein aword - “stupid’.

Make friendsin the adminigration. The sysem of having akrysha or roof isnot only
connected with illegd activities One of the governing principles of Soviet lifewas

the congderation of the “human factor”. Given the highly persondised manner in
which transactions occur in the FSU, it is very important to have persond relations
with locd decison-makers. This does nat imply thet one has to be involved in any
shady business but the occasiond trip to the banya (Russan sauna) can do wondersin
helping dinch aded or avoiding abribe. The socid networks thet are prevaert in the

13 Perhaps one of the best guidesisthe International Chambers of Commerce’s

This has been shown by some surveys and seminars conducted in the region by Tl and its Chapters.
%% Hisincludes not only state owned enterprises, which given the absence of aline between public and
private sector isthe mgjority.



Soviet Union can dso act as asssance in avoiding bribes. One sfriends are usudly
not extorted from. In addition such akrysha can save you from organised crime types
who assume you are paying protection money to these officids.

Be informed about the actud Stuation and the “rules of the game’. One of the most
common mistakes made by foreign business people is paying bribes even though
nothing has been directly asked from them. This has been afactor in perception of
foreigners as the perpetrators in the region. The mantra“that’ s the way things are
done here’ isn't necessarily true. A good casein point isthe “entry feg” supposedly
demanded by Kazakh border guards a the Almaty airport to dlow Westerners to
enter. Many western business types were putting $50 dollarsinto their passportsin the
false assumption that this was the only way to gain entry into the country?. This
wasn't the case and no extramoney was necessary but it was a practice that made
many a border guard a happy man. AsTI’s Bribe Payers Index (BPI) shows, thereis
plenty work to be done on stopping the supply side of bribery.

Findly, another possible suggestionistojoin Tl or other organisationsin the fight
againgt corruption”. Many times in the Former Soviet Union | have been ableto
avoid bribes by announcing whet it is| am doing in the country. Nothing deflates a
rent-seeking officid than telling him you are in the country to promate anti-corruption
reforms and perhaps it should start in their department. Anti-corruption activigs are
usually considered best to be avoided. Collective refusd to bribery hdpsdl private
sector actors working in the country. Shutting down the supply sideis one of the
eases patsof the problem and isin dl of our interests.

In condusion, one can see that corruption in the Former Soviet Union is adaunting
problem for development of the country and for those working there. There are
actions that can be taken and through TI’s Chapters work is being accomplished.
However, there needs to be a genuine private sector response to the problem.
Redisng the dimengon of the problem and its causesis abig step towards finding
solutions. Anti-corruption activities should not be gpproached as a drictly mora duty.
Itisindl of our own sdfish interests to sop bribery. As| wastold by an employee of
aNorth American mining company in Kazkahgtan: “we don't pay bribes any more,
not because of morality but we don't get anything for our bribes nowadays'?.

2 This anecdote was related by Tl Kazkhstan’s Chairman, Vitaly Voronov, in conversation with the
aythor March 1999.

The foreign Chambers of Commerce are very good methods of protecting common interests and
E)aromoti ngjoint action.

In conversation with the author in Astana, Kazkahstan June 1999.



