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INSTITUTIONAL GENESIS OF KLEPTOCRATIC ECONOMY
AND ITS FORMATION IN UKRAINE

Purpose. To analyze the kleptocratic economy as an institutional arrangement that is focused on the key function of generating
sources of income for the ruling pseudo-elite by introducing corrupt non-market transaction costs for firms and households, which
are based on administrative, bureaucratic and political violence.

Methodology. In the proposed scientific research, we distinguish three types of research methods: firstly, inherent in cognition
as a whole (general logical) methods such as analysis, synthesis, abstraction, generalization, induction, deduction, analogy; sec-
ondly, general scientific, primarily empirical, research methods, namely observation, description, measurement; thirdly, the theo-
retical methods of cognition used by the economic science, in particular: idealization, formalization; the axiomatic method for
constructing theoretical knowledge; a hypothetical-deductive method for constructing and developing theoretical knowledge.

Findings. The socio-economic structure of Ukraine is analyzed from the point of view of the factors that are determined by the
impact of formal and informal institutions in kleptocratic economy and affect corruption risks. Recommendations are provided for
modernization of the institutional environment in Ukraine in the context of the modern methodological paradigm of searching for
points of contact within the interaction of government, business and society.

Originality. The proposed study carried out a comprehensive analysis of the institutional environment of the Ukrainian econ-
omy, which provides convincing grounds to characterize it as kleptocratic, and such where the fundamental modernization pro-
posed in the work has yet to be implemented, accounting for the European integration prospects. In contrast to previously pro-
posed studies, the presented approach focuses on the correlation between key performance indicators of institutions, GDP per
capita, and corruption indices in Ukraine and in the studied countries of the European Union.

Practical value. The research results can be used by specialized experts when forming the institutional requirements for creating

an effective system for preventing corruption.

Keywords: institutional economy, kleptocratic economy, corruption, institutional environment

Introduction. Thirty years after Ukraine entered the trans-
formational period of transition from an administrative-com-
mand economy to a market economy, a comprehensive analy-
sis of its institutional environment provides compelling
grounds to characterize it as kleptocratic [1] in which funda-
mental modernization has yet to be carried out taking into ac-
count European integration prospects. It should also be noted
that measuring the impact of the kleptocratic regime on eco-
nomic development is very problematic, and the heterogeneity
of the economic dynamics of the countries of global economy
in terms of kleptocratic factors implies that the proposed anal-
ysis requires integration with institutional issues and the dy-
namics of institutional changes.

Kleptocratic economy, as an institutional arrangement, is
focused on a key function that is associated with obtaining
wealth by the ruling elite by introducing non-market transac-
tion costs for firms and households, which are based on ad-
ministrative, bureaucratic and political violence [2]. To this
end, kleptocratic states create systems of public administration
that provide the authorities with opportunities for rent-seeking
behavior, which hinders the functioning of the real sector of
the economy and encourages financial speculative one. Under
such circumstances, transaction costs are reoriented towards
administrative intervention in the market mechanism. Al-
though, from the point of view of institutional economy, it is
transaction costs that should oblige business entities to in-
crease the efficiency of business decisions, clearly specify
property rights, increase the level of certainty regarding the
rules and norms of economic behavior, and not distort the sys-
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tem of motives for economic activity [3, 4]. As a result, on the
one hand, there is an ineffective distribution of resources and
slow economic growth (recession) in the analyzed country,
and on the other hand, a redistribution of income in favor of
the ruling elite and its excessive enrichment, which harms the
well-being of the majority of the population.

Literature review. In view of the above problems, a promis-
ing technique for the proposed study is the method for assess-
ing the extent to which historical events of the past have long-
term institutional consequences Charap and Harm (1999),
Thompson [5], North, Wallis and Weingast (2009), Filipchuk
|6], for example, the further trend of the global economy after
the collapse of the Soviet Union. At the same time, the main
obstacle for the designated perspective analysis is the bound-
ary between the theory of the essence and causes of the klepto-
cratic economy and possible alternative course of socio-eco-
nomic events in a particular country or region, D.North
(1990). The solution to this issue will allow developing a sys-
temic understanding of the fact how economy will react to the
necessary changes in the socio-economic process and, hence,
resist kleptocratic factors. This will also provide an opportu-
nity to provide the economy with advisory resources to the re-
quired extent, attract significant investments and introduce
desirable innovative technologies.

At the same time, we focus on the fact that the scientists
analyzing the corruption macro-segment and, in particular,
representatives of the institutional economy sharpen their re-
search interest in the following fact: counteracting kleptocratic
(corruption) factors is one of the key aspects of economic
growth according to O.Williamson (1985), J.Lambsdorff
(2007), S.Rose-Ackerman (2006), J.Economakis, et al.
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(2010), B. Bloom (2014), H.-J. Lauth (2000). This is due to the
fact that many problems of economic development are the re-
sult of existing barriers in such segments of institutional envi-
ronment as: innovative technologies, property rights, labor
force and entrepreneurship, as well as the result of ineffective
policies that distort prices and incentives. Such institutions
and corrupt inaction of the state power exist exclusively, or
even primarily, not due to the lack of understanding of the
necessary economic policy on the part of the state bureaucra-
cy. Typically, in a kleptocratic economy, politicians initiate or
support policies that allow them to stay in power for as long as
possible and create conditions for personal enrichment (Ry-
zhenko and Halahan [7], Frantsuz [8], Prykhodko and Oksin
[9], Gossel [10], and others). And they lobby for a policy that
will allow them to compete with political opponents, and
which, in turn, can authorize more effective institutional ini-
tiatives.

These problems were studied and covered on the examples
of Ukraine (Nitsenko [3]), South Africa (Gossel, [10]), Ban-
gladesh (Corruption Perceptions Index, 2019 [11]), etc.

According to a study, the Kleptocracy Archives project
“kleptocratic style” is most common in Russia, Ukraine,
Egypt, Pakistan, Sudan, Kazakhstan and other countries. The
same data are confirmed by Transparency International sur-
veys for 2019 [11], (Table 1).

Interestingly, from 2013 to 2018, the corruption index was
constantly growing and only in 2019 decreased to 30 pp. (out
of 100 possible), ie reached the level of 2017. Among all neigh-
boring countries, Ukraine ranks penultimate after Russia.

In 2017, Ernst & Young recognized Ukraine as one of the
most corrupt countries in the world [12].

Unsolved aspects of the problem. At the same time, some of
the significant problems of corruption, as one of the main fac-
tors in the functioning of the kleptocratic economy, require a
more detailed analysis, taking into account the institutional
factors of their emergence, the specific features of socio-eco-
nomic development in various countries, particularly, in
Ukraine and the dynamics of current changes in the global in-
stitutional environment. Also, the problem field of this study is
the system of public administration, which provides oligarchs
and state bureaucracy with opportunities for rent-seeking be-
havior. This significantly impedes functioning of the real sec-
tor of economy and encourages corruption and financial and
speculative motives for the behavior of subjects, both in gov-
ernment and control bodies and in business.

Methods. It must be admitted that corruption, as the foun-
dation of a kleptocratic economy, is quite widespread in the
world. In some countries in Africa and South America, such as
Nigeria or Colombia, as well as in the countries of the former
Soviet Union, the proceeds from corruption are likely to ac-
count for a significant share of the gross national product.
Corrupt facts from time to time also receive publicity in devel-
oped countries, in particular, the most common are improper
government spending on military orders or the use of private
funds for election campaign. However, economic research on
corruption today is quite of local nature. As a rule, they focus
on the institutional “principal — agent” model, which analyzes
the relationship between the highest levels of government of-

ficials (the principal), and the agent — official who receives
corruption rent from business entities interested in certain bu-
reaucratic preferences.

Therefore, the method of the proposed research is a com-
prehensive analysis of corruption factors, which are character-
ized as backbone, for the analyzed countries, including
Ukraine.

The methodology of the proposed research focuses on the
scientific approach to Lauth’s (2000) analysis of the klepto-
cratic institutional environment, where formal and informal
institutions do not confront each other, but are in a state of a
kind of symbiosis. The latter is characterized by the fact that
institutions that supposedly guarantee the rule of law, while
maintaining a formal shell, are either destroyed from within,
or, even, transformed into the opposite. The influence of just
such “subversive institutions” is, in most cases, responsible for
negative effects in economic activity.

We also considered some aspects of the research by
Dwiputri, Arsyad and Pradiptyo [13], which was conducted on
the mutual influence between corruption and income inequal-
ity and used in this study.

At the same time, we emphasize that along with a detailed
analysis of the entire spectrum of formal and informal norms
operating in countries, it is also necessary to study their impact
on the potential of economic development, as well as to iden-
tify those circumstances that focus specifically on the klepto-
cratic adaptation of formal institutions to the “requirements”
of informal ones. As a result, the proposed structure of the
analysis involves the identification and specification of klepto-
cratic factors in the country’s economy, clarification of the
possibilities of their counteraction, elimination of the main
causes and potentials of weakening the corruption system,
designation of the prospects for the relevant economic policy,
as well as the definition of proposals to ensure the indepen-
dence of the legislative and judicial authorities from executive
control, as well as ways to improve the activities of the legal
system as a whole (Lambsdorff, 2007). This is a fundamental
task for Ukraine’s full-fledged entry into the European Union.
In addition, these factors, without a doubt, initiate economic
growth and are the foundation of socio-economic stability in
the country and constant growth of household welfare.

Results. Institutional interpretation kleptocratic economy.
The basis of kleptocratic economy, in the broad understanding
of the term under study, is corruption, which is defined as the
abuse of state power for personal gain (Campos and Pradhan,
2007). The term “personal gain” means the appropriation of
money or valuable assets, the acquisition of opportunities to
increase power or increase in social status, receiving promises
of future benefits or benefits for relatives and friends. The latter
is also designated by the terms “favoritism” and “nepotism”.
In turn, the term “abuse” refers to behavior that differs from
formal responsibilities and is conditioned by a public office
(elected or appointed), as opposed to informal rules, which are
predetermined by social expectations or generally accepted
codes of conduct.

In the countries with a low level of corruption, civil ser-
vants perform professional functions, taking into account their
own moral motivations, ideological incentives, without warn-

Table 1
The level of corruption in some countries in 2019
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ings in the plane of unlawful punishment or corruption pres-
sure. As for the institutions that formalize such behavior, we
emphasize at least five following aspects: firstly, the principle
that states that the relevant arguments for making bureaucratic
decisions should not be related to personal relationships; sec-
ondly, the possibility of achieving equality in the provision of
bureaucratic services to economic agents; thirdly, the partici-
pation of civil society in the government decision-making pro-
cess; fourthly, “transparent” procedures in the field of bureau-
cratic decision-making, which limit the subjective unjustified
actions of officials; fifthly, competition among civil servants in
the provision of bureaucratic services.

In turn, such a definition of corruption is more institution-
alized — it is a system of socio-economic relations, which is
destructive in relation to the declared formal institutions and is
characterized by the use of official powers to obtain material
and (or) non-material benefits (Geveling, 2001). There are
different types, kinds and forms of corruption. At the same
time, the most dangerous for the sustainable development of
the country is its economic component, which is characterized
as the illegal use of official opportunities by civil servants for
the specification of property rights for personal selfish purpos-
es. For example, a bribe for granting a business permit or expe-
diting customs clearance can be qualified as misappropriation
of assets officially owned by the state. Obviously, the bureau-
cratic services provided by the government should be carried
out not to enrich the official, but to provide opportunities for
economic entities to carry out economic activities as efficiently
as possible. However, licenses, permits, quotas — anything that
is necessary to comply with formally written codes of conduct,
direct and restrict business activities — can be used by govern-
ment officials at their discretion to receive bribes.

In general, corruption leads to disruptions in the function-
ing of either the corresponding spheres, or, without exception,
each sphere of public administration. In this case, it is of deci-
sive importance that individual officials or entire subdivisions
in the provision of state bureaucratic services serve their own
selfish interests, and not public interests and needs. In the
standard “principal — agent” model, the stress factor of infor-
mation asymmetry is identified as the key cause of corruption
in the bureaucratic procedure. When the highest level of bu-
reaucratic power functions as a principal, then it sets the ap-
propriate rules and prescribes specific tasks for agents — lower-
level officials. In turn, officials are identified as intermediaries
between the central government and counterparties — house-
holds and firms. Under such circumstances, the official (agent)
implements the instructions of the powerful subject (princi-
pal), interacting with an individual or a company. The princi-
pal sets the framework conditions, relying on which the agent,
for the appropriate remuneration, acts in the interests of the
client within the framework of the bureaucratic powers as-
signed by the principal. Thus, corruption limits the contrac-
tual space for agents and makes it impossible for them to par-
ticipate in non-corrupt relations for the following reasons:
bureaucratic decisions cannot be stereotyped, the agent always
has more information than the principal [14]. In the system of
state power, the above outlines such a situation that the offi-
cials who have state power and the right to dispose of resourc-
es, while actively enriching themselves, realizing their selfish
interests (Dimant, 2013).

But in order to use power resources in this wayj, it is neces-
sary to seize and retain power by creating an appropriate po-
litical regime, again, using corruption opportunities. There-
fore, the final form of corruption is “state capture” (Hellman
and Schankerman, 2003), in which state power is privatized by
the ruling political and economic groups, and power-coercive
powers, and types of administrative resources are directed to
capture: natural resources and land, the main financial flows,
public and private property, as well as the most influential me-
dia. In a “captured” state, political and economic corruption
becomes systemic, it becomes the basis for the country’s func-

tioning, displaces competition and promotes the formation of
monopolies.

The proposed analysis, in turn, requires more in-depth re-
search into the historical study on the causes and institutional
foundations of corruption and the so-called phenomenon of
the “crisis of corruption” (Kuzovkov, 2010). The crisis of cor-
ruption is defined as a large-scale economic, demographic,
social turning point due to the concentration of the klepto-
cratic quasi-elite of economic and political power. The hall-
marks of this crisis in the country are the rapid growth of prop-
erty inequality, the slowdown or cessation of economic growth,
the exacerbation of social tension in society, chaos and spon-
taneous mass riots in the country.

Systemically, corruption crises occur in the following se-
quence. At the initial stage, there is a concentration of wealth
and property in insignificant kleptocratic quasi-elite, and at
the same time, social explosiveness in society is exacerbated.
When the concentration of wealth and monopolization of the
economy reaches its peak, a deep socio-economic crisis be-
gins; there is a total flight of assets from the real sector of the
economy and their flow into the shadow and financial-specu-
lative one, an excessive drop in the living standard of the popu-
lation to all-embracing poverty. In almost all known historical
events, internecine wars were the likely outcome of a klepto-
cratic socio-economic crisis. The latter, as a rule, was accom-
panied by the murderous cruelty of the impoverished popula-
tion towards the rich, their physical destruction, robberies and
marauding.

It is clear that the complete or partial destruction of the
former political elite during the internecine merciless clashes
and the violent redistribution of wealth in the country led to
the elimination of only the apparent cause of the social con-
flict and contributed to a certain economic recovery only in
the short term. However, a simple redistribution of property is
not capable, in principle, of eliminating the institutional fac-
tors of accelerated and unfair enrichment based on the corrup-
tion structure of society. Therefore, after a while, a new cycle
of the corruption crisis begins and repeats itself.

Stages of the genesis of the kleptocratic economy in Ukraine:
from the Russian Empire to gaining independence. It should be
emphasized that those European countries that institutionally
limited the corrupt arbitrariness of the authorities and bureau-
cracy, depoliticized legal and economic institutions, took real
measures to democratize society and created conditions for
developing entrepreneurship and accelerating technological
progress, in fact were able to eliminate the “institutional cor-
ruption trap”. At the same time, in the plane of the analyzed
problematics, we sententiously focus on two historical types of
further evolution of countries, which during the 79"—early
20™ centuries revealed a significant opposition to the klepto-
cratic economy. Thus, England is an example of socio-eco-
nomic transformations on the basis of civil consent in society;
in turn, in the Russian Empire, there was a violent seizure of
power followed by a civil war, and further repression and social
confrontation, in the end, led to the establishment of a totali-
tarian regime [15].

The latter fact undoubtedly indicates that the more the
forces that strive for progressive institutional changes are sup-
pressed, the more likely in the future, power will be seized by a
destructive dictatorship that is able to establish a totalitarian
system. In the Russian Empire, contrary to other European
countries that had carried out the necessary institutional re-
forms after the Napoleonic wars, authoritarianism was pre-
served. As a result, there was absence of a democratic parlia-
ment and government, a biased judicial system, brutal police
terror, difficulties for businesses in accessing markets. In gen-
eral, the kleptocratic organization of the economic system led,
ultimately, to the seizure of power by the Bolsheviks (De Soto,
1989).

Since socialism is based on the institutionalized hostility
of the authorities to citizens in the form of compulsory pre-
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scriptions and orders, often directed against human dignity, it
leads to the replacement of the traditional concept of law with
the “law”, constructed from numerous administrative orders,
commands and instructions that in detail predetermine behav-
ior of each person. Thus, with the degradation of socialism,
laws, in the traditional sense, cease to be a guide to action, and
this role is appropriated by the power commands and orders of
the ruling pseudo-elite. At the same time, the sphere of practi-
cal application of the law is gradually reduced even to those
everyday life realities to which the ruling regime has “implant-
ed” an ideological status.

Moreover, the most dangerous thing is that the kleptocrat-
ic ruling elite itself, from the very beginning of its reign, inter-
prets formal requirements quite arbitrarily and pursues its own
corrupt interests. This conclusion is confirmed by the follow-
ing illustrative example.

In 1920, the Soviet government made a decision on the
so-called “locomotive order”, when a state order was placed in
Sweden for the production of 1000 locomotives. At the same
time, we focus on the fact that the enterprise with which an
agreement was concluded under government guarantees, prior
to this agreement, produced no more than 40 steam locomo-
tives per year and required several years to expand its produc-
tion base. Despite this, the Soviet government immediately
after the signing of the relevant documents gave the “semi-
fictitious” enterprise an advance payment of 15 million gold
rubles, and in general the railway order was estimated at
200 million rubles in gold (more than a quarter of the coun-
try’s gold reserves). This amount would have been enough to
reconstruct locomotive factories in Bolshevik Russia, or, at the
prices of that time, to buy almost 10 poods of bread for each
starving person. At the same time, in Soviet Russia itself,
1 200 steam locomotives and 40 000 freight cars were idle. It is
also noteworthy that the locomotives were ordered at the price
that was at least twice the market average.

It must be recognized that in Soviet-type economies,
which include Ukraine within the chronological period of
1918—1991, there is clearly a fundamental conflict between ef-
fective property rights required to reduce transaction costs and
economic growth, and a functioning asset specification sys-
tem. It is the ruling elite and its bureaucratic and police appa-
ratus that receive higher wages, have additional benefits in the
conditions of the “Soviet-type economy”, and the “symbols”
of the social status of the bureaucratic power are primarily fi-
nanced from the state budget. At the same time, the so-called
“special provision” of the highest party, Soviet, military and
intellectual nomenclature with scarce goods and services is a
noticeable part of their privileges, which were initiated after
the seizure of power by the Bolsheviks and continued to im-
prove as the Soviet state was being formed.

At the same time, in assessing the financial content of the
Soviet elite, there is a circumstance that is decisive for further
research on the administrative-command kleptocratic econo-
my. Soviet officials did not have private property and existed
only at the expense of state support. Moreover, with the loss of
the bureaucratic position in the power hierarchy, social status
and material privileges were completely eliminated. It was pre-
cisely the unreliability of the rights of the nomenclature in the
sphere of possessing the achieved material well-being that gave
rise to “Gorbachev’s pseudo-market reforms”, which primar-
ily had the key goal of establishing the right of private property
for the nomenclature and separating personal property from
state property. At the same time, the party and state elite pur-
sued the key goal of privatizing the sources of their material
well-being and obtaining the possibility of specifying the right
to inherit accumulated assets.

Therefore, in the process of reforms in the Khrushchev,
Brezhnev periods of office, as well as in the second half of the
1980s, there is an active growth of horizontal bureaucratic ties
and the building of informal contacts in the structure of the
administrative-bureaucratic and economic system of power. At

that time, there were spreading non-financial, and to a certain
extent, financial varieties of encouraging the corruption efforts
of one or another official, the expansion of the kleptocratic in-
teraction of business executives with the bureaucracy that con-
trolled the distribution of scarce resources. This led to the fact
that as early as in 1970s, there were revealed the circumstances
that led to the emergence of the “Soviet shadow economy”
with its social and property differentiation of society.

After the proclamation of Gorbachev’s perestroika in the
USSR, including in Ukraine, not so much supporters of com-
munist ideology remained in power as the party-bureaucratic
apparatus with its own selfish convictions. At the same time, in
the former Soviet republics, the elite that retained their power
had neither motives nor vested interests to create an alternative
to the past communist ideology and the existing management
structure in the form of establishing a real market strategy and
a corresponding state management system. Therefore, the old
nomenclature that came to power was oriented to the political
regime, which provided opportunities for the realization of its
rent-oriented selfish interests.

All of the above forms the “economy of scarcity” (Kornai,
1980), which is subsequently transformed into a kleptocratic
one, whose root foundation is a hierarchical system of distri-
bution of resources and assets in accordance with the social
and bureaucratic status of the subjects of the economic and
political process. Under such circumstances, the rights and
freedoms associated with meeting the effective demand of
households and enterprises are usurped, starting from the
highest level, by the bureaucratic and administrative system.
The latter, in fact, is both a product and a guardian of socio-
economic relations in a kleptocratic economy of scarcity. And
it is the selfish interests of the pseudo-elite that provide a pow-
erful incentive to form “coalitions in power”. At the same
time, certain periods of political and social stability, the ab-
sence of social upheavals and economic shocks contribute to
the emergence of new groups with kleptocratic motives and
the strengthening of existing ones. This kleptocratic structure
of the economy encourages those in power to produce selec-
tive incentives and identify new combinations of corrupt ben-
efits based on “institutional sclerosis” (Olson, 1982).

This conclusion is confirmed by the following transforma-
tional events in the USSR. When the authoritarian state was
destroyed, the vertical and horizontal interconnections of the
bureaucratic-economic administrative apparatus in the USSR
were far from being weakened, but, on the contrary, were in-
tensified. The surviving “interest groups” continued to defend
corruption motives, selfishly distribute budgets, “lock them-
selves in” rent flows, create “schemes” for personal enrich-
ment, which, naturally, hampered the country’s economic
development and “washed away” resources from the real sec-
tor of the economy. After the end of the Stalinist terror with
the beginning of the rule of N.Khrushchev, the process of
merging corruption ties within the administrative-bureaucrat-
ic and economic systems, and the “interest groups” began,
which created the possibility of dictating their “rules of the
game” to the leaders of the state. After the final elimination of
the administrative-command economy during the “late Gor-
bachev” period and beyond, the institutions of party-adminis-
trative restrictions also lost their normative significance. In the
post-perestroika USSR, neither the state nor broad party-state
coalitions of the highest level were able to restrain the corrupt
intentions of kleptocratic groups.

To summarize all of the above, let us give a detailed scope
of such institutional factors of the kleptocratic economy as: the
first, political investments should bring financial dividends to
the pro-government “pseudo-elites” in the form of corruption
rent; the second — political investments of the pro-govern-
ment “pseudo-elites” are perceived by business and house-
holds as their own democratic expression of will; the third is
the almost complete absence of anti-corruption institutions in
the field of judicial and law enforcement, namely: guarantees,
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in particular, the independence of judicial institutions from
the executive authorities, restrictions and prohibitions, for ex-
ample, on illegal interference in judicial and law enforcement
activities.

Thus, the inability of institutionally weak societies, includ-
ing Ukraine, to contain the kleptocratic motives of the pseu-
do-elite is of paramount importance in terms of economic
development. Moreover, this inability is largely due to the
“failures of the state”, when it is impossible to ensure alloca-
tion efficiency and conformity of the distribution policy to the
accepted ideas of justice in society, leading to socio-economic
and political crises. Therefore, the post-socialist countries in-
sistently demanded civilian control over the holders of state
and economic power. It is necessary to agree that the genesis
of the kleptocratic economy in Ukraine has led to the absence
of institutional constraints for politicians and elites, activated
the willingness of various kleptocratic interest groups to fight
for power and allowed them to use the kleptocratic potential
that initiated a large-scale socio-economic crisis.

Kleptocratic economy in Ukraine: to-date analysis and com-
parative characteristics. First of all, let us emphasize that the
realization of problems in the transformational post-Soviet
countries, including in Ukraine, in the context of the Wash-
ington Consensus, in general, did not contribute to an increase
in the efficiency of the functioning of economies and to mini-
mization of corruption risks. Freedom of management, not
limited by the framework of formal rules clearly defined and
adapted to a specific institutional environment, often leads to
rent-seeking and redistributive behavior that is not aimed at
innovation and production efficiency. Weakly protected prop-
erty rights, unsatisfactory state of contract law and the legal
system in general, provide ample opportunities for the imple-
mentation of shadow schemes, the growth of the shadow sec-
tor, which distorts the motives of the behavior of companies
and households and is a key cause of problems in the social
sphere. The unsystematic adoption of laws with their constant
adjustment and ambiguity of interpretation increases the level
of uncertainty in the algorithm of making business decisions
and significantly increases transaction costs.

In fact, along with the above, under the conditions of the
Ukrainian kleptocratic economy, within the period from 1994
to 2008, an unspoken social contract was implemented be-
tween the emerging oligarchic structures and the country’s
population, the essence of which was as follows. Privatization,
carried out in an extremely difficult economic, financial, po-
litical environment and in the situation of the beginning of
institutional reforms during the creation of the legal basis of
the market foundation of the economy, led to the emergence
of oligarchs [16].

At the same time, oligarchs usurped the proposed strate-
gies for the country’s development (for example, the budget
process), which were worked out in the interests of the “pseu-
do-elite” and tended to satisfy the oligarchs’ business interests.
Along with that, illegal activity in the entrepreneurial sphere
was stimulated, and success in business was determined by the
personal corruption ties of businessmen with government of-
ficials in law enforcement agencies and the judicial system.
Particularly disastrous for the country was the fact that the ap-
pointment to positions, both in the state and business sectors,
took place on the basis of the oligarchs’ own business interests
and in the context of aggravation of the informal institution of
“nepotism”, but not on qualification requirements.

In this situation, the institutional environment is degrad-
ing, the specification of property rights is unreliable and vague,
business is being criminalized through distorted incentives,
also due to general disregard for the requirements of formal
institutions in the judicial system, prosecutorial supervision,
advocacy, activities of law enforcement agencies and state bod-
ies. Corruption of government officials forces businesses to
distort financial statements, slows down the inflow of foreign
investment significantly, impedes the country’s socio-eco-

nomic growth and, in general, undermines trust in govern-
ment and legal institutions.

The latter is confirmed by the precedent from such seg-
ment of the Ukrainian economy as bus transportation. In gen-
eral, the services of the bus transportation market in Ukraine
(urban, suburban and intercity) are estimated by experts at
almost $3.7 billion, while Ukraine’s GDP in 2019 amounted
to only $150 billion. In this case we note that 80 % of the spec-
ified amount, serves the shadow sector of the economy. In ad-
dition to the above, we add that in reality, in Ukraine, the ana-
lyzed market is oriented towards the African model, for which
the profit of companies is above all, and not the interests of
passengers. In this market, transport carriers, as a rule, work
illegally, and they are “guarded” by law enforcement agencies,
which, according to their official status, on the contrary, must
oppose illegal transportation.

In connection with the given example, the question arises
about the possibilities and necessity of the transition of the
Ukrainian market of passenger transportation from the Afri-
can model to the generally accepted one in Europe. However,
this is not happening, despite serious problems with criminal
elements and the demands of civil society. The answer to this
question, without a doubt, lies in the plane of opportunistic
behavior and selfish interests of security forces representatives
and government institutions that control the illegal market of
passenger transportation.

On the whole, the general principle bringing us to the
point of bifurcation of the analyzed process of institutional op-
position to the kleptocratic economy is that radical political
interventions in the socio-economic situation will undoubt-
edly provoke a response from those who see a threat to further
selfish obtaining of economic or political rent. There is also
possible a kind of behavior within the framework of which the
participants in the political process, primarily the elites, con-
sider new options for increasing their rental rates. At the same
time, the main problem of the analysis is that the groups and
separate influential persons who were political rivals in the
past will be able to mobilize and respond to potential changes
in the institutional environment, by various behavioral modifi-
cations, up to the agreement of former political opponents.

Under such conditions, none of the so-called anti-corrup-
tion measures can eliminate corruption as a systemic phenom-
enon. So, since the proclamation of Independence, a suffi-
cient number of institutions with anti-corruption tasks have
emerged in Ukraine in recent years, the creation of which was
one of the main requirements of the European Union regard-
ing a visa-free regime with Ukraine, namely: National Anti-
Corruption Bureau (NABU), National Agency for the Pre-
vention of Corruption (NAPC), Specialized Anti-corruption
Prosecutor’s office (SAP), Supreme Anti-Corruption Court
(SAC), National Agency of Ukraine for the identification,
search and management of the assets received from corruption
and other crimes (ARMA), State Bureau of Investigation
(SBI). Prior to the implantation of the previously designated
institutions in the anti-corruption activities, such power struc-
tures as the Security Service of Ukraine (department “K”) and
the National Police have been already functioning in Ukraine.

However, as evidenced by the realities of Ukraine, in the
fight against corruption, almost no significant result has been
achieved, and the named anti-corruption institutions did not
justify their creation. According to the Corruption Perceptions
Index rating, in 2019 Ukraine received 30 points and took the
126™ place among 180 countries and territories (in 2018
Ukraine took the 720" place having 32 points).

What was noted from the point of view of institutional
analysis is explained by the fact that the kleptocratic regime, in
principle, focuses only on the selfish interests of officials and
allows spreading of corruption factors only with the account of
the restrictions set by them themselves. There is no doubt that
such kleptocratic system is “opaque” and unattractive for in-
vestments. Although it can work quite efficiently and for a long
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period of time, in order to satisfy a limited number of corrupt-
ly elected investors.

To add some details to the above, we will analyze the cor-
relation, taking into account the dynamics of the institutional-
ization process, in Ukraine, some post-socialist countries of
Central and South-Eastern Europe, and Western Europe,
which are the members of the European Union. At the same
time, let us consider the correlation between the selected de-
terminants of the GDP per capita indicator, the final rating of
institutions and the incidence of corruption. To do this, we
will use the information and analytical data of the annual re-
port of the World Economic Forum on the global competitive-
ness of countries [17], which assesses the economic environ-
ment of the countries of the world and their ability to achieve
sustainable economic growth (Tables 2—5).

The final result obtained allows us to conclude that there is
a sufficiently strong connection between the indicators under
consideration:

- the correlation of GDP per capita US $ and Incidence of
corruption in some Western European EU countries (R? in
Fig. 1) is 0.8076;

Table 2

GDP per capita US$, Incidence of corruption in some
countries of Western Europe (EU)

Country GDP per capita Incidence of
US$ corruption
Belgium 46724.3 75.0
Denmark 60 692.4 88.0
Finland 49 845.0 85.0
France 428717.6 72.0
Germany 48264.0 80.0
Greece 20407.9 45.0
Italy 34260.3 52.0
Netherlands 53106.4 82.0
Portugal 23 186.3 64.0
Spain 30697.3 58.0
Sweden 53873.4 85.0

Table 3
GDP per capita US$, Incidence of corruption in Ukraine
and some post-socialist countries of Central
and South-Eastern Europe

Country GDP per Incidcngc of
capita US$ corruption
Bulgaria 9267.4 42.0
Czech Republic 22 850.3 59.0
Hungary 15923.8 46.0
Latvia 18 032.0 58.0
Lithuania 19 143.4 59.0
Montenegro 8651.7 45.0
North Macedonia 6100.2 37.0
Poland 15430.9 60.0
Romania 12285.2 47.0
Slovak Republic 19 581.6 50.0
Slovenia 26234.3 60.0
Ukraine 2963.5 32.0

Table 4

GDP per capita US$, Institutions in some countries of
Western Europe (EU)

Country cSp]i)t: Sesr$ Institutions
Belgium 46 724.3 69.5
Denmark 60 692.4 77.4
Finland 49 845.0 80.2
France 42 877.6 78.8
Germany 48 264.0 81.8
Greece 20407.9 50.5
Italy 34 260.3 71.5
Netherlands 53106.4 82.4
Portugal 23 186.3 64.5
Spain 30697.3 75.3
Sweden 53873.4 81.2
Table 5

GDP per capita US$, Institutions in Ukraine and some
post-socialist countries of Central and South-Eastern Europe

Country Cg;i: Sesrﬂ; Institutions
Bulgaria 9267.4 56.8
Czech Republic 22 850.3 60.9
Hungary 15923.8 55.7
Latvia 18 032.0 59.3
Lithuania 19 143.4 63.3
Montenegro 8651.7 57.3
North Macedonia 6100.2 50.7
Poland 15 430.9 56.4
Romania 12285.2 58.1
Slovak Republic 19 581.6 56.3
Slovenia 26234.3 63.4
Ukraine 2963.5 47.9

- the correlation of GDP per capita US $ and Incidence of
corruption in some post-socialist countries of Central and
South-Eastern Europe (R? in Fig. 2) is 0.8136;
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Fig. 1. Graphical representation of the correlation of GDP per
capita USS, and Incidence of corruption in some countries
of Western Europe (EU)
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Fig. 2. Graphical representation of the correlation of GDP per
capita USS$, and Incidence of corruption in some post-so-
cialist countries of Central and South- Eastern Europe

- the correlation of GDP per capita US $ and Institutions
in some Western European EU countries (R2 in Fig. 3) is
0.7196;

- the correlation of GDP per capita US $ and Institutions
in Ukraine and some post-socialist countries of Central and
South-Eastern Europe (R2 in Fig. 4) is 0.7602.

The foregoing allows us to draw the following conclusion.
Theoretical analysis and empirical data indicate that the dy-
namics of GDP per capita is determined by the quality of the
institutional environment and varies significantly depending
on the effectiveness of institutions’ functioning. A number of
studies, including the one proposed, confirm a statistically sig-
nificant relationship between the quality of institutions, the
corruption index and economic development (GDP per capi-
ta) of the analyzed countries. At the same time, it can be ar-
gued that the quality of the institutional environment, being
measured by an integrated indicator of institutional factors,
the main of which is anti-corruption, is a key precondition for
sustainable economic development and GDP growth dynam-
ics, both in Western Europe and in those that joined the EU
after collapse of the USSR, the former socialist countries of
CEE. At the same time, we emphasize that stable and efficient
institutions lower the uncertainty in the political and econom-
ic organization of society, reduce macroeconomic volatility,
decrease transaction costs, and thereby promote investment
and innovation (Jankauskas & Seputiene, 2009). In turn, for
the countries — members of the European Union, both in
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Fig. 3. Graphical representation of the correlation of GDP per
capita US$, and Institutions in some countries of Western
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Fig. 4. Graphical representation of the correlation of GDP per
capita USS, and Institutions in Ukraine and some post-so-
cialist countries of Central and South- Eastern Europe

Western Europe and in the countries of Central and South-
Eastern Europe, — the rule of law is a fundamental factor of
economic growth, and for the post-Soviet countries, including
Ukraine, a priority for social-economic transformation is the
fight against corruption. It is the successful reforms in the
sphere of “launching” countermeasures in relation to the klep-
tocratic economy that determine the success or failure of the
state in economic development and, above all, in institutional
reconstruction.

It must be emphasized that the institutions inherited from
the past are part of the initial conditions when people are faced
with a choice of alternative norms of behavior. In turn, “insti-
tutional legacy” assumes that past institutions do not disap-
pear when firms and households face changing circumstances,
but provide the basis on which the change will be built. In this
case, we understand “dependence on the previous path” as the
impact of past institutions on the direction of transformations.
Past institutions, as well as the evolution they have followed,
limit the choice of institutional players.

Therefore, the following information necessitates a more
detailed analysis. If institutional reforms do not provide the
expected economic results (GDP per capita growth, decrease
in the level of social-economic inequality in society, develop-
ment of innovative industries, and so on), then the shortcom-
ings of their implementation correlate not with the theory of
reforms, but with those responsible for its implementation.
Therefore, academic scientists recommend changing the team
of reformers and “restarting” of the new stage of reforms. At
the same time, the crisis situation in society can be resolved
only through the restructuring of political institutions, and
this requires a compromise between the key “players” of the
institutional environment. In this regard, the following as-
sumption requires further research, in terms of its validity and
credibility. If the formal institutional framework for counter-
ing the kleptocratic economy does not function to the required
extent in society, if there are no institutions that should per-
form the function of minimizing corruption factors, then is it
possible to form such power coalitions that will be able to re-
solve the institutional crisis through violence? However, the
experience of Chile during the Pinochet era is very contradic-
tory and ambiguous.

Conclusions. Thus, such factors as the government’s dis-
posal of an effective control apparatus; a small number of the
corrupt pseudo-elite in power; unity and cohesion of the civil
society, which allows for the rapid dissemination of informa-
tion about the facts of bribery are able to minimize corruption
factors significantly. We will add to this list the ability of the
authorities to punish those officials who are charged with brib-
ery even in a kleptocratic economy. At the same time, we em-
phasize that the general situation in the state worsens signifi-
cantly if the kleptocratic ruler is so weak that they cannot
eliminate corrupt officials in the regions or even in the for-
mally controlled government. Under such circumstances, the
country’s economy is guided by the model of “independent
monopolists” with its corruption schemes and destructive
consequences for the country’s economy.

The above is explained by the presence of the following
two types of social order inherent in economic development.
The “open access” order is characterized by economic devel-
opment, democracy, rich and dynamic civil society with nu-
merous organizations and an extensive system of impersonal
social relations that include the rule of law and reliable protec-
tion of property rights. In turn, the public order of “limited
access”, on the contrary, is characterized by slow economic
growth, a small number of public organizations, heterogeneity
of social relations based on the principle of personal privileges,
limited competition, selective enforcement of laws, insecurity
of property rights and the tendency of kleptocratic groups to
create corruption rents. As a result, society is completely im-
mersed in a non-competitive economy, chaos and violence,
while the illegal economy is gaining strength.

186 ISSN 2071-2227, E-ISSN 2223-2362, Naukovyi Visnyk Natsionalnoho Hirnychoho Universytetu, 2021, N° 5



Therefore, in order to eliminate the corruption foundation
of the kleptocratic economy, given its historical evolution, it is,
first of all, necessary to eliminate institutional obstacles that
prevent the unification of the legal and shadow sectors of the
economy and ensure their institutional formalization. This re-
quires the introduction of effective methods for restraining the
power elite in order to limit corruption abuses by the govern-
ment, the dominant coalition close to it with special privileges
and the bureaucratic apparatus. This will allow for the forma-
tion of an institutional structure in which firms and house-
holds have clearly specified property rights, as well as the pos-
sibility to protect contractual rights provided for by formal in-
stitutions. Special attention should also be paid to the methods
for controlling state information policy by civil society and
methods for adopting laws, that is, the institutional foundation
that guarantees openness of information about the actions of
government institutions.

In doing so, it is important to consider two positions. First,
the state should format such “rules of the game” for business
and society that do not provoke their violation by firms and
households. Second, the absence of any alternative to the imple-
mentation of sanctions is much more important than the pun-
ishment for failure to comply with the prescriptions of formal
institutions. That is, in this case, we highlight the inevitability of
punishment, despite the informal, often corrupt, relationships
between representatives of government institutions and business
entities, when formal institutional restrictions are replaced by
informal ones. Therefore, compliance with one of the funda-
mental institutions of a competitive economy — equality before
the law — is a necessary condition for the formation and adjust-
ment of the institutional environment, which is able to minimize
corruption factors and counteract the kleptocratic economy.

References.
1. Pustoviit, R., & Kuklin, O. (2020). The impact of institutional fac-
tors and risks of political instability on the state economy. Economy of
Ukraine, 2, 22-44.
2. Vdovychenko, E. (2016). Destructive Impacts of Corruption Pro-
cesses on the Formation of Future Generations’ Mentality, Future
Human Image, 3(6), 109-119.
3. Nitsenko, V. (2020). Mismanagement in Ukraine. Problems of Man-
agement in the 2I° Century, 15(1), 4-8. https://doi.org/10.33225
pmc/20.15.04.
4. Tkach, O., & Tkach, A. (2019). Volunteer Movement in Ukraine in
the Situation of External Aggression. Ukrainian Policymaker, 4, 52-61.
https://doi.org/10.29202/up/4/8.
5. Thompson, D. F. (2018). Theories of Institutional Corruption. An-
nual Review of Political Science, 21, 495-513. https://doi.org/10.1146
annurev-polisci-120117-110316.
6. Filipchuk, V. (2019). Information and Digital Toolset in a Fight
against Liberal Democracy and Values of Open Society, Ukrainian
Policymaker, 5, 34-43. https://doi.org/10.29202/up/5/4.
7. Ryzhenko, 1., & Halahan, O. (2019). Types of Liability for Illegal
Space Activities, Advanced Space Law, 3, 97-107. https://doi.
org/10.29202/as1/2019/3/8.
8. Frantsuz, A. (2020). Central and Eastern Europe — the Globaliza-
tion Process, Hybrid Threats: Political and Legal Aspects. Ukrainian
Policymaker, 6, 24-31. https://doi.org/10.29202/up/6/3.
9. Prykhodko, A., & Oksin, V. (2020). Corruption Factor as a Desta-
bilizing Element of Development of the Space Industry. Advanced
Space Law, 5, 71-82. https://doi.org/10.29202/as1/2020/5/7.
10. Gossel, S. (2017). Breaking Zuma’s kleptocracy is up to all of us.
Retrieved from https://www.gsb.uct.ac.za/fo-zuma-kleptocracy.
11. Transparency International (2019). Corruption Perceptions Index
2019. Retrieved from https://www.transparency.org/.
12. Karlin, A. (2017). Ernst & Young: Ukraine Tops World Corruption
Rating. Retrieved from https://www.unz.com/akarlin/ernst-young-
ukraine-tops-corruption/.
13. Dwiputri, 1., Arsyad, L., & Pradiptyo, R. (2018). The corruption-
income inequality trap: a study of Asian countries. Economics Discus-
sion Papers, (81). Retrieved from http://www.economics-ejournal.
org/dataset/PDFs/discussionpapers_2018-81.pdf.
14. Halunko, V., Buhlak, Yu., & Pauk, O. (2020). International Legal
Regulation of the Missile Technology Control Regime in the Aspect

of Private Space Company Activities. Advanced Space Law, 5, 34-47.
Retrieved from https://doi.org/10.29202/asl/2020/5/4.

15. Shwed, Z. (2019). Theoretical Approaches to the Study of the
Economy of Religion. Future Human Image, 11, 83-90. https://doi.
org/10.29202/thi/11/9.

16. Pleines, H. (2016). Oligarchs and Politics in Ukraine. Demokrati-
zatsiya The Journal of Post-Soviet Democratization, 24(1), 105-127. Re-
trieved from https://forschungsstelle.uni-bremen.de/UserFiles/file/
pleines2016-Oligarchs-UA.pdf.

17. Schwab, K. (Ed.) (2019). The Global Competitiveness Report.
Geneva, World Economic Forum. Retrieved from http://www3.wefo-
rum.org/docs/WEF_TheGlobalCompetitivenessReport2019.pdf.

IncTUTYNiiiHMIA TeHe3UC KIeNTOKPATHYHOL
€KOHOMIKH Ta il CTAHOBJIEHHS B YKpaiHi

P. @ [Tycmosiiim', O. B. Kykain', H. A. Asmyx!,
1L J1. Axywux?, B. I. Iynvko®

1 — Yepkacbkuil aepxkaBHUil Oi3Hec-Kosiemxk, M. Yepkacu,
YxkpaiHa, e-mail: rfpustovit@gmail.com

2 — MixperioHajbHa akafeMisl yIpaBJiHHS TEPCOHAJIOM,
M. KuiB, Ykpaina

3 — Yepkacnka rimHazis Ne 9, M. Uepkacu, Ykpaina

Merta. AHati3 KJIENTOKPATUYHOT EKOHOMIKU SIK iHCTUTY-
LIAHOTO YyCTPOIO, 110 30piEHTOBaHE Ha KJIIOUYOBY (hYHKIIiIO
OTPUMaHHS JKepel JOXOMiB TPABJISIY0I0 TICEBIOETITOI0
LJISIXOM  YIIPOBAIXKEHHSI KOPYMUIMHUX HEPUHKOBUX TpaH-
cakIiiHUX BUTpAT 1JIs1 ipM i JOMOrocnonapcTB, MiArpyH-
TIM SIKMX € aAMiHiCTpaTUBHO-OIOPOKpATUYHE I MOJITUYHE
HaCUJTLCTBO.

Meroauka. Y mpornoHOBaHOMY HAyKOBOMY JOCHiIKEeHHI
BUPI3HSIEMO TPU TUIA METOMIB JOCTIIKEHHS: TO-TIeplIe,
MpUTaMaHHi Mi3HAHHIO B 1IIJIOMY (3arajibHO JIOTiYHi) METOIU,
Taki SIK: aHaJli3, CUHTEe3, abCcTparyBaHHsI, y3arajbHeHHS, iH-
IYKLis, AeAyKIlisl, aHaJIOTisl; Mo-Apyre, 3aralbHOHAYKOBi, y
TIepIITy Yepry eMITIipUYHi METOAN JOCITIDKEHHS, a caMe: CIo-
CTEepEeKEHHsI, OINUC, BUMIPIOBAHHS; MO-TPETE, TEOPETUUHI
METOIM TIi3HAHHSI, 110 BUKOPHCTOBYIOTHCSI €KOHOMIYHOIO
HayKolo, 30KpeMa: ifeaiizailii; ¢opmaiizalii; akciomaTuu-
HUI MeTOHI MTOOYI0BU TEOPETUYHOTO 3HAHHS; TIMTOTU3UIHO-
NEAYKTUBHUI METON MOOYIOBU i PO3BUTKY TEOPETUYHOTO
3HAHHS.

Pesyapratn. [lpoaHanizoBaHa collialbHO-€KOHOMiYHA
KOHCTPYKIIisl YKpaiHU 3 TOUKU 30py (PakTopiB, 110 3yMOBJIE-
Hi BIUIMBOM (opMajbHUX i HehOpMaJIbHUX IHCTUTYTIB Y
KJIENTOKPATUYHilf €KOHOMIlli Ta BIUIMBAIOTh HA KOPYILIiiHi
pusuku. HagaHi pekomeHnalilii 3 MoaepHizauii iHCTUTYIiii-
HOTO cepenoBUIIa B YKpaiHi B KOHTEKCTI Cy4acHOI METO/I0-
JIOTIYHOI TTapagurMy MOIIYKY TOYOK JOTUKY B3aEMOJIiI Bia-
nu, Oi3Hecy i cycniibCcTBa.

HaykoBa HoBH3HA. Y TPOIMOHOBAHOMY TOCJiIKEHHI 3/iii-
CHEHO KOMIUIEKCHUH aHaji3 iHCTUTYITHOTO CepemoBHUIIa
YKpaiHChbKOI €KOHOMIKH, 1110 HaJa€ MepeKOHJIMUBI IMiacTaBu
XapaKTepu3yBaTH ii SIK KJIENTOKPAaTUYHY, i B SKili 1lie HaJle-
XKUTb 30IMCHUTYU 3alIPOIIOHOBaHI B poOOTi (pyHIaMEHTaIbHi
MOJIEpHi3allil 3 ypaXyBaHHSIM €BpPOIHTETpalLliiHUX MepCcIieK-
tiB. Ha BigMiHYy Bif paHillie 3arpOIOHOBAHUX AOCIIIKEHD,
MpeACTaBIeHU Tiaxin (GOKYCYeETbCS Ha KOpessliiiHOMY
B3a€EMO3B’SI3KY MiX IMOKa3HUKaMM SKOCTi iHcTuTyTiB, BBIT
Ha Aylly HaceJIeHHs, iHIeKcaMU KOpyTLii B YKpaiHi Ta y n1o-
CIIKyBaHUX KpaiHax €Bponeiicbkoro Coro3y.

IIpakTiyna 3HauymmicTs. Pe3ynbTaté AOCTIIKEHHS MO-
XyTb OyTM BUKOPHUCTaHi MpOiIbHUMU eKCIepTaMu TIpu
(opMyBaHHI iHCTUTYLIIHHUX BUMOT JJII CTBOPEHHS Ii€BOL
CUCTEMM ILOJO 3ar00iraHHs KOPYITLLii.

KiouoBi cioBa: incmumyuyiiina ekoHomiKa, KAenmokpa-
MUYHA eKOHOMIKA, KOpYnyis, incmumyyiline cepedoguuye
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