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1. Government Favouritism in Europe1
ALINA MUNGIU-PIPPIDI AND
ROBERTO MARTÍNEZ B. KUKUTSCHKA

This volume reunites the fieldwork of 2014-2015 in the ANTICORRP project. It is entirely based on objective indicators and offers both quantitative and qualitative assessments of the linkage between political corruption and organised crime using statistics
on spending, procurement contract data and judicial data. The methodology used in the
analysis of particularism of public resource distribution is applicable to any other country where procurement data can be made available and opens the door to a better understanding and reform of both systemic corruption and political finance.
A mystery still persists in the European Union, the land of most accurate statistics: public
procurement in the member states. For instance, we do not know how many public contracts
are distributed competitively versus not competitively in EU Member States (MS); and we
cannot find out. In the words of the European Commission’s Annual Public Procurement
Implementation Review, published in 2014: “Some figures are very high while others appear
abnormally low. For instance, the total value of procurement below the threshold in Poland
purportedly amounted to over EUR 40 billion, while the average value of such contracts is
over EUR 200 000. The total number of contracts in Austria was reported to be as high as 1
237 968, which would mean that the average value of a contract below the threshold awarded
in this MS would be as low as EUR 1550. In Hungary, the total value of procurement below
threshold only reached EUR 1 270 425, bringing the average value of such contracts to an
improbable EUR 145 per contract. Although some of these phenomena could be explained
by the specific nature of national procurement markets, such anomalies could also result from
reporting errors and misunderstandings.” (European Commission 2013). Although the EU
has its own electronic database, the Tender Electronic Daily, only a minority of awards are
published there. Few countries publish sufficient procurement data online to allow comparison across EU-28.
The question on how competitive public procurement is in common market Europe is important, because of previous reports on a significant association between government investment
and corruption (Tanzi and Davoodi 1999). The significant association that seems to exist therefore between big money in procurement and corruption is supported also by anecdotic evidence
in the plenty, especially on public infrastructure. The ephemeral Greek finance minister Yanis
Varoufakis made himself the spokesperson of a very fluent story on how EU funding bankrolled
traditional clientelist politics in Athens for nearly two generations, thus paving the way to the
1

Full country reports were published at http://anticorrp.eu/publications/integrated-report/ and at http://anticorrp.eu/publications/country-policy-reports-on-institutions-in-public-procurement-for-the-infrastructuresector/. This publication is the policy version of field research in 2014-2015 in ANTICORRP’s Work Packages 8 and 9. For full methodological details and data please refer to http://anticorrp.eu/publication_type/
deliverable/.
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country’s final bankruptcy. Many in Greece and Europe believe this story, although they may dislike the story-teller. A significant pattern of public spending also exists in EU Member States: this
is responsible for the fact that countries with the highest perception of corruption invest more in
public works, while countries perceived as high on public integrity, though not spending less on
the whole – they actually spend more – are more modest with spending on projects (MungiuPippidi 2013). The catch, of course, is that developing countries do need more investment, and
they also tend to be the most corrupt. So what to do to continue to invest in development without de facto financing rents for political clientele?
The new European Fund for Strategic Investments (EFSI) bets on a multiplier effect to boost
Europe’s performance over the period 2015-2017. The Fund will bring many new billions into
spending, including EUR 2.7 billion from Europe’s research program Horizon 2020. Forecasts
of this presumed positive effect fail to estimate to what extent this new money will increase corruption risks: indeed, all corruption literature would plead for it to be spent on education, health,
research and development, usually under-budgeted in corrupt countries since money goes into
projects bringing more profit to favourite companies connected to the political establishment
(Mauro 1998). Sectors like research and innovation are credited to bring real multiplication,
while project investments in countries where corruption is widespread tend to reproduce the
already existing poor institutions, as it happened in Greece over many years of EU funds’ investments (Mungiu-Pippidi 2015a). The stakes of non-corrupt procurement, therefore, are high.
RESEARCH QUESTIONS
Work package 8 of the ANTICORRP project, led by the Hertie School of Governance,
and to some extent Work Package 9, led by the European University Institute, investigated
specifically these questions:
1.	 How competitive is public procurement market in EU MS?
2.	 Is the allocation of public contracts universalistic or particularistic as a rule?
3.	 If particularism seems to be the rule of the game, what kind of connection(s) explains
favouritism in public contracts allocation?
4.	 If political connections seem to be the prevalent tool for favouritism, is this a politically and economically marginal phenomenon, or does it shape the political economy
of party finance and power reproduction?
5.	 Are EU funds an exception or a confirmation to such national rules of the game in
social allocation? Should we look upon them as a blessing or rather a curse?
At the operational level these questions were addressed by seeking irregularities of procedures
(single bidding, requests for clarification) and especially non-random distribution outcomes (favourite companies).
CONCEPTS – A BROAD DEFINITION OF CORRUPTION
A few definitions need reminding in order to follow our investigation better. By particularism in the context of the ANTICORRP project we understand the deviation from the ethical
universalism norm of public resource allocation (as defined in law, rules, and the modern principles of administrative impersonality, impartiality and equality) resulting in undue benefit for
individuals or groups. Particularism limits access to resources (some applicants are favoured
and some are discriminated) resulting in unfair treatment. We know from the 88 000 respondents survey organised by the QOG team at Gothenburg University within the ANTICORRP
project that many Europeans perceive unfairness of treatment from public services: only in
10

Northern Europe we find around one third of those asked complaining about particularism,
while in Mediterranean Europe the figure is nearly half and in Eastern Europe the majority
perceives favouritism and complain about discrimination when dealing with public services.
Particularism is a broader concept than corruption, as it includes both criminalised forms
of corruption (favour in exchange for undue profit) and what Kaufmann & Vicente (2011)
labelled ‘legal corruption’. In its extreme form (most government transactions are particularistic), particularism can result in an entirely patrimonial or ‘captured’ state. The current
scholarship and policy literature on corruption uses a variety of overlapping and insufficiently
theorised concepts, such as state capture, grand corruption, regulatory capture, government
favouritism, administrative capture which operate with different presumptions – never actually tested – on what is the benchmark and what is the deviation, on one hand, and who is
the principal, and who the agent on the other. The concept of state capture is used even by
the World Bank for situations as diverse as capture by the firms (firms are the perpetrators, a
situation encountered in developed countries), costs inflicted to firms (firms are victims of extortion) or firms actually belonging to politicians directly or indirectly. While these seem to be
very different situations, they can actually be quite easily understood if governance is defined
primarily, as we do, by social allocation (who gets what). Is the distribution of public resources,
by default, catered towards specific interest groups (party in government, business elite, cronies
of ruler, etc.) with limited access for the rest? Or is it rather universal, with only occasional
deviations from this norm of individuals seeking personal gain? For policy reasons it is quite
important to understand which is the governance context of allocation, because norm building
is very different from norm preserving policies.
Table 1. How universalism-particularism continuum schematised in three ideal types
Ethical universalism

Competitive particularism

Patrimonialism

State autonomy towards
private interest

Complete

Partial, with groups
competing for capture

The state is privately
‘owned’

Administrative behaviour

Impersonal and impartial

Varies

Personalised

Individual access to
public service

Open

Limited

Closed

Type of exchanges
(transactions)

Universal (everyone
treated equally)

Mixed

Particular (from favouritism to discrimination)

Main norm

Ethical universalism

The two norms compete

Particularism

Outcome of allocation

Fair

Mix of favour and fair

Unfair

Rule of law

Yes; corruption is deviation from norm

Corruption frequent as
both favour and access
buying

Mix of privilege and
occasional corruption to
buy access

Source: Mungiu-Pippidi 2015b.
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METHOD – DATA MINING, INVESTIGATION AND STATISTICS CO
Our main investigation method is to place the majority of government transactions (or
exchanges) on the continuum in one country. Are they of a universal or particular nature?
What are the rules of the game in the allocation of public resources? This approach has important theoretical and practical advantages, as it allows:
1.	 More consideration towards the development of governance, as it no longer sees ethical universalism as the default rule and corruption as a deviation, but acknowledges
that state autonomy towards private interest is a result of long time evolution and not
the default state of nature. We expect, therefore, to find less autonomy of state towards private interest in less developed societies. Since the European Union has come to accommodate such different levels of development, a difference in governance is also to be expected.
2.	 An objective way of measuring state autonomy towards private interest by the nature
of transactions in the distribution of public resources as either particular or universal. A
particular distribution results in a measurable particular outcome, so without witnessing the hidden aspects of behaviour which put so many problems to corruption measurement (like bribing) we can identify what the norm really is in public distribution
by monitoring its results through data mining.
3.	 An outcome based definition of ‘state capture’ as the situation when significant numbers of government transactions (the threshold is debatable – we suggest 50 per cent
in this volume) are particular and a definition of ‘government favouritism’ as the
administrative behaviour by which such a non-random distributional outcome is
reached. This is very far from the ‘zero tolerance’ approach encountered in the assistance industry, but we believe it is more realistic, seeing the present reality of most
low and middle income countries.
DATA COLLECTION
The data needed to answer our research questions was collected by surveying public procurement in the infrastructure sector. Anecdotal evidence and country investigations allege
that the costs of public infrastructure projects are systematically higher in countries with high
degrees of corruption, such as Italy, Greece or new EU member states. The fact that infrastructure is a public service with great social importance, significant externalities, and “public good”
characteristics, lies at the heart of governance problems in this sector. WP8 assesses the extent
of corruption problems in the public infrastructure sector, analyses the likely causes of those
problems, including the incentive structures and political economy that sustains them and
suggests solutions on how to increase probity in the sector.
For data, we thus sought to collect all public contracts in the field of infrastructure (both
EU-funded and national ones) of at least one million euro for the same time interval selected
to cover at least two electoral cycles (2007-2013). The country selection was influenced by
the composition of our research consortium, but we organised it using the relation with the
European Union as chief variable, as a proxy of both economic development and rule of law.
Our designed panel thus included one highly developed and old EU Member State (Germany), four new EU Member States (Hungary, Croatia, Romania, and Bulgaria), one candidate
country (Turkey) and one neighbourhood country (Ukraine). However, the very uneven access to data obliged us to qualify these plans. Data from Ukraine was not accessible; in Turkey
12

and Bulgaria access was only partial. Collecting the data from Romania meant assembling it
from scratch, as the national electronic portal does not publish awards in data format, needing
considerable investment in database building and IT. In short, only Croatia and Hungary had
sufficient digitalization to allow easier collection of data, although cleaning the data proved
to be a highly demanding job even in these countries. Nevertheless, only the Ukrainian paper
that we present in this volume – given the fluidity of the Ukrainian situation – is about recent
developments there; the other countries managed to follow the ascribed pattern and address
the above research questions.
Apart from the data on the allocation of contracts, ANTICORRP researchers collected
data on the winning firms (from register of commerce, mandatory interest disclosures and other sources), on market concentration in the construction sector (both the procurement market
and the general one) and on potential particularistic links. For instance, lists were compiled of
firms which donate to political parties, or where politicians or award committee presidents had
been shareholders some years before. The different access to data from one country to another
limited our attempt to a complete standard approach and is visible in the country papers.
RESULTS IN THE BENCHMARK CASE: GERMANY
Among the developed, old member states with low corruption perception Germany has the
highest public procurement expenditure in the EU, with an average of 370 billion euros a year
between 2009 and 2013. Our report, published online in full, offered a general overview of the
German public procurement (PP) historical development, the current trends in procurement
spending and assessing potential risks for corruption. Given that Germany has two parallel procurement systems active at the time, one for contracts above the EU thresholds and one for the
contracts underneath these limits, each one of them was evaluated separately. The lack of high
quality tender-level data for the case of Germany made it impossible to base the risk assessment
on objective indicators similar to the Eastern European country reports. Therefore, this report
relied on different sources of data to determine the size of the procurement spending in the country, the manner in which it is allocated and the potential risks of corruption.
The fact that almost 90% of all infrastructure contracts were awarded through an open tender
would suggest that the risks of government favouritism in this particular sector are fairly low. These
risks seem to be higher among the purchase of goods and the hiring of professional services, where
20 and 14% of contracts, respectively, are awarded through restricted or non-competitive procedures. Surprisingly, the results derived from the Tenders Electronic Daily (TED) database suggest
that the infrastructure sector has consistently had the lowest levels of non-competitive procedures
since the data is available (less than 5%). The data also reveals a large number of companies winning government contracts. In the construction sector, for example, the top construction firms
only score 5% of the total value of contracts awarded. Even when expanding the list to include the
contracts obtained by the top 15 companies, their market share only amounts to a maximum of
11% of the spending. This evidence therefore suggests that there is a healthy, competitive market
for construction contracts above the EU thresholds in Germany. Evidence regarding competition
for the national level tenders, however, is not available.
While contracts above the EU-established thresholds are awarded in a competitive manner
according to the data available from TED and analysed by us, the German business community, interviewed for the Flash Eurobarometer 374, is critical of the manner in which contracts
are awarded in the country (such data is not available either in digital, or in many instances,
13

paper format, as it is archived (or not) according to different rules from one Land to another).
A majority of the respondents believe that collusive bidding and the involvement of bidders in
the design of contract specifications are widespread practices in Germany. 44% of respondents
also believe that amendments to the contract terms often occur after the conclusion of the procurement process. This figure coincides with the EU average and places Germany in the worst
performing tercile in the region. It is also worth noting that almost half of the respondents in
Germany believe that tailor-made specifications and conflict of interest in the evaluation of
bids are widespread practices in the country.
The lack of transparency and knowledge of the applicable procurement rules underneath
the EU thresholds should be a concern for Germany. Audits from the Courts of Auditors from
Berlin, Thuringia and Saxony show that the procurement regulation is often breached: 56% of
municipalities in Saxony failed to publish the results of contracts awarded through restricted
procedures and to inform about direct awards; in Berlin the Court of Auditors found that contracting authorities often ignore the thresholds that call for open tenders and award contracts
through restricted procedures and that in some cases contracts with values that would make it
mandatory to be awarded competitively are divided into smaller ones to be awarded directly or
through restricted procedures (Rechnungshof von Berlin 2014: 116).
However, we found no evidence that political connections seem to be the prevalent tool for
favouritism in Germany. None of the 100 richest Germans obtained their fortunes by competing in the construction sector: Families Goldbeck and Bauer – owners of the companies of the
same names – are among Germany’s wealthiest, but not even close to the top positions. The
top positions in the list of the wealthiest people in the country are occupied by people who
amassed their fortunes in a variety of different sectors such as the pharmaceutical, automotive,
insurance, software, transportation, retail and fashion industries, but there is no mention of
construction moguls or fortunes made on behalf of public contracts.
As concerns EU funds, at least among those contracts above the EU procurement thresholds, follow the same pattern as the contracts awarded with only national funds. The sample,
however, was very small in the case of Germany.


RESULTS IN NEW MEMBER STATES:
HUNGARY, ROMANIA, BULGARIA AND CROATIA

As all these countries offer access to significant procurement data, the results are richer.
Researchers found that the construction sector is quite competitive on the face of it – in all
cases –, but the procurement market less so. In Croatia public companies win far too many
contracts, although they are by no means more efficient. In Bulgaria top companies win too
large a share of contracts. In Romania the situation evolved greatly during the study interval.
In 2011 there were signs of PP market concentration, with a few domestic companies (small
as number of employees, but with fabulous turnover and profit rates on over 30% even during the crisis) winning all the great contracts. In 2013 and 2014 these companies came under
investigation and the report between domestic and foreign companies improved significantly.
In Hungary, the construction sector is somewhat more competitive than the rest of the public
procurement market when judged by bidder numbers (25% and 34% single bidder contracts
respectively). However, market concentration is considerably higher in construction than outside of it and proven cartel cases in, for example, highway construction suggest that open
competition is rare.
14

The evidence collected by us indicates in all cases that competitive particularism seems to
be the main governance context, with all the features deriving from this: high numbers of particular transactions (in Bulgaria over 50% of contracting agencies grant contracts to favourite
firms; in Romania non-competitive allocation involves about 40% of all publicly advertised
contracts; in Hungary single bidder or captor firms won 48% of awarded contract value in
2009-2012 with their market share climbing to 70% after 2011; Croatia alone is particular in
the regard that favourite firms are public and not private.
Political connections seem to be the main link indicating favouritism in post-communist
new Member States. The results that ANTICORRP found are spectacular, from complete
reversal of fortunes of top winning companies after elections (in Hungary, see ACR1) to
statistically significant chances of winning both national and EU funds for politically
connected companies in Romania, Hungary and Bulgaria. Even in Croatia evidence was
found of complete reshuffle of management, boards and top personnel at public companies
after elections. Politicization is the main tool of controlling allocation of public resources,
with politicians and civil servants sitting in the award committees of contracts colluding
or public body heads biasing the tendering process using top-down bureaucratic chains
command. Since only Romania has published judicial data by now, a model of how spoils
are divided is offered by district one Bucharest, the richest of the country (and above average
of EU NUTS GDP): the kickback of 10-15% of all contracts were divided into 30% for the
mayor, 15% for the party broker, 30% for the two city hall advisers dealing directly with the
companies, 10% to the party local branch, and 15% to the civil servants involved (Romania
Insider 2015).
Figures from at least Romania, Bulgaria and Hungary tend to indicate that preferential
allocation is the rule of the game, despite local efforts by clean companies, civil society and
the media (in Romania notably the prosecutors as well) to push for a change. Government
favouritism is not a politically and economically marginal phenomenon; it shapes the political economy of party finance and the mechanism of power reproduction. Incumbent mayors
get re-elected with informal funds from favourite companies (used from purchasing media
advertising to direct buying of electoral gifts (Nikolova & Marinov 2015)), then arbiter the
fate of national elections. It is by no accident that in the fall of 2014 in Romania the law preventing mayors from migrating across parties was suspended by 45 days through an emergency
ordinance, so that the government party could recruit tenths of mayors from the opposition.
Corrupt mayors (known as ‘barons’) are seldom replaced by their own party, as a complete rebuilding of such funding schemes in full security with a newcomer is understandably difficult.
Only prosecutors can eventually manage to touch them, as such organised extraction schemes
provide a personal capital that they can use to their political advantage to bargain with all
great parties. And prosecutors have started arresting mayors in recent years, in Ljubljana (List
2012), Zagreb (Reuters 2014), Bucharest, and even in Bulgaria (The Sophia Globe 2014). In
Budapest, the public disclosure of city corruption had lasting effects both for the liberal party
which had held that office for most of the transition and had never managed re-election, and
for the success of the Orbán government, largely gained due to the complete self-destruction
of his predecessors (Hodgson 2010). Prosecution alone is unlikely to succeed changing the
rules of the game, however, unless some radical political change occurs which brings parties to
government that are less tied up with this kind of organised crime scheme.
Finally, how safe are EU funds? The evidence is mixed, but there are no grounds to claim
that they make the situation worse or help the ‘barons’ hold on to their fiefdoms. EU funds
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are not sheltered: evidence from Romania shows that politically connected companies win
such funds more frequently, as well as national funds. But also less procedural irregularities
can be found in relation to such funds, and EU-wide bidders put a lot of pressure on domestic
allocation mechanisms. EU funds are more competitive. The risk of corrupting EU companies as well is high, though. Figures from 2013 in Romania show that compared to 2011 as
many favourite companies exist, but the distribution is now more geographically fair, with EU
companies learning the local game as well as domestic ones. Some of great winners are already
investigated by prosecutors. As to Bulgaria and Hungary, funds do seem to indicate somewhat
more risk there: In Hungary (Fazekas et al. 2014), procurement tenders funded from EU
Funds are considerably less competitive and display more red flags such as contract modification during implementation (e.g. for increasing total contract value). The absence of increased
risk in Romania may be due to the very low absorption rate.
The overall landscape of public resource allocation in post-communist member states,
dominated by politicization and particularism is reminiscent of the early democratic history of
some advanced Western democracies. This is not to imply that some natural evolution exists
out of particularism. If American or French political parties have evolved, even imperfectly,
from a period when spoiling public resources and politicizing public administration were regular practices, countries such as Greece, Italy or Spain in Europe, or Argentina in Latin America (more developed than any of the post-communist countries discussed here after the First
World War) have not sufficiently evolved or plainly stagnated. Particularism is a suboptimal
equilibrium and time alone is no guarantee of evolution: societies do not naturally grow
out of it and into public integrity.
RESULTS IN ACCESSION COUNTRIES: TURKEY
Turkey seems an exceptional case in this context, as it is also in the QOG survey, reporting far less corruption than new EU MS (Charron 2013). However, recent developments
(Wordsworth 2014) as well as our report raise signals of alarm. Our requests for contract-level
procurement data remained unanswered by the Turkish Public Procurement Agency. Therefore, aggregate data on public procurement have been used to trace developments in law and
implementation. They indicate that post-2002 incumbent AKP government has to a large
extent considered construction investments as an engine of economic growth which resulted
in a substantial expansion of this sector. The Turkish Public Procurement Law (PPL) came
into force in 2003 to bring Turkey into compliance with EU procurement standards. Although
certain improvements have been achieved, frequently introduced exemptions distorted the rules
and procedures for transparency, competition and non-discrimination. A considerable number
of amendments have aimed at removing major public contracts from the scope of PPL. Recently,
Public-Private Partnerships (PPPs) have been used principally to build up large-scale infrastructure projects. Due to the large capital requirements and the fact that the legal structure of PPPs
is largely incompatible with the PPL and the EU regulations, only a smaller group of companies
which have allegedly close connections with top level AKP politicians win PPP projects worth
billions of Euros. Thus, under the current framework, PPPs in the Turkish construction sector
are significantly prone to corruption risks and seem to be used to consolidate the power of incumbents over media.
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CONCLUSIONS AND RECOMMENDATIONS
The main conclusion of this report is that public procurement needs far more transparency
and monitoring in old Member States, where it is far from perfect, as well as new ones and accession countries, where major problems can be identified, partly due to more transparency
and monitoring. While the case of Turkey indicates that similar competition enforcement rules
should also be applied to PPP, one main conclusion is that uniformization of legislation alone is
no guarantee of a clean procurement. In some countries, kickbacks from public contracts seem
a well-established industry, and we see from Italy that it can resist judicial purges and be reborn
with a more civilised face (Davies 2013). Countries like Bulgaria have not even started the purge.
Frequently, as in Romania or Turkey, purges come under political attack for partiality so their
results are not sustainable if more in depth reforms do not accompany or follow them.
But what reforms? While every one of our reports has its own country specific recommendations, we suggest that a successful strategy should concentrate on:
1.

Reducing the resources for corruption

1.1 P
 rocurement in Europe needs more transparency. Data availability should be improved;
awards as well as execution data should be published in data open formats. Digitalization
makes archiving of such data easy, but some countries do not have mandatory rules of
storing and publishing such data. Such rules are indispensable.
1.2 EU funds should be tied with mandatory rules of digitalization, open data and transparency more generally. An inbuilt monitoring mechanism based on full transparency
of procurement (so that monitoring costs are low, the media, businesses and civil
society contributing voluntarily) should apply to the new ‘Juncker’ fund as well as to
more traditional funds. By complete transparency we understand an online system of
tracking expenses, from advertising to awards, management and final payment.
1.3 EU funds could be better protected if designed for a more universal type of allocation
than for projects ending up with favourite companies. One thousand scholarships for
top IT students can hardly be used in a particular way and may be a far better investment in growth than a new airport or sports hall.
1.4 At least for EU funds, grassroots consultations and consumer surveys should be organised for all community stakeholders. Citizens are largely absent from the process
of design, execution and evaluation of EU funds and only occasional surveys collect
their opinions, which risk being very negative. Social accountability should be built
in the process of awarding and evaluation of EU funds. It would be a gain both for
the integrity and reputation of the EU.
1.5 The rules restricting the access to EU funds (like previous success in winning EU
funds or large monetary guarantees) should be removed. They do not protect the
funds from corruption; they only cut the work of those awarding the funds. Instead,
they foster favouritism so it may be better to invest more into the screening of bidders
and the award procedure than to provide rents directly through rules meant to actually protect the integrity of EU funds.
2. Increasing the constraints for corrupt behaviour
2.1. Controlling can be improved by developing a monitoring mechanism based on distributional outcomes rather than strictly on procedures. The existence of favourite firms,
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agency capture, single bidder, partiality of co-funding by national governments should
be strictly monitored. For EU funds reporting requirements could be introduced so
that such self-monitoring and control is done by national controlling agencies or even
management operational funds themselves. Such monitoring is currently done only
by civil society or not at all. Externalizing to specialised NGOs can also be a solution.
2.2. Rather than introducing new rules, old ones should be enforced. An example is TED,
where many countries complete the required fields only partially or slice contracts up
to avoid the requirement to publish the tender at TED. TED should be extended and
fines introduced for late or incorrect filling in.
2.3. Plans for a European prosecutor should go on and the institution activated as early as
possible.
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2. C
 orruption Risks in the Romanian Infrastructure
Sector 
˘ ˘
MADALINA
DOROFTEI AND VALENTINA DIMULESCU

Improving public infrastructure in Romania has been a significant policy goal in the past
25 years. Unfortunately, although large amounts of public funds were spent in the construction sector from 2007 to 2013 (an average of 6.6% of GDP), the end results in terms of
project finalisation and quality did not match this investment. One of the main presumed
explanations is that public contracts were awarded in a particularistic manner to companies
enjoying government favouritism to such an extent that their high profits are gained to the
detriment of quality in all impunity.
The present research brings significant statistical evidence to the existence of government favouritism in public infrastructure procurement. The practice of single bidding
(where only the favourite company bids) and the awarding of contracts to politically
connected companies seem to exist in the entire public procurement market. Nonetheless, non-EU funded contracts present a higher corruption risk. Only one out of seven
contracts receiving European funding were awarded to a single bidder, as opposed to one
out of four contracts financed by state budget. Still, one out of every three contracts won
by a politically connected firm involved European funding. Government favouritism (its’
simplest and most obvious indicators are single bidding and the existence of a political
connection for winners) involve about 40% of the contracts between 2007 and 2013. Favouritism in public procurement is the rule of the game at the regional level, widespread
at the local level and quite frequent in state-owned companies. If we estimate the value of
kickback conservatively at 10 per cent (it is always solicited in cash, according to prosecutors) the figures returned evolved under three different governments from a minimum of
144 million euro in 2007 to a maximum of 333 million euro in 2011 (maximal) and an
average of over 200 million yearly. Out of a total of 6064 contracts examined, 15% went
to firms that financed political parties through legal donations.

Introduction
The 2014 Cooperation and Verification Mechanism (CVM) report of the European Commission (EC COM (2014) 37 final) pointed out that Romania has made improvements over
the years in fighting corruption, but that the public procurement sector is particularly vulnerable to such risks, especially at the local level where administrative capacity is weak. This
reflects also the perception of business people, journalists and ordinary citizens interviewed by
Eurobarometer, who identify high risks of corruption. In Romania, the construction sector is
especially important since public spending in this particular domain accounts for 58% of total
public procurement.
The present research uses Romanian public procurement data from 2007 to 2013 and
it reviews national procurement patterns in procurement legislation and practice. Detecting
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corruption risks in public procurement is achieved through descriptive and inferential data
analysis, noting the differences between EU funded public procurement and nationally funded
public procurement. To trace the particularistic links which may influence public resources
allocation (Mungiu-Pippidi 2014) we use both statistical and qualitative methods. Finally, we
list some options on how to tackle access to public procurement information and help limit
corruption.

I. Material Stake: Public Procurement in Romania
1. General View – the Public Procurement Market
The necessary information on national level indicators was obtained through a freedom of
information (FOI) request sent to the National Authority for Regulating and Monitoring Public Procurement (ANRMAP) and answered after more than 30 calendar days, the legal limit.
The present report does not contain any information on Public-Private Partnerships (PPPs)
because, although several projects had been publicly announced, no such partnerships were
signed. In Romania, no PPP projects have been finalized since 2010, due to controversial legislation. Therefore, the following analysis of national level data on procurement relies entirely
on the public procurement contracts registered in the Electronic Public Procurement System
(SEAP). However, at least a third of public institutions did not use SEAP back in 2007 when
it was set up. The number of users has gradually increased and, by the end of 2014, 14,721
contracting authorities were registered in SEAP (from 9,591 in 2007).
The existing official data shows that public spending increased continuously from 2002 until 2008. Only the world economic crisis, combined with the European debt crisis, put an end
to its growth rate in terms of absolute value (million euros). As a percentage of GDP, total general government expenditure reached 40.6% in 2009, and slowly declined to 35.1% in 2013.
The three consecutive years that registered the highest government expenditure – 2007,
2008 and 2009 – were election years, in which the quality of governance decreased. For example, before each electoral campaign, the government decided to augment salaries and social
expenditures above the state budget sustainability level (SAR 2010).
Government expenditure stabilised at around 50 billion euros in the last four years of the
period under scrutiny. In contrast, public procurement (at least the volume declared in SEAP)
reached a first peak of 17 billion euros in 2009 (14% of GDP), when the country was already
facing economic crisis. While the Romanian economy contracted by 7.1% (negative GDP
growth rate) in 2009, the augmentation in public procurement spending also coincided with
a much higher total value of direct purchases. It may be that a new simplified procedure easing direct non-competitive purchases of goods, services and works, was used to help certain
favourite firms face a more difficult economic environment. Another scenario suggests that
public procurement at the time was greatly influenced by both the presidential and European
elections in 2009 and by the need to finance companies that had contributed to these election
campaigns.
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Figure 1. Total procurement volume and its share in GDP

Source: EUROSTAT, ANRMAP and own calculations

The declared value of public procurement contracts stalled in 2010 despite a growing number of contracts and direct purchases from year to year1. One explanation for the phenomenon
might be the impact of austerity measures combined with the end of the presidential and European electoral races (resulting in a smaller demand for public contracts from campaign sponsors). Romania signed a stand-by agreement with the International Monetary Fund (IMF) in
2009. At the time, government expenditure was slowly decreasing in absolute value, as public
wages were being cut due to austerity measures. However, Romania barely implemented some
of the IMF requirements and only mimicked economic reform during the period of 20092012 (SAR 2013). After 2010, public procurement returned to its 2009 share in total general
government expenditure (Figure 2).
Figure 2. Share of public procurement in total general government expenditure (%)

Source: EUROSTAT, ANRMAP and own calculations
The law was modified in 2009, when the threshold for direct purchases was raised to 15,000 euros from
10,000 euros.
1
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In terms of the number of public procurement contracts, starting with 2008 there were
over 100,000 contracts signed almost every year: the SEAP platform recorded over 122,000
contracts in 2009 and 2010, while in 2013 the number dropped to 81,000. Declared direct
purchases progressed from 38,710 awards in 2007 to over 1.1 million awards in 2013, following closely the growing number of contracting authorities that registered in SEAP: from 9,591
public entities at the beginning of 2008 to 14,721 in 2014.
2. Public Procurement in the Construction Sector
In this case, the definition of public procurement in the construction sector refers to three
divisions (44, 45 and 71) present in the Common Procurement Vocabulary (CPV) that cover all
products and activities (works and services) related to the construction sector in the European
Union. Thus, the evaluation of public procurement in this particular sector includes all contracts
falling under the abovementioned CPV divisions.
Public spending in construction reached nearly 7 billion euros in 2007, peaked at 11.6 billion euros in 2009 (the year of European and presidential elections) and one year later dropped
to 6 billion euros. Afterwards it surged again to 10.6 billion euros (2011) and in the following two years it settled to around 9.1 billion euros. By comparing public procurement in the
construction sector with total public procurement, one concludes that the general trends are
closely followed at the sector level. Despite the economic crisis, 2009 represents the peak, both
in absolute value and in percentage – share of GDP and share of total government expenditure.
Two explanations may arise. One is that maybe the additional number of contracting authorities registered in SEAP brought a relevant increase in the volume of declared procurement
without more spending actually taking place. But it may also be that procurement spending
was kept up by politically connected companies that were either in financial difficulties or in
need of funding in electoral years and which found alleviation in public contracts. The increasing number of contracting authorities registered in SEAP and of direct purchases can hardly
explain the huge value spent in the construction sector in 2009 only, over 3 billion euros,
compared to all the other years (Table 1), which suggests that elections (presidential and European) taking place in that year might have played a role.
Table 1. Direct purchases volume – public procurement in the construction sector
YEAR

2007

2008

2009

2010

2011

2012

2013

EUR million

0.04

0.62

3043.5

106.96

168.24

175.38

251.04

Source: ANRMAP

Although the number of contracting authorities registering in SEAP kept growing in subsequent years, the share of construction procurement in government expenditures or in GDP
never returned to its 2009 level. Austerity measures had an impact on the 2010 construction
related contracts, but as noted before, the IMF requirements became looser and looser in terms
of public procurement. Also, the pressure of elections faded away until 2012.
Romania is well known especially for its serious problems with road infrastructure. The GGI
– sub-index 2.02 Quality of roads ranks Romania even worse – from 100th place in 2006-2007
to 121st place in 2014-2015. According to EUROSTAT data, the length of motorways in use
scarcely progressed from 113 km in 2003 to 550 km in 2012. Currently, the length of motor22

ways in use does not exceed 700 km. This is an extremely low number, compared to the length
of national roads in Romania – around 17,000 km according to official Ministry of Transport
(MT) statistics (Ministry of Transport, 2015). Thus, the important share of construction spending in total procurement, an average of 58% (Figure 3), is explained by the country’s need to
modernise its infrastructure.
Figure 3. Share of construction spending in total procurement (%)

Source: ANRMAP and own calculations

Figure 4. Public procurement in the construction sector – European funding

Source: ANRMAP and own calculations
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The state budget allocations for road infrastructure are insufficient to build all the necessary motorways. Many infrastructure projects thus received a boost along with the infusion
of European funding. The share of EU funded contracts in the overall construction sector
grew from 6% in 2007 to over 47% in 2013 (Figure 4). Romania had problems in accessing
and spending EU funds in the first years of membership (2007 and 2008). It had to gradually accelerate its absorption rate so as not to lose the allocated money for the 2007-2013
programming period. The small number of EU funded procurement contracts in construction is illustrative of the state’s poor capacity in absorbing EU funds earmarked for this sector – from a couple of hundred at the beginning of the programming period to over 1300
in the last years. One explanation may be that regulations and controls are stricter for this
category of funds.
3. Firm Level Analysis of the Construction Sector
Romania’s construction sector seems at first glance a non-concentrated market divided
between many domestic companies and an important number of international companies.
From 2009 to 2013, the number of international companies in the Romanian top 100 construction firms grew from 27 to 35, and their profits surged. In 2009 multinational firms
made up 16% of the total profit and in 2013 the figure reached almost 65%. At the same
time, Romanian companies’ average turnover for these five years was close to 68.3%, ranging from 70.9% in 2009 to 59.8% in 2013. This is a sign of low efficiency in activities run
by domestic companies compared to international companies. All in all, national firms prevail in the overall construction sector (private and public markets combined), which is not
surprising. Nevertheless, the number of international companies and their profits indicate
fierce competition on the market.
The database used in the analysis contains 1484 winning companies for the period January 1st
2007 – December 31st 2013, out of which 145 are international firms (9.8% out of total number
of firms). Over 46.5% of all firms won an EU funded project in the construction sector in the
researched period. Out of the 691 companies that participated in public procurement in the
construction sector and won EU funded contracts over 1 million euros, 107 were international
companies (over 15% of all companies).
More than 73% of the international companies present on the public procurement construction market2 compete with national firms for EU funds. For the entire 2007-2013 period, EU
contracts account for 37.1% of total public procurement, with international companies holding
a high share on this specific market segment (almost a third on average). In the same year, 2011,
when one of the highest shares in EU funded public procurement contracts won by international
companies was recorded, the largest number of international companies was active on the
market (see Figure 5).

2

In this context, the public procurement market consists of contracts over 1 million Euros.
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Figure 5. EU funded public procurement projects in the construction sector - share of contracts
(by value) won by international companies

Source: own calculations

A large number of firms with very small market shares make up the public procurement
construction market involving contracts with a value of over 1 million euros. The number of
companies that compete in the public procurement sector involving EU funded projects increased as the market became more transparent and the absorption rate of European funds had
to be augmented. Interestingly enough, domestic firms more than doubled their numbers in
2009, when international firms’ market share in EU funded projects in the construction sector
dropped from 37.2% in 2008 to 26.2% in 2009 (Figure 5).
Does public funding matter for the average construction company? A brief investigation
of relevant top 45 construction companies in terms of total turnover (in 2013) that won EU
funded contracts in the researched period shows that roughly one fifth of their yearly turnover
depends on public funding. A small number of firms, around 6, make over 50% of their revenues in connection with public procurement contracts. Almost 15 companies present in the
top 45 companies do not depend at all on public contracts above 1 million euro (average for
the period 2008-2013).

II. Detecting Corruption Risk in Public Procurement
1. Public Procurement Contracts: Observations
Around 440,000 award notices were extracted from SEAP resulting in a database consisting of 60643 contracts above the 1 million euro4 threshold won by 1484 companies in the
period 2007-2013. Contracts with missing data were excluded. We focussed on all public
procurement under 44, 45 and 71 CPV divisions, 557 framework contracts included. Most
of the contracts (94.7%) imply works, while 5.3% are public procurement contracts for the
The discrepancy between the high number of award notices and the contracts included in the database resides
in the fact that most of the awarded contracts do not exceed 1 million Euros.
4
The contract values have been converted into EUR using an average monthly exchange rate. Inflation was
not taken into account.
3
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supply of goods or services. The final database comprises 53% of the overall value of public
procurement in the construction sector and over 68% of overall value of EU funded public
procurement in the construction sector5.
Almost a third of all contracts won in the public construction sector also received external
EU financing (1905 out of 6064 contracts, see Table 2). It must be noted that the award
notices contain unstructured information (filled in heterogeneously) regarding types of EU
funding which had not been processed. Still, one could observe that besides the Structural
Funds and the Cohesion Funds, other sources of financing included the European Bank for
Reconstruction and Development, the European Investment Bank, the Schengen Facility or
the pre-accession instruments (PHARE, ISPA and SAPARD).
The award criterion for all procedures was in 46.3% of the cases “the lowest price”. Instead,
contracts receiving European funding were awarded at “the lowest price” in 37.4% of the cases,
the rest being awarded based on “the most economically advantageous” criterion. Also, 1 out
of every 31 contracts was awarded at a price exceeding the estimated value of the contract and
1 out of every 19 contracts were awarded exactly at the estimated price6.
Table 2. Database description
2007

2008

2009

2010

2011

2012

2013

All years

Total no. of contracts

823

847

765

773

1124

881

851

6064

Total no. of EU funded
contracts

45

76

195

298

548

414

329

Total no. of contracts
with single bidder

230

224

152

175

267

156

93

Total no. of EU funded
contracts with single
bidder

13

16

21

52

105

34

18

2998

4374

4094

3744

7644

5044

4518

Combined value of
awarded contracts
(EUR million)
Combined value of
awarded contracts that
received EU funding
(EUR million)

1905
1297
259

32 417

12 029.6
282.8

523.6

951.5

1321.2

3699

2653

2598

Source: own calculations

Most of the contracts have been awarded through an open procedure – any company
fulfilling the criteria stated in the SEAP notice could submit an offer. This is the case for EU
funded contracts as well. However, non-competitive procedures such as types of negotiation
or restricted accelerated procedure are less frequent in the awarding of contracts that receive
European financing, as opposed to nationally funded contracts (Figure 6).

5
6

The percentages are probably even greater, as we operated downwards corrections on the value of contracts.
There were 4883 contracts and framework contracts for which the estimated value was filled in.
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Figure 6. Procedures used in awarding PP contracts

Source: own calculations

2. Market Shares, Single Bidding and Politically Connected Private Firms
Firstly, we investigated if there is market concentration indicating non-competitive contract
awarding. In computing yearly market shares for each of the unique winners we excluded the
framework contracts – as they are signed for long periods of time, they involve large values and
they do not imply that the whole amount be used up by the end of the period. We did not have
access to subsequent contracts with full information, therefore the SEAP database was reduced
to 5507 contracts above 1 million euros.
For each year of the researched period, the four-firm concentration index was under 25%,
while the Herfindahl-Hirschman Index7 registered extremely small values – under 227 out of
a maximum of 10,000. Therefore, we conclude that there is no market concentration in the
Romanian public procurement construction sector.
Secondly, we needed to establish how widespread single (non-competitive) bidding is and
under what circumstances it occurs. The practice of single bidding was found in around 21.4%
of the cases, meaning one out of every five contracts was won by single bidders. Also, one out
of every 7 contracts was awarded to official donors of political parties (averaging 13% of the
entire awarded value, and 12% of the total value of European funded contracts). Although
international firms have not won many contracts over the years (under 8%), on average, they
were awarded a third of the total value of EU funded contracts during the researched period,
reaching a share of 42.6% in 2013 (see Figure 5).
EU funded contracts recorded a much smaller number of single bids, although the year 2011
is a notable exception. Almost half of the contracts in this category received European funding in
the respective year. Thus, one out seven EU funded contracts was awarded non-competitively
through single bidding, as compared to one out of four in the case of nationally funded contracts. Also, the combined value of awarded contracts that received EU funding is quite large,
exceeding one third of the total value of all contracts in the database (Table 2).
The Herfindahl-Hirschman Index is used in assessing the level of concentration on a certain market. It aggregates the squared market shares expressed as a percentage (not in absolute value). Thus zero means perfect
competition while 10,000 indicates a monopoly.
7
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Single bidding is encountered both at local level and at national level (Table 3). The practice has been declining for the past few years (see Table 2). Consequently, the number of single
bidders has decreased, from 153 in 2007 to 69 in 2013. An exception is the year 2011 when
the highest number of single bidders was recorded – 183.
In 283 of the cases stretching from 2007 to 2013, single bidder contracts were awarded to
politically connected companies (political donors and firms with other political ties), accounting for 21.8% of the total number of single bidding contracts. In contrast, party donors and
politically connected firms won on average 167 contracts per year. The year 2011 is yet again
an exception since 221 such contracts were awarded.
Table 3: Single bidding contracts as share of the total number of contracts awarded
by different types of contracting authorities

Share of single
bidding
Out of a total no. of
contracts

AR

Comp.

CH&LC

County C.

Deconc.

Central G.

CNADNR

Road D.

33.3%

21.4%

20.9%

21%

17%

22.2%

22.3%

26.8%

114

1962

2248

548

441

126

444

71

Legend: AR: autonomous regies Comp.: fully or partially state-owned companies CH&LC: city/town halls and local
councils County C.: county councils Deconc.: deconcentrated public service departments Central G.: central government CNADNR: Romanian National Company of Motorways and National Roads Road D.: road and bridges
departments awarding contracts in the road infrastructure sector at local and county level. Source: own calculations

In order to explain the occurrence of single bidding, we ran some simple logistic regressions. Model (1) and (2) in the regression table below (Table 4) draw upon the database containing information on over 1 million euro contracts extracted from SEAP. Model (3) draws
upon a manually constructed database which includes road infrastructure contracts that have
different values, above and below 1 million euros. Statistical analysis indicates that single bidding is negatively and significantly associated with EU funded projects in both models (1) and
(3). In the first case, winning a contract with European funding is associated with a decrease of
52.7% in the probability of having won by single bidding. Therefore, the results point to the
fact that single bids are more common in winning Romanian public budget contracts. EU
funded contracts, in contrast, are awarded on a more competitive basis. Moreover, being
a politically connected firm leads to a 21.2% higher probability that the firm in question won
via single bidding – there is a significant association between having a political connection
and winning through a single bid.
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Table 4. Logistic analysis for single bidding with different constraints
as explaining variables
Dependent variable: Single bidding
(1)
Independent
variables

Coeff.

Exponentiated
coeff.

EU Funding

-0.748***
(-9.87)

Coeff.

Exponentiated
coeff.

0.473***

-0.480*

0.618*

(-9.87)

(-2.20)

(-2.20)

Political Connection

Constant

(3)

(2)
Coeff.

Exponentiated coeff.

0.192*

1.212*

(2.51)

(2.51)

-1.100***

-1.340***

-.0487***

(-30.72)

(-38.01)

(-11.44)

Observations

6064

6064

2448

pseudo R-sq.

0.0170

0.0010

0.0016

Logit estimations; z statistics in parentheses; * p<0.05, ** p<0.01, *** p<0.001;
Note: Exponentiated coefficients give de odds ratio (the ratio by which the dependent variable changes for a unit change in an
independent variable.

Source: own calculations

Thirdly, we looked for evidence of favouritism in patterns of allocation. The data shows
some “lucky” private firms, which win far too many contracts compared to the average. Such
companies are also political party donors or some political connection can be established in relation
to them (Delta ACM 93, Hidroconstructia, Tel Drum, Cast, Selina, Tehnodomus, Tmucb, Tehnic
Asist, Victor Construct, Deltacons, Pa&CO or Romstrade). Other frequent winners include Top
55 companies, such as Confort, Vega’93, Tehnologica Radion, Tancrad, Spedition Umb, Strabag,
Straco Grup, Inspet, Condmag, Dafora, Technocer, Constructii Erbasu, Iasicon etc.
Privileged firms are awarded mainly nationally funded contracts (two out of three contracts are non-EU funded, from a total of 1175 contracts from 2007 to 2013). Nevertheless, the
number of awarded contracts is significantly associated with the existence of political connections
irrespective of the funding origin, be it national or European. Even more interesting, international
companies are significantly negatively associated with the number of non-EU funded contracts,
while being significantly associated with the number of EU funded contracts. International companies are more active on the EU funded public procurement market and seem to be either discriminated against or not competing on the nationally funded procurement market. Finally, the number
of contracts won can be explained by political connections and the frequency of single bidding in pre-electoral years in almost 45% of the cases (see Table 5).
To document ‘political connections’ a list of all firms which officially donated to political parties
between 2007 and 2013 was compiled. Firms signalled by investigative journalists to have political
connections were also added (a full list documenting such ties is available upon request8). National
and local media reports were also used to document less apparent connection types (more distant
relatives, former colleagues of award givers who are shareholders in privileged companies).
Best investigative journalism sources in Romania are Rise Project (https://www.riseproject.ro/) and Clean
Romania (www.romaniacurata.ro).
8
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Table 5. OLS analysis for number of awarded contracts
Only non-EU funded

All contracts

Only EU funded

Dependent variable: number of awarded contracts
Independent variables
Political connection

(1)

(2)

(3)

0.359***
(3.75)

(4)

(5)

(6)

International company

(7)
0.282*
(2.10)

0.281***
(3.68)
-0.602***

0.415***

(-10.02)

(6.19)

Single bidding frequency

1.286***
(13.89)

Constant
Observations
R-sq.

1.112***

0.801***

1.217***

0.573***

0.518***

0.581***

1.169***

(47.16)

(24.49)

(46.56)

(30.16)

(24.67)

(28.22)

(24.82)

3090

3090

3090

3090

3090

3090

1377

0.0089

0.297

0.015

0.0084

0.0331

0.0111

0.4486

Robust OLS regression estimations; t statistics in parentheses; * p<0.05, ** p<0.01, *** p<0.001; Note: the OLS regression
for all contracts takes into account the pre-electoral years 2007, 2008 and 2011. Source: own calculations

3. Evidence of Agency Capture
Corruption is abuse of authority resulting in a preferential (particularistic) social allocation (Mungiu-Pippidi 2013). In order to trace it, we investigated whether or not one private
contractor obtained a disproportionate share of contracts from a public agency9. We aggregated the yearly total value of contracts awarded by contracting authorities and computed the
share of each winner in relationship with the respective contracting authority per year. Agency
capture was defined as being the case when the share of the total value awarded by one
contracting authority during a year to only one company surpasses 50%, if the contracting authority awarded at least three contracts in the respective year.
In accordance with this definition, the resulting database recorded, from 2007 to 2013, a
number of 211 capture situations (cases when a contracting authority gave more than 50% of
its total awarded budget to only one company) which involved 435 captured contracts. At least
one fifth of the capturing involved restrictive awarding procedures. Although the captured contracts accounted for only 7.9% of the total number of analysed contracts, the value of captured
contracts rounded up to over 17% of the entire value investigated in the researched period: 4.7
billion euros out of 27.5 billion euros. The pre-electoral year 2011 was again a notable exception
in the average annual captured contracts in terms of total values, with a share of 21.7%.
When referring to the total captured value (4.7 billion euros), both national and international firms won large portions of public procurement contracts (22 international companies
account for 36.3% of the total captured value). Party donors and other politically connected
firms (a total of 22 different companies) accounted for 28.1% of the total captured value.
Most of the captured agencies are contracting authorities at sub-national level: a total of
77 capture cases were registered at local level and 69 at county level, amounting to almost 70% of
all captures. In terms of contract value, the same sub-national capture makes up to 46.1% of the
Framework contracts were omitted, leaving a total number of 5507 contracts under scrutiny. As in the case
of market shares, they would have distorted the information regarding yearly total volumes.
9
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total value of capture (or 2.16 billion euros). State companies, however, award the highest total
value (over 45% of the total captured contracts or 2.1 billion euros) since they account for a large
portion of the 2007-2013 awarded contracts (46% or 12.7 billion euros). Still, the highest rate
of capture (reflected in the share of captured contracts out of the total value of contracts awarded
by one type of agency) manifests itself at the central government level (37.1%) which accounts
for only 6% of the total awarded contracts but those are contracts with high value. The central
government awards more valuable contracts since it disposes of the most resources.
County councils, however, trade openly with favourite firms. Nearly two thirds can be
considered as being captured (27 of 42, Bucharest City Hall included) and hold the second
place in terms of rate of capture (26.3% of the awarded value is captured). Canvassing all statements of assets and interests of county presidents, nicknamed ‘local barons’ in the Romanian
jargon (59 County Council Presidents who held office from 2008 to 2013) plus the 215 public
procurement award committee presidents – considered as being the main award givers – at county
level in the same interval we found an insignificant number of direct conflict of interest cases. Favourite companies at county levels do not directly belong to politicians or bureaucrats in charge of
procurement, as in the early transition years: connections are more subtle and can only be found
by researching early business associations (or memberships in various select clubs, such as masonry)
to find those business people who are trusted by politicians. In many such cases, now under official corruption investigations, a kickback of 10-20% is the rule (in cash). Favourite companies are
needed also because of the trust factor necessary for such transactions.
Logistic regression analysis indicates that agency capture is significantly associated with
both single bidding and with politically connected firms. Instead, the same association is not
significant in cases of agency capture involving only contracts funded by the European
Union (see Table 6). The more demanding rules related to EU funding thus prevent open
particularistic allocation. However, since we know that politically connected companies are
more likely to win also EU funds (Table 5), there are probably other, less obvious ways than
open capture to stream these funds to favourite companies.
Table 6. Logistic analysis for Agency capture with different constraints as explaining variables
Full sample of unique captures/
non-captures

Only EU funds

Dependent variable: agency capture
Independent variables
Single bidding

(1)

(2)

(3)

0.666***

0.1325

(4.16)

(0.47)

Political connections

(4)

0.344*

0.336

(1.98)

(1.31)

-3.245***

-3.127***

-2.936***

-2.993***

(-32.57)

(-32.48)

(-24.61)

(-23.72)

Observations

4679

4679

1713

1713

pseudo R-sq.

0.011

0.0024

0.0003

0.0025

Constant

Logit estimations; z statistics in parentheses * p<0.05, ** p<0.01, *** p<0.001; std. errors are clustered by agency
Source: own calculations
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CONCLUSIONS AND RECOMMENDATIONS
The present analysis of public spending in the Romanian construction sector shows patterns of systematic particularism in the allocation of public contracts. Out of a total of 6064
contracts, 15% go to firms that financed political parties through legal donations. If we
take into account all contracts (excluding framework contracts) that were awarded through
single bidding, politically connected companies or capture (according to the abovementioned
definition), then for the entire 2007-2013 period almost 42% of transactions are particularistic, amounting to 46% of the total awarded values. A recent avalanche of cases opened by
National Anticorruption Agency (DNA) in 2014 and 2015 involve all three major political parties which governed in the same time interval. These investigations also show that the kickback
for privileged companies has become a rule. If we estimate the kickback value at 10 per cent
conservatively (it is always solicited in cash, DNA 2015), under three different governments
from a minimum of 144 million euro in 2007 to a maximum of 333 million euro in 2011
(maximal) and an average of over 200 million yearly. The true value is probably higher, as the
contracts excluded from our sample are those not advertised on public portals or/and smaller
than one million euros. Those are more prone to be granted via connections.
The agency-capture analysis indicated that corruption risk in public procurement occurs
frequently at sub-national and in state-owned companies- this being a less frequent practice at
the central government level, unfortunately counterbalanced by higher values of particularistic
contracts. The research results on county councils are corroborated by the recent investigations
and indictments filed by the anti-corruption and national prosecuting agency, DNA, whereby
more than half (22 out of 41) of county council presidents are being charged with acts of
corruption. Most of the companies that “captured” contracting authorities are politically connected firms. Moreover, following the analysis above, one out of ten contracting authorities
has been captured by a single company. However, there is no guarantee that particularism
does not present itself in a situation of non-capture, in the more subtle forms of collusion,
shadow bidders and others.
European funded contracts, compared to non-EU public contracts, are less prone to corruption, as the rules are more strictly implemented and the controls are more frequent. The EU
funded public procurement market is competitive, with a strong international presence. Only
one out of seven EU financed contracts were awarded by single bids, as opposed to one out
of four contracts financed by the state budget. The practice of single bidding and the tendency
to establish political connections exist in the entire public procurement market. Nonetheless,
the non-EU funded contracts present a higher corruption risk as single bidding is negatively associated with EU funding, but positively associated with political connections. Agency capture
is significantly associated with both single bidding and with politically connected firms, but not
in the case concerning strictly EU funded contracts. Still, one out of every three contracts won
by a politically connected firm received European funding. Data analysis concluded also that the
number of awarded contracts per company can be explained by single bidding and the existence
of a political connection in 44% of the cases in pre-electoral years.
One of the main requirements for detecting corruption is access to data and information.
The Romanian government’s commitment to increase transparency in the public procurement
sector is currently not evident and the tools in place do not favour deep analyses of corruption
risks. More troubling is the fact that not even the state has the right instruments to perform a
correct statistical evaluation. Resources exist in the already committed budgetary allocations
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(such as those for open government), but are not spent and implemented or could be covered
by European funding. Political will, and not funding, seems to be the problem. Thus, our
recommendations are the following:
1. 	The new electronic system for public procurement (SICAP) should enable information to be extracted in a functioning unitary database which would contain several
verification and selection filters (the system should, first and foremost, not allow crucial information to be missing). Omitting a contract must automatically be penalized
with administrative fines. Plus, the data export module from SICAP to CSV format
should allot greater attention to diacritic symbols.
2. 	According to the National Anticorruption Strategy 2012-2015, Specific Objective 6
titled “Increasing Efficiency of Corruption Preventing Mechanisms in the Area of Public Procurement”, “assembling a database of companies that have carried out contracts
with public funding inappropriately” is being considered. However, its implementation
has been trailing for a while. It would be useful for this “black list” of companies to be
instantly available to all actors involved in public procurement, at least in the future,
through SICAP. For EU funded projects, a similar system is the so-called ARACHNE
tool whereby public servants within contracting authorities have the possibility of accessing an extensive amount of information on companies. Contracting authorities
would be most advantaged, as they would have access to the names of business operators towards which they should exercise caution when awarding both nationally funded
and European funded contracts. Contracting authorities could be encouraged, in the
bid evaluation stage, to seek out the names of bidding companies in this database, and
ignoring potential alarming signs could be considered evidence of intended fraud. Also,
ANRMAP or its successor agency could publish regular reports on this issue and make
these available to the general public.
3. 	The annual report of each public authority or company should include a chapter
on the effectiveness of procurement (‘value for money’). This report should be published no later than February of the following year. The methodological rules of FOI
Law 544/2001 already specify that the report needs to contain a justification of the
authority’s budget (how objectives are met through spending) and can additionally
contain a template for a chapter on public procurement. Unfortunately, at this time
there is no department in the Romanian Government to monitor the completion of
this report, and the Court of Accounts is limited to procedures and cannot make the
necessary connection between how much tax-payers pay and how much they get for
their money. A system of administrative sanctions for omitting to fill in this report is
also necessary.
4. The practice of single bidding and that of the “lowest price” criterion should be legally limited.
5. 	The Romanian government should give up its intention of subordinating the future
national procurement agency to the government through the Ministry of Finance and
work with EU Commission assistance instead to depoliticize and professionalize the
agency’s personnel.
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 . The Bulgarian Public Procurement Market:
3
Corruption Risks and Dynamics in the
Construction Sector1
RUSLAN STEFANOV, TODOR YALAMOV AND STEFAN KARABOEV

The Bulgarian public procurement market constituted 9% of national GDP on average
between 2009 and 2013, making it a key public resource for allocation and an object of
corruption pressure. Approximately a third of the total construction sector and half of the
Top 40 companies’ turnover in 2013 came from public procurement. Similar concentration
is also evident on the supply side, with public works reaching above 50% of the value of all
public procurement contracts the same year, implying an increase in corruption risks. The
firm-level analysis of the public procurement contracts awarded to the Top 40 construction
companies by turnover included in the paper, confirms the trend of concentration. Using
public procurement data on Bulgaria from the EU’s TED database we find that single bidding, the foremost corruption risk red flag in public procurement, is more prevalent in public procurement involving national than EU funds. In addition, linking the database of the
Top 40 construction companies to the TED database, we discover that politically connected
companies win a higher share of the single bidding public procurement contracts involving national funds than EU funds. The risk reduction effect of EU funds in single bidding
contracts diminishes with the value of the contract. While the data does not conclusively
uncover specific types of favouritism, it points to increased corruption risks, especially involving large-scale construction projects in infrastructure and energy.

Introduction
Bulgaria has been repeatedly defined as a high corruption risk country, in which the resources and opportunities for corruption are high, while deterrents and constraints remain low
(Mungiu-Pippidi, et al. 2011, pp. 40-41). Its governance regime has been described as moving
gradually from patrimonialism to open access order, with most of its features still in the competitive particularism stage (Mungiu-Pippidi, et al. 2014, p. 25). Hence, if the normative ideal
of good governance is equated with open access order,2 Bulgaria is still far from achieving good
governance. Widespread bribery persists in the country (CSD, 2014), and the allocation of
This is an abbreviated version of an earlier paper published as part of WP8 of the FP7 research project ANTICORRP. The original paper contains more detailed methodological and data parts, as well as legal framework
analysis and is available online at: http://anticorrp.eu/publications/report-on-bulgaria/. The methodology for
the data collection, and the data itself are available upon request. The authors would like to thank Professor
Alina Mungiu-Pippidi and Dr. Ramin Dadasov, Hertie School of Governance, Dr. Mihaly Fazekas, University
of Cambridge, and Mr. Munir Podumljak, Partnership for Social Development for the comments and suggestions offered to earlier versions of the paper.
2
For a detailed discussion on how good governance relates to a taxonomy of governance regimes and to corruption and anti-corruption, please see Mungiu-Pippidi, et al. (2011), Contextual Choices in Fighting Corruption: Lessons Learnt, Hertie School of Governance and NORAD, Berlin, 2011.
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public resources remains particularistic and unpredictable. EU membership, however, brought
some transparency and accountability with it. As one of the main channels for transferring
public resources to the private sector, studying the functioning of the public procurement
market in Bulgaria and focusing on construction can provide important insights into the opportunities and constraints to corruption or favouritism in Bulgaria. We start by presenting
the material stake or the available resources for distribution through public procurement. Then
test what is the character of their allocation based on the single bidding red flag for corruption risks, using TED data for Bulgaria and a database of the Top 40 construction companies,
specifically constructed for this paper. We conclude with some recommendations for public
policy in Bulgaria and the EU.

1. Material Stake: the Bulgarian Public Procurement Market
in Construction
1.1. General public procurement market
The term “public procurement market” is defined in this paper as the supply of goods,
services and construction works3 for the public sector and the utilities, for which the legislation prescribes specific procurement procedures. This definition excludes the supply of goods,
services, and works below certain (minimum) threshold values4, which according to Bulgarian
law do not require such specific procedures. In this context, the public procurement market
includes most of the current and investment consumption of the central and local government
bodies, the legal entities they finance and/or manage (“conventional” contracting authorities),
as well as the “sectoral” contracting authorities (energy, water supply, etc.)5.
On average, public procurement made up 9% of Bulgaria’s gross domestic product (GDP)
from 2007 to 20136. While small by EU standards, public procurement grew steadily from
€1 billion in the early 2000s to a peak of just above €5 billion in 2009 before dropping to €3
billion in 2010 in the wake of the Eurozone economic crisis (see Figure 1). Both peak years
of public procurement contracting since Bulgaria’s EU accession – 2009 and 2013 coincided
with parliamentary elections. In both years, the non-cyclical spike in public procurement came
in the months just before the elections, clearly indicating the intent of incumbent governments to win voter support through the allocation of public funds. The rise in public procurement contracts in pre-election months has been documented also before EU accession, before
the 2001 and 2005 parliamentary elections (CSD, 2006).

There are different terms in the literature describing “construction works”, such as “public works” or just
“works”. This paper uses the term “construction works” as this is the terminology used by the Bulgarian Public
Procurement Agency. It is assumed that the construction sector has carried out the total value of the contracts
classified by the PPA under “construction works”.
4
As of January 2015 the minimum thresholds, under which the application of the public procurement procedures prescribed by the Law on Public Procurement is not obligatory are: BGN 264,000 (app. € 142,254) for
works and BGN 66,000 (app. € 35,564) for goods and services.
5
The division between “conventional” and “sectoral” contracting authorities is used here as provided in the
Bulgarian Law on Public Procurement.
6
The authors have taken all due care to ensure that the provided data is comparable across years. No changes
were detected in the reporting system or legislation, which might bias the comparability of the data over time.
If not mentioned otherwise all PP data refers to values without VAT.
3
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Figure 1. Share of the total public procurement volume to GDP in Bulgaria (2007- 2013)

Source: NPA, NSI, 2014

EU funds have been playing an increasingly important role in the public procurement
market, providing for roughly a quarter of all public procurement announcements in 2013.
This has added pressure on the Bulgarian authorities to spend funds at any cost before their
eligibility period runs out, leading to spikes in EU funds’ financed public procurement in the
years 2009 and 2013. EU funds are disbursed at 7-year budget cycles (2007- 2013) under the
so-called “n+2” rule, meaning that money has to be contracted at the latest by the year n (e.g.
2013) and invoiced by the year n+2 (e.g. 2015) or has to be returned to the EU budget. The
European Commission’s (EC) actions against Bulgaria have pointed out the continuing inability of the country to properly manage EU funds. In 2008, the EC forfeited €220 million from
one national pre-accession programme, and froze EU funds earmarked for road infrastructure
development in 2008 citing irregularities in the management of EU assistance programmes,
and the lack of adequate systems of ex-ante and ex-post controls (Vachudova, 2009). The 2008
measures taken by the EC against Bulgaria were triggered by the uncovered conflicts of interest in the Road Infrastructure Fund, which had awarded tenders to companies controlled by
relatives of its executive director at the time. The director was acquitted at first instance in
April 2015, with the court ruling that the said contracts had not been signed by the head of
the agency, but by its regional directors7. Problems seem to persist as the EC froze and subsequently unfroze EU funds for the country again in 2013- 20148.
After the first EU budget cycle for Bulgaria drew to an end in 2013, and financial penalties
and corrections imposed by the European Commission started to increase, the government
resorted to two practices which are likely to have increased corruption risks in this domain:
covering withdrawn EU funds because of penalties and/or freezes with funds from the national budget, and over-contracting the available EU funds. In this manner the government
wanted to guarantee that the whole amount of EU funds available to the country would be
Bulgarian National Telvision. (30 April 2015) Former Road Infrastructure Chief Acquitted in ‘Big Brother And
Brother’ Case. [WWW]. Available at: http://bnt.bg/en_news/former-road-infrastructure-chief-acquitted-inbig-brother-and-brother-case [Accessed July 1, 2015].
8
Novinite.com. (4 December 2014), EU Unfreezes Bulgaria’s Blocked Funds for Regional Development,
[WWW]. Available at: http://www.novinite.com/articles/165213/EU+Unfreezes+Bulgaria%27s+Blocked+F
unds+for+Regional+Development [Accesses 20 March 2015].
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invoiced by 2015 even if some of the projects had delayed, not approved or altogether scraped
by the EC (43rd National Assembly of the Republic of Bulgaria, 2014). This practice grants
additional discretionary power to the government and the public administration as they get
to decide, which projects (and respectively contracting authorities and contractors) receive
national funds to compensate for the loss of EU subsidies, and which not.
The findings of the main control bodies of public procurement in Bulgaria – the Public
Procurement Agency (PPA), the National Audit Office (NAO) and the Public Financial Inspection Agency (PFIA) – seem to confirm the existence of high risks of corruption in the
procurement process given that the violations of the public procurement laws and procedures,
according to PFIA, remain very high: In 2013 out of 2,333 checked contracts 918 were discovered to contain violations. The ex-ante control performed by the PPA on EU financed public
procurement also showed a high number of violations. As of 2014 some 30% of the checked
procedures were not fully compliant with the law. Progress reports under the Cooperation and
Verification Mechanism (CVM)9 (EC COM (2014) 36 final) of the EC underline that the
ex-ante checks by the PPA are limited in scope, which raises questions as to their effectiveness.
There are also doubts about the effective enforcement of rules and the application of sanctions.
Bulgaria has introduced an electronic database for all public procurement contracts in the
country since 2006 to monitor and control the allocation of public funds. Although the register
is constantly updated, the PPA refuses to make it public despite the fact that doing so involves
only very low transaction costs. This, in turn, hinders the opportunities for better monitoring
and policy advice. This decision also cases doubt on the adopted new legislative provisions for
transparency from 2014, which establish two new platforms: an “E-Monitoring”10 platform
to collect, archive and ensure online access to awarding committee protocols, contracts and
annexes, framework agreements, subcontracting documents, etc.; and an “E-Audit”11 platform
to allow physical persons and institutions to present, in a structured way, signals of deviation
from the legal procedures established in the Bulgarian Law on Public Procurement (LPP) and
in contract implementation (Markov M., Dimova E., Aleksandrov A., 2014).
At the same time the risks of corruption are exacerbated by the frequency and the high
number of legislative changes introduced to the LPP citing EU legal approximation as the underlying reason. While the EU has enacted only two major changes in public procurement in
the past decade, Bulgarian lawmakers have introduced a total of 27 sets of amendments to the
public procurement law since 2005. The 2014 CVM report (EC COM(2014) 36 final) notes
that in the area of public procurement, a complex and ever changing legislative framework
has made it even more difficult to create a culture of objectivity and rigour. This confirms the
observation that while EU accession apparently led to the creation of new legal constraints to
corruption, its implementation remains problematic.
1.2. Key indicators of the Bulgarian construction sector
The share of the construction sector in the gross value added (GVA) of the Bulgarian economy averaged 7% in the 2007- 2013 period. Following the onset of the European economic
The CVM was introduced by the EC for Bulgaria and Romania upon their accession to the EU for monitoring their progress in tackling corruption and organized crime, and on judicial reform to achieve EU justice an
home affairs standards.
10
Art. 126(a) LPP.
11
Art. 126(b) LPP.
9
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crisis, its turnover has slumped by more than 30%, compared to its peak in 2008, reducing
the share of the sector in total GVA to 5% in 2013.12 This has increased the dependence of
construction companies, in particular larger ones, on public procurement contracts. By 2013
the number of active enterprises in the construction sector decreased by a fifth from when
compared to its maximum level achieved in 2009.
Between 2008 and 2013, the top 100 construction companies13 in Bulgaria concentrated
on average 31% of the total turnover of the sector (see Figure 2). Less than 1% of the construction companies in the country have a combined average turnover of EUR 2.5 billion. The
firm level analysis, based on a sample of the Top 40 construction companies (see Section 3.2.2.
below), shows that they controlled 15% of the total turnover of the sector in 2013. While this
does not seem like a high concentration rate, it certainly implies that there are not many construction companies in Bulgaria that can handle larger public procurement contracts.
Figure 2. Share of the Top 100 and Top 40 construction companies by turnover
in the total turnover of the construction sector (2008 - 2013)

Note: In 2012 the Bulgarian government repealed the regulation on so called small public procurement (under
certain threshold), which led to the inclusion of such contracts in the Public Procurement Registry, which diluted
nominally the concentration of the sector.
Source: Eurostat, APIS, 2014; CSD calculations.

1.3. Public procurement trends in the Bulgarian construction sector
Both the number and value of public procurement contracts for construction works registered a significant increase between 2010 and 2013. Their numbers rose from 1,269 in 2010
to 2,561 in 2013. The respective increase in the total value was from €728 million to €2,105
million. The very low volume of public procurement of construction works in 2010 is attributable to the aftermath of the economic recession in Bulgaria and the subsequent tightening
of fiscal policy. In 2011 and 2012 there has been a significant rise in the public procurement
contracts in the construction sector. This increase is related to the rush for absorption of EU
funds – for which 2013 was the last year before decommissioning them – and to higher pre12
13

Based on PPA and NSI data for the period 2007-2013.
According to the National Classification of Economic Activities.
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election spending and a fiscal loosening by the newly elected majority, following the parliamentary elections of May 2013.
In the 2010-2013 period, there was a clear trend of concentration of public procurement
contracts in construction works vis-à-vis the supply of goods and services, and of larger value
construction contracts. While in terms of numbers the share of the construction works contracts has remained relatively stable, their value as a share of total public procurement contracts
has increased steadily to over 50% in 2013. This rising concentration of public procurement
in construction works has been attributed entirely to the rise of large-scale construction projects14: construction works with values above €1.1 million have risen to 43% of the total public
procurement value in Bulgaria. During this same period, the concentration of public procurement on the supply side coincided with an increase in the importance of public procurement
for the construction sector or a concentration on the demand side too. In 2013 the total public
procurement value for construction works reached 31% of the total construction sector turnover, transforming the public administration into the largest single customer of the industry
(see Figure 3). The leverage power of the public administration over the resources available to
construction companies increased substantially, which in the absence of higher deterrence to
corruption, implied rising risks of corruption and/or favouritism.
Figure 3. Share of construction works public procurement
in total construction sector turnover (2008 - 2013)

Source: PPA, 2014; CSD calculations

2. Detecting Corruption Risks in Public Procurement in Construction
So far the analyses of corruption risks in public procurement in Bulgaria have been primarily based on two traditional economic models: (a) the principal-agent model; and (b)
the classical individual behavioural model, using case studies. These traditional models regard
corruption as an individual trait, and as a deviation from the norm, which is typical for wellestablished western democracies. The classical models assume difference between the procurer,
the winning company, and the controlling/law enforcement system. They are less helpful in
The PPA uses the following thresholds for classifying the size of public procurement contracts in goods,
services, and construction works in Bulgaria: EUR 0 - EUR 102,258; EUR 102,258 - EUR 1.1 mln.; above
EUR 1.1 mln. The latter are considered large contracts and undergo a specific pre-screening by the PPA.
14
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guiding anti-corruption reform policies in captured states and societies, in which corruption
is still so widely spread that individuals believe it is the norm, which is the case in most new
EU member-states, (Mungiu-Pippidi, 2011). Hence, governance-based models seem more appropriate for detecting corruption risks in Bulgaria as they view this phenomenon as stemming
from a set of institutional characteristics, which either provide resources/opportunities for
corruption or deterrents/constraints to control it (Mungiu-Pippidi, 2013). A paramount characteristic is the political embeddedness of certain firms, which are endogenous to the setting
and implementation of the rules of the game, including the full procurement life cycle (from
needs assessment and feasibility studies, to the drafting of ToRs, and to subsequent control).
This is primarily due to the dysfunctional control, judicial and political systems, which do not
prevent, disclose and prosecute shadowed conflict of interests. Studies suggest that the odds for
a (politically) networked firm to influence laws are five times higher than a firm, which is not,
and similarly wins more public contracts than the not connected (Yalamov, 2012). Grødeland
(2006, 2007) reaches similar conclusions based on content analysis of in-depth interviews of
elite groups in Bulgaria, Romania, Slovenia and the Czech Republic.
With its EU membership Bulgaria has shown its willingness to embark on a course towards
open access order (or a good governance model), which EU funds and peer pressure from other EU members are supposed to help bring along faster. However, the majority of international
and national assessments concur that Bulgaria’s distribution of resources remains particularistic, with citizens perceiving corruption as the norm, which has impacted the very mechanisms
meant to curtail it, such as the EU funds (Stoyanov, Stefanov, and Velcheva, 2014).
We use two firm-level data-bases to map the frequency of occurrence of the most important red flag capturing the probability of government favouritism occurring in public procurement (particularistic distribution of resources) – single bidding (Fazekas, Toth, & King, 2013).
We identify the companies in the two databases, which are likely to be politically connected
through media content analysis and expert interviews. Then, we test how politically connected
companies fair in single bidding procedures vis-à-vis non-connected ones in EU and nationally financed public procurement to detect corruption risks.
2.1. Data and methodological note
The firm-level analysis presented in this paper is based on two datasets – first, a database with
4928 procurement contracts between 2009 and 2014 from the TED structured dataset (TED,
2008-2014) and second, a manually constructed database using a sample of the Top 40 construction companies, ranked according to their total turnover for the period of 2008-201315.
The TED based dataset includes records with primary or additional CPV codes 44, 45 and
7116, and was further cleaned to allow higher reliability and validity of data for subsequent
hypothesis testing. Identification data for contracting authority (CAE) and winning entity
include name, national identification number, and address. The recoding lead to a reduction
of the 475 different contracting authorities, available in the original database, down to 300
organizationally independent contracting authorities, as for example some organisations were
Despite repeated requests under the Access to Public Information Act and the sending of several official
letters for obtaining specific indicators for all public procurement contracts in the construction sector, the
Bulgarian Public Procurement Agency (PPA) has not responded, and has effectively refused to provide the
requested information.
16
These three CPV codes relate most closely to construction. They have been used also in other ANTICORRP
analyses, see Fazekas, M., Toth, 2014.
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present with more than one branch. Similarly, in terms of winning entities in the original database there were 3573 unique names, which were reduced to 2321 unique entities17.
The Top 40 database includes information on the number of public procurement contracts for construction works, awarded to the selected companies, based on CPV codes 44,
45 and 71. The data was manually extracted from the Public Procurement Registry based on
the companies’ national identification number. For a more comprehensive analysis firm level
data encompasses the construction procurement contracts for public works awarded to third
companies (hereafter referred to as linked companies), in which the selected sample of Top
40 firms have equity ownership. The value of each public procurement contract, awarded to
a linked company is recalculated depending on the percentage of ownership of the respective
primary company included in the sample. Other (softer) types of dependency between Top 40
construction companies and third parties (e.g. participation in the board of directors or similar
governance structures) are not considered.
The variable for political connectedness was constructed on the basis of screening of the
Top 7 and Top 40 companies, and the top 40 most-frequent contractors in the TED database by a) media content analysis and b) a panel of experts in corruption, state capture and
construction. We consider a company to be connected not just when there were media articles on this, but when there were solid family, corporate or party ties between the owners
of the company and mayors, ministers or the respective municipal council chairs according
to long-term media reports originating from competing media outlets, and/or when more
than two experts agreed on that. The process resulted in a total of 35 companies (including
linked through capital control) that are direct contractors in public procurement in the
TED database and 126 consortiums between some of those 35 companies and others18.
The variable is named POLITIC coded with 1 if connected and 0 if not (see section 3.2.1.
below). The way the variable is constructed implies that it measures only the strongest connectivity, without accounting for smaller, locally or more loosely connected companies.
2.2. Economic dependencies and corruption risks in the Bulgarian construction sector: firm level analysis of public procurement
2.2.1. Single bidding as an indicator of corruption risks
Public procurement with single bidding is a serious red-flag for corruption due to at least
two factors: a) entry barriers − contracting authorities may have designed such tender specifications especially for a specific company or a combination of companies (which is more often the
case) − and b) political embeddedness, i.e. tacit knowledge and relationships that allow politically connected firms to bid in tenders with difficult or impossible requirements that will later be
amended or ignored through low implementation controls. Large sized contracts usually facilitate single bidding, as larger bids might have explicitly high thresholds that can be met only by
a reduced number of companies, usually the biggest ones. Thus, once you are “in” the market of
public procurement, you have privileges against the others. We will look for the effect on single
bidding of European funding (contracts with EU funding) and of political embeddedness.
We consider the 2321 entries as relatively independent centers. But some 41% of them were consortiums of
more than one company, which sometimes have different capital control relationships to the individual winners elsewhere in the database. The next step and case for further research would be to decompose the winners
to ultimate beneficial owners and their decision making power.
18
The list could be obtained by the authors for academic purposes only.
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We tested altogether eleven models of competitive versus single bidding using the TED database: one on the whole database, four per quartile of size of contracts, one only with national
contracts (all reported in Table 1) and four more to compare the odds for single bidding over
time (2009-2011 and 2012-2014) and by funding source (all contracts and only national),
and one to account for the effect of the contract size directly. Single-bidding in construction
gradually decreased over time from 27% in 2009 to 17% in 2014.
In the main model (Model 0) our two independent variables, EU funding and political
connections (which are not correlated to one another) show a statistically significantly impact
(p=0.000) on our dependent variable, i.e. competitive bidding (coded 1 for competitive bids
and 0 for single bidding). The positive coefficient for EU funding means that this variable
fosters competition, while the negative coefficient for political connection means that its existence reduces competition. If only nationally funded contracts are considered, the political
connectedness increases the odds of single bidding (Model 5).
Models 1-4 divide the contracts included in the database into quartiles according to their
size and show that although the size of the contract (especially if in the top quartile) contributes to single bidding, and is statistically significant (p=0.006), the correlation, albeit weak,
(r=0.043) between the number of offers provided and the size of contracts and the existence of
EU funding counteracts this relationship. The average public procurement contract with EU
funding is 3.6 times bigger than the average nationally funded contract. The positive impact
of EU funding could be seen in Model 1, where the odds for competition are highest among
all models and even political connections are not statistically linked to single bidding. This is
most probably possible because of the close EU monitoring of larger EU projects. As the size
of the projects goes down, the monitoring is weaker and political influence increases (in Model
4 it is the only statistically significant variable).
Table 1. Binary logistical models explaining single bidding
Dependent variable: Single bidding
Model 0
All contracts

Model 1
Top quartile

B
sig

EXP
(B)

B
sig

EXP
(B)

B
Sig

EXP
(B)

B
sig

EXP
(B)

B
sig

EXP
(B)

EU funding

0.746
(0.000)

2.108

1.317
(0.000)

3.732

0.607
(0.002)

1.835

0.681
(0.004)

1.975

-0.160
(0.496)

0.852

Political connection

-0.80
(0.000)

0.449

0.250
(0.245)

1.284

-0.907
(0.000)

0.404

-1.919
(0.000)

0.147

-1.493
(0.000)

Constant

1.544
(0.000)

4.681

0.807
(0.000)

2.241

1.731
(0.000)

5.647

1.828

6.223

1.863
(0.000)

Independent variables

Model 2
Second quartile

Model 3
Third quartile

Model 4
Lowest quartile

National
funding
B
sig

EXP
(B)

0.225

-1.001
(0.000)

0.368

6.441

1.577
(0.000)

4.841

Observations

4876

1006

1006

1010

1013

3345

Pseudo R2
Cox and Snell
Nagelkerke

0.024
0.041

0.063
0.100

0.024
0.045

0.064
0.112

0.030
0.052

0.020
0.032

Notes: Unstandardized and exponential coefficients provided, standard error in parenthesis. *** p<0.01, ** p<0.05,
* p<0.10. The observations in models 1 to 4 do not sum up to total observations in model 0 due to missing information on size of contracts in some cases.
Source: Authors’ calculations based on TED, 2015 extraction.
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In the 2012- 2014 model of competitive bidding the contribution of EU funds to competition measured by the exponential coefficient increased by 55% from 1.574 in the 2009-2011
model to 2.44. Simultaneously, the role of political connectedness decreased by 31%. This
seems to be entirely due to the higher control over European funds management procedures
(including limiting the practice of eliminating competition through administrative tricks leading to single bid opening), which share has increased in overall public procurement. If we
consider only the nationally funded projects, then the single bidding situation with political
connectedness deteriorated by 32% in the last three years compared to the first period, signifying increasing corruption risks.
Competition in bidding can be analysed from two more perspectives – one is that of
companies, which engage in single bidding, and the second is that of contracting authorities,
which procure through single bids. Slightly above a fifth of all winning entities have been
engaged at least once in a single bidding tender. Out of them a privileged share of 59% have
been winning only single-bidding tenders, and 76% have won more than half of their bids as
single-bidders. Single bidders are domestic firms or consortiums dominated by domestic firms
(with the notable exception in the field of energy where foreign companies dominate); they are
linked to one contracting authority – 66% of single bidders work with only one CAE; and on
average they get 85% from their total procurement turnover from a single CAE.
Common sense has it that corruption risks increase with lower competition or with lower
diversification of procurement contracts to different contractors. While, there might be highly
specialized tenders, which legitimately call for limited competition, it is unlikely that contracting authorities will always run such specialised construction procurement, in particular as the
market deepens and CAEs experience grows. Hence, we built the Herfindahl-Hirsch index
of concentration for CAEs based on relative shares of contractors. And there is a statistically
higher average concentration for CAEs weighted through the contracts for single-bidding (index=0.32) compared to two or more bids (index=0.24), with level of significance p=0.000.
Pearson correlation between the number of offers per contract and the associated concentration of CAE is low (r=-0.134), but significant (p=0.000), and suggests, as expected, that the
higher the competition (at the stage of offers), the lower the concentration (at the stage of
implementation). Other things being equal lower concentration should mean lower prices.
This result suggests that reducing single bidding is a valuable policy option, which could lead
to competition and public funds savings. The TED database does not contain information on
how many bidders were found non-eligible due to the bidding requirements, hence competitive procurement bids (seen at the time of submission of offers) might turn out to be single
bids (at the end) due to administrative issues and subject to discretion of the procurement
committee. Although policy-makers could not artificially create more competition they are
advised to limit administrative discretionary power to reject bidders the right to propose offers.
At the same time, correlation analysis on the side of contractors suggests that the higher
the frequency of single bidding, the higher the number of awards per company (r=0.998,
p=0.000, R2=0.996). This implies very high efficiency of single-bidders. Many CAEs are
highly dependent on one contractor – 28% of all CAEs had a single procurement partner
in construction during 2009-2014, and 70% had a single contractor responsible for more
than 50% of the spending on construction by the respective CAE. Such CAEs would be
considered as “captured” (Doroftei & Dimulescu, 2015). We tested this model for captured
agencies, using two measures of capture: first is a dichotomous divide between those contracting entities, which have a single contractor that received more than 50% of all procure44

ment funds (“captured”) and all others (“uncaptured”); and second, a continuous measure of
the concentration index for CAE. Table 2 shows the two models using the different capture
measurements. The first uses binary logistic regression with dependent variable being the
dichotomous variable used by Doroftei and Dimulescu (2015) and the second using linear
regression. The data suggests that political connectedness is not significant and does not
explain the “capturing” of the agency, while it does contribute to the concentration index.
It seems that the rationale why this is so could lie in the specifics of the CAEs and suggests
that the threshold of 50% for one company is too broad (70% of contractors labelled as
captured) but also because capturing in Bulgaria often follows a different (more coalitional)
pattern compared to Romania. We tested if specialised winners (measured through the concentration index based on shares of contracts with different contracting authorities) would
tend to work with captured contracting authorities. The test was negative. This also confirms the coalitional capture model where politically connected firms would join forces with
each other and sometimes with non-connected firms to obtain procurement contracts from
highly concentrated contracting authorities (41% of all contracts are with consortiums).
Table 2. Analysis of diversification of CAE partners in procurement
Dependent variable

Agency capture
(binary logistic)

Concentration of CAE (linear regression)

B
sig

EXP
(B)

B
sig

STAND
(B)

T

Single bidding

-0.586
(0.000)

0.556

-0.078
(0.000)

-0.114

-7.961

Political connection

0.185
(0.065)

1.203

0.036
(0.002)

0.045

3.154

Concentration
of winner

-0.140
(0.167)

0.869

0.13
(0.243)

0.17

1.168

Constant

0.056
(0.753)

1.058

0.383
(0.000)

2.241

18.331

Independent variables

Pseudo R2
Cox and Snell
Nagelkerke

0.011
0.017

R =0.129
R2=0.17
Adjusted R2=0.16
ANOVA F=27.436

Source: Authors’ calculations based on TED, 2015 extraction.

2.2.2. The Top 40 construction companies: analysis of performance
and corruption risks
Concentration of public procurement is also visible at below sector levels. The top 40
procurement winners from TED database account for 62% of the total procurement volume
in construction. Four companies account for 23% of all TED records and the list of top 40
companies compiled by the authors controlled 23% of the total value of the public procurement market in Bulgaria, which was more than double their share compared to 2008, the last
year before the European economic crisis. After the crisis began, EU funding replaced national
funding in large-scale public procurement of construction works (see Figure 4), which, according to the single bidding analysis of the TED database presented above, would have been
expected to reduce the risks of corruption. However, other things being equal, with the rise of
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the EU funding share in their turnover, one can expect incumbent companies to become more
accustomed to the rules governing EU funding and gaining the confidence to try and find
ways of capturing EU funds in similar ways as they did with the national ones.
Figure 4. Weight of the EU funding in the public procurement market value
of the top 40 construction companies*

Source: PPA, CSD calculations; * excluding duplicates, i.e. large scale public procurement contracts, in which two
companies from the selected sample took part.

There are also other emerging governance problems likely to dim the better performance of
EU funds in terms of less corruption risks than national funds. In the period of 2011-2013 the
share of municipalities among the contracting authorities with EU funds increased steadily (see
Figure 5). Bearing in mind that most Bulgarian municipalities depend on the central budget
for financing their operations, they are unlikely to be able to cover for any financial corrections
imposed by the EC or national authorities on their EU projects. There have already been cases
reported in the media that financial corrections on EU funded projects imposed by the EC and/
or delays in reimbursement of funds have led to the deterioration of the financial viability, and
have even triggered insolvency procedures, of smaller municipalities. This is turn has made them
even more dependent on central budget subsidies to keep their functions going.
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Figure 5. Type of contracting authorities, which have awarded public procurement contracts to the top
40 construction companies (EUR mln. without VAT)

Source: PPA, CSD calculations.

The Top 40 construction companies have grown increasingly dependent on public procurement for their turnover in the period of 2008-2013 (see Figure 6). This implies an increase in
their motivation to apply pressure on the public administration to secure such contracts. The
stagnation in the private construction market has, on the other hand, empowered the public administration to influence the profits of the construction companies, which has in turn provided
it with additional leverage to extract corrupt payments. Extracting rents from this concentration
can take very different forms. For example, provided the overall inefficiency of administrative
control over the implementation of mushrooming infrastructure projects in Bulgaria, companies
can more easily lower quality standards, thus both saving money and creating artificial demand
for their services in the future, as badly built infrastructure deteriorates at faster rates. The country might in this manner drag itself into an infrastructure trap, maintaining high infrastructure
expenditures as a share of GDP, yet continuously lagging behind average European levels in terms
of both quality and quantity (CSD, 2009).
Figure 6. Share of public procurement revenue from construction works in the total turnover of the
top 40 construction companies (2008- 2013)

Source, PPR, Commercial registry, CSD calculations
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The analysis of the data demonstrates that the Top 7 construction companies in terms
of awarded public contracts commanded more than two-thirds of the public procurement
contracts for construction awarded to the Top 40 companies. The top seven companies move
significantly above the average Top 40 sample values, both in terms of number of contracts
awarded and, especially, with regard to overall contracted value (see Figure 7).
The data from the Top 40 revealed slightly lowered average ratio between forecasted and
contracted prices. This coupled with the limited number of restricted tenders and the competitive number of offers (5 on average) indicate higher levels of competition among companies
for winning public procurement contracts, which is also associated with higher leverage on
the side of the public administration, as its monopsony power rises. Hence, other things being equal, the opportunities for rent seeking have increased on the part of the administration,
while they have decreased on the part of the participating companies, potentially producing
a better overall outcome for society compared to the situation prior to the economic crisis.
Figure 7. Public procurement revenue from construction works of the top 7
construction companies (EUR mln. left axis) and their share in top 40 construction
companies’ public procurement revenue (right axis) (2008 - 2013)

Source: PPR, Commercial registry, CSD calculations

The Top 7 construction companies have seen relatively stable performance vis-à-vis government changes. However, market concentration has been visible even there with three
of the Top 7 (Hydrostroy, GP Group, and Stanilov in this order) being the biggest gainers
in the 2010- 2013 political period (right of centre minority government) compared to the
2008- 2009 period (centre-left coalition government). While the conclusions might deserve
reasonable doubt based on various issues with available data, cases of big road and energy
infrastructure development projects have demonstrated that political patronage continues to
play a major role in winning larger public procurement contracts and contracts funded by the
national budget in Bulgaria (CSD, 2012).
We have further analysed the political connectedness of the Top 7 Bulgarian construction sector companies for the period 2008-2013, ranked by total value of public procurement revenue,
via content analysis of electronic media articles. While the resulting data set was not sufficient
to perform a comprehensive statistical analysis, some noteworthy patterns of political con48

nectedness related to corruption risks have emerged. It seems that the largest infrastructure
companies in Bulgaria are likely to try to have good connections to all ruling parties at any
given government. This is related to constant “revolving door” practices, with former managers of state-owned construction companies becoming owners after privatisation, then moving
into the public sector, only to return to the private sector, depending on the position of their
party patrons. One of the more prominent cases in the media is that of Hydrostroy-Varna.
During the socialist-led coalition government of 2005-2009 the company`s director served
as a senior advisor to the Minister of Regional Development. The firm`s director used to be
in charge of the road administration during the term of the previous centrist government of
2001-2005 and managed one of the biggest public construction companies in the Notheast
Bulgaria (Inzhstroyinzhenering) before its privatization in 1999. With the shift of political
power in 2009 towards a right of centre government the said director appointed a member of
the new ruling party and of the Varna Municipal Council as CEO of the company.

CONCLUSION AND RECOMMENDATIONS
Public procurement in Bulgaria remains trapped in the wider governance problems of the
country, which still display the main features of a particularistic regime. Declining private
sector opportunities in the wake of the Eurozone crisis in 2009 and the rising pressure on
the Bulgarian authorities to deliver full EU funds absorption by the end of the EU funding
cycle in 2013 have led to concentration of public procurement resources and market leverage
in the public administration. Construction works have continuously increased their share in
total public procurement of the country, and their importance for construction companies’
turnover further contributing to higher corruption risks. The main counterbalancing trend
has been associated with the steady rise in EU financing in the procurement of construction
works, associated with more and better controls. The implementation of the Bulgarian legal
public procurement framework remains haphazard and riddled with corruption risks, and
changes in the legislation remain frequent. Limitations exist in terms of capacity and effectiveness of the controlling authorities of the procurement system. Detected violations are also
high, hinting at the lack of proper preventive capacity.
The firm level analysis of public procurement contracts from the TED database using single bidding as a proxy for corruption risk has shown that EU funds contribute to higher competition and national funds tend to increase the negative impact of political connectedness of
the construction companies. This effect of the EU funds recedes as the tenders’ size decreases.
In-depth analysis of contracts to the Top 40 construction sector companies introduced in this
paper confirms the trend of concentration of the public procurement contracts to the Top 7
companies. The data does not confidently project specific type of favouritism (i.e. conflict of
interests, endogenous lobbying, etc.) but suggests that some companies’ performance in securing public contracts is more linked the government in office than to performance.
The public procurement process cannot be decoupled from the overall progress in transition from particularistic to an open access or good governance regime in Bulgaria. First and
foremost, the country needs to tackle its endemic lack of trust of citizens in public institutions
through strengthened law enforcement in particular as concerns higher level, political corruption. Simultaneously, the government of the country and its European partners can work to
reduce the opportunities and increase constraints to corruption in public procurement in the
construction/infrastructure sector through adopting several groups of tools:
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 iscontinue the practice of awarding single public procurement contracts worth
D
more than a certain threshold, which is aligned with the current management capacity of contracting authorities; a reasonable approach would be to limit single
tender procedures to 5% of the average annual total public procurement market
value for the past three years. Investigate long-standing single bidding practices of
certain contracting authorities;
Optimize the legal framework towards increased transparency and competition in
public procurement trough the more aggressive introduction of e-tools;
Enhance the effectiveness of legal remedy and control mechanisms, as well as more
active prevention of market concentration;
Strengthen the administrative capacity and more stringent requirements to the professional ethics of the responsible officials in the contracting authorities;
Increase the effectiveness of criminal prosecution, in particular in cases involving
larger public financial resources;
Introduce effective control over the property and income affidavits submitted by
senior officials but also over conflicts of interest, which might hint at more subtle
forms of corruption such as favouritism;
Optimize the legal framework regulating the financing of political parties and election campaigns, including independent candidates and lobbying to include nonmonetary contributions such as employment, hidden subsidies, etc.
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3.
4.
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6.

7.
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 . The Political Economy of Grand Corruption in
4
Public Procurement in the Construction Sector
of Hungary
 IHÁLY FAZEKAS, PÉTER ANDRÁS LUKÁCS
M
AND ISTVÁN JÁNOS TÓTH

Bidding companies linked to political officeholders are more likely to win in procurement
tenders overall in Hungary. The share of companies that are openly connected politically
winning public procurement tenders in 2005-2012 was between 5% and 31% depending
on how narrowly connections are defined. This significant association is stronger in the
construction sector compared to the rest of public procurement and deteriorated after
2011. The material stakes are very high as constructions make up to 60-80% of the total
advertised public procurement spending, mostly funded by EU.

Introduction
Government contracts represent a major form of siphoning off public resources by wellconnected business and political elites (Transparency International, 2012) and they allow for a
direct assessment of how corporate political connections are used for corrupt and non-corrupt
purposes. Hence, public procurement favouritism and the use of bidding company political
connections is the key focus of this chapter. In particular, this chapter sets out to (1) describe
the structure and magnitude of high-level corruption risks in Hungarian public procurement,
in particular in the construction sector; and (2) provide direct evidence on how political connections are used in public procurement in Hungary, with particular focus on tendering procedures with different levels of integrity and markets with varying degrees of corruption risks.
Hungary is a suitable case for investigating these research questions. A middle income
country with substantial risk of systemic corruption, it enjoys a public sector encompassing enough variation when public integrity is concerned (Fazekas & Tóth, 2014a). Focusing
on a single country with sufficient internal diversity allows the study to concentrate on the
key explanatory story while controlling for a range of common cultural, legal, and economic
factors. The chapter is organized as the follows: first, it reviews prior literature on political
connections in public procurement in order to place the subsequent Hungarian analysis in a
global perspective. Second, the data and variables used are outlined. Third, it explores the first
research question on the structure and magnitude of corruption risks in Hungarian public procurement. Fourth, it discusses the diverse effects of corporate political connections in public
procurement. Finally, it begins to explore the potential policy consequences.

1. Corruption, Political Connections, and Public Procurement
Personal connections between political office holders and private companies bidding for government contracts, political connections in short, are of diverse nature1: companies having as
1

Note that no particular direction of influence is assumed: company to politics or the other way around.
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shareholder or employee a current or past political office holder or his/her kin or other trusted
agent, public organisations hiring former employees of corporations (revolving door) and a brokers or intermediaries establishing personal links (Rajwani & Liedong, 2015). The use of these
different strategies of personal connections and control very much depend on the threat of exposing corrupt dealings and the specificities of the country’s legal framework (e.g. conflict of interest
regulations) (Trapnell, 2011).
As some of these types of personal connections are more difficult to measure than others,
there is an inherent risk that the most important types are left out from the analysis. In addition, connections between political office holders and private companies can be established
in a variety of other ways such as through political party funding (OECD, 2014) or lobby
(David-Barrett, 2011). Again the use of these different channels of influence and the ways in
which they are combined partially depend on the probability of exposure to the public or law
enforcement agencies adding to measurement challenges.
Nevertheless, all of these different forms of political connections, personal or impersonal,
direct or indirect, are theoretically expected to work in a similar way in terms of corruptly rewarding companies with government contracts. The roles of political connections in relation
with such exchange of political favour for private gain can play multiple roles: first, political ties
are means of controlling and managing the transaction in an informal contract non-enforceable
by courts. Second, they also serve as a vehicle for rent extraction when the political office holder
earns income from the company receiving government contracts. Third, political connections
can also serve a broader trust building, facilitating, and information sharing role, especially when
the corrupt network is large and benefits and costs of corruption are spread across the network.
Prior empirical literature looked at either personal political connections or political influence established through political party donations. Academic papers considered short as well
as long term direct benefits to the connected companies (1-4 years) (Goldman, Rocholl, & So,
2013; Luechinger & Moser, 2014) while others considered ties either to specific individuals
or parties as a whole (Akey, 2013; Straub, 2014). Most studies looked at individual countries
with only partially comparable research questions, data, and analytical tools. For example, in
Brazil, companies’ campaign contributions translate into additional contract won worth 14
times more than the contributions (Boas, Hidalgo, & Richardson, 2014), the same figure in
the US is only 2.5 times (Bromberg, 2014). Moreover, in the US the largest predictor of company procurement volume from before to after the 1994 change in the controlling majority of
the House and the Senate is the party connection of the publicly listed company (Goldman
et al., 2013). Surprisingly, even in Denmark which is one of the least corrupt countries of the
world, direct family ties between companies and politicians increase company profitability,
especially in sectors dependent on public demand, i.e. public procurement (Amore & Bennedsen, 2013). All these studies provide only indirect evidence on the corrupt use of political ties.
Establishing whether political connections are used for bending universalistic rules of the
game in general is a necessary first step towards better fighting corrupt politico-business networks. In addition, peeping into individual countries and the strength of different organisations and market norms to withstand political pressure represents a key step forward. The
only study which explains intra-country variation in institutional quality focusing on the association between procurement income and political connections analyses Russia by means of
a unique database of all bank transfers leaked from the national bank (Mironov & Zhuravskaya, 2011). They find that in more corrupt regions, illicit political financing leads to a larger
increase in company procurement income. This chapter is inspired by this work, but goes
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beyond it in that it decomposes the influence of corrupt environments on privileged contract
allocation by tender-specific and market-specific corruption risks. Digging deeper into the
contextual effects determining how political connections can or cannot be used for receiving
favoured treatment in public procurement can pave the way for in time designing effective
solutions to high-level political corruption.

2. Data and Variables
2.1. Public procurement data
The main database derives from Hungarian public procurement announcements from 20052012 (this database is referred to as PP henceforth). The data represent a complete database of all
public procurement procedures conducted under Hungarian Public Procurement Law. PP contains variables appearing in 1) calls for tenders, 2) contract award notices, 3) contract modification notices, 4) contract completion announcements, and 5) administrative corrections notices.
As not all of these kinds of announcements appear for each procedure, we only have the variables
deriving from contract award notices consistently across every procedure.
These documents are published in the Public Procurement Bulletin which appears on a
weekly basis and is accessible online2. As there is no readily available database, we used a
crawler algorithm to capture every publicly available announcement. Then, applying a complex automatic and manual text mining strategy, we created a structured database which contains variables with clear meaning and well-defined categories. As the original texts available
online contain a range of errors, inconsistencies, and omissions, we applied several correction
measures to arrive at a database sufficient quality for scientific research. For a full description
of database development, see Fazekas & Tóth (2012a) and Csizmás, Fazekas, & Tóth (2014) in
Hungarian and in somewhat less detail Fazekas & Tóth (2012b) in English.
A major limitation of our database is that it only contains information on public procurement procedures under the Hungarian Public Procurement Law as there is no central
depository of other contracts. The law defines the minimum estimated contract value for its
application depending on the type of announcing body and the kind of products or services
to be procured (for example, from 1 January 2012, classical issuers have to follow the national
regulations if they procure services for more than 8 million HUF or 27 thousand EUR).
By implication, PP is a biased sample of total Hungarian public procurement of the period,
containing only the larger and more heavily regulated cases. This bias makes PP well suited
for studying more costly and more high-stakes collusion where coverage is close to complete.
2.2. Data on companies
Our data on firms comes from the so-called Amadeus database supplied by a commercial
company data provider Bureau van Dijk3. The database consists of 463,049 unique, nonrepeated firms identified by their tax ID. Apart from data on the firms’ structure (legal status,
size of company, etc.), activity (primary line of business) or location, the dataset contains
information on financials from annual balance sheets such as profit margin, number of employees, operating turnover, etc. between 2003 and 2011. In total, there are nine time-varying
variables and each is supposed to have nine years of data, that is each firm is supposed to have
2
3

See: http://www.kozbeszerzes.hu/adatbazis/keres/hirdetmeny/ (in Hungarian).
https://amadeus.bvdinfo.com/version-20141118/home.serv?product=amadeusneo
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81 time-varying entries. However, unfortunately on average 57.8 entries are missing out of
the 81 resulting in a 71.35% missing rate. Luckily, the missing rate of the operating turnover
variable that we will need the most is slightly lower. Here the number of missing entries (out
of the 9) on average is 5.2, meaning a 58.19% missing rate.
2.2. Data on political connections
In the analysis below, we use information on companies’ political connections as political
officeholders owning or managing firms which bid in public procurement can serve as a proxy
for government favouritism. In this context political connection simply refers to a binary variable (0-1) that indicates weather a firm has or had either an owner or manager who is or was a
political office holder in the observation period.
In order to obtain the database on political connections we made the following steps: first,
we obtained the full list of registered owners and managers of the companies winning in public
procurement (we could identify at least one owner or winner for about 85% of winning companies). And we also obtained the full list of elected officials at the national and local levels as
well as key appointed officeholders (Table 1). Connections to the former are denoted as government connections as most recorded elected officials serve in national or local government
or support the government in elected bodies.
Table 1. List of institutions and positions of the political office holder database, 2002-2014
Institution

Position

Position type

Hungarian Parliament

Members

Government

Municipal administrations

Mayor

Government

Registered political parties

Top officials such as treasurers

Government

Public bodies registered by the Treasury

1-12 designated CEOs

Public administration

Note: full list of registered public bodies can be accessed at www.mak.hu

Second, we matched the names (and other data) of politicians and firm owners and managers. The matching was done between more than 35,000 owners/managers of bidding firms and
more than 10,000 political officeholders based on full name.
Third, to establish the identity of individuals and validate the matching, we collected further information and carried out further matching procedures. We checked the matched persons’ birth date, mother’s maiden name, and place of birth. For those names where we lacked
data, we checked their photos available from reliable sources such as company websites and
political parties’ web pages. As there were names left whose matching could not be certainly
established with these methods, we executed a statistical matching procedure based on the rarity of the names (calculated from the number of name occurrences from all the available names
in the two initial databases) and the geographical distance between the firm and the political
institution associated with the names. Then, we normalised the two indices (between 0 and 1)
and combined them with simple multiplication, meaning that the final index measuring the
goodness of match also ranged between 0 and 1 (0 meaning a most probable match, while 1
indicating the less probable one). A positive consequence of the multiplication in our case is
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that if one of the indices is 0 (i.e. the two institutions are located in the same settlement or the
names occur only once in each database) and the other one is missing, we can still calculate the
combined index. Once this combined similarity index was created, we determined a cut point
above which name matching is determined only a coincidence rather than indicating truly
identical persons. To determine the cut point, we chose a threshold for both normalized indices (name occurrence and settlement distance) separately. For the distance variable we selected
50 kilometres, since that is the longest distance that still classifies as commuting according to
the Hungarian Central Statistical Office. (The normalized value of 50,000 meters is 0.0794.)
We determined the cut-point value for the normalized name occurrence at 0.1 under which
we can find those names which are highly idiosyncratic. Thus, if the combined index does
not exceed we declare that a political connection is present in the corresponding company.
The company database used for name matching consists of 14,367 unique firms with judging
finally only 664 firms as having highly likely political connection based on the above exact as
well as statistical matching procedures.

3. Structure and Scope of Public Procurement Corruption Risks
Hungary is characterized by a high degree of material resources for corruption and weak
controls of corruption which together point at elevated corruption risks and partial state capture (Lukács & Fazekas, 2015). Some of these key determinants of corruption risks are reviewed briefly to provide a broader background to the specific analysis.
3.1. Material stake
In terms of material stake in public procurement, total announced public procurement
spending relative to the GDP between 2005 and 2012 followed a marked political trajectory
(Figure 1). Announced public procurement spending was negligible at the beginning of 2005,
but started to increase rapidly during the second half of the first MSZP government up until
2010 when the government changed. Then the Fidesz government – starting from the second
quarter of 2010 – cut back publicly announced public procurement expenditure substantially.
These varying spending shares result from a wealth of factors among which a few are more
dominant: the introduction of a new public procurement law in line with EU requirements at
the beginning of the observation period, GDP falling substantially in 2009 with total government spending contracting likewise, and an increasing portion of spending avoiding transparency regulations and publication in the official public procurement journal (see below on this).
An alternative estimate of total public procurement spending can be derived from the system
of national accounts which suggests that the share of public procurement spending in annual
GDP has varied between 13% and 14% between 2009-2012 (European Commission, 2014).
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Figure 1. Total announced public procurement spending relative to GDP,
quarterly, 2005-2012

Source: Hungarian Public Procurement Database (PP)

At the same time, advertised spending on public procurement of construction4 oscillated
between 20-50% of total advertised public procurement spending. The greatest increase came at
the end of 2011 when it jumped to around 60-80% (Figure 2). This marked increase from 2011
closely coincides with the incoming Fidesz government gaining full control of the Hungarian
public procurement apparatus and the spectacular success of the construction holding centred on
Közgép plc., owned by the prime minister’s school roommate and long term associate of Fidesz5.
Figure 2. Share of construction procurement in total public procurement,
% of contract value, 2005-2012

Source: Hungarian Public Procurement Database (PP)

Public procurement of construction defined using the Common Procurement Vocabulary (CPV) with divisions
44 – construction structures and materials; auxiliary products to construction (except electric apparatus), 45 –
construction work, and 71 – architectural, construction, engineering and inspection services. This means that the
construction sector in public procurement includes a range of services, goods, as well as public works activities.
5
For more on the spectacular rise of Közgép plc. See: http://www.crcb.eu/?p=808
4
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This high and considerable increase in construction spending in Hungarian public procurement has been principally financed from EU funds6 at least since 2008 (Figure 3). While
the EU funds’ share in construction was between 10-30% until about 2008, this ratio skyrocketed to 40-80% making it the most important funding source for infrastructure development
in Hungary. The sheer fact that there is an increasing share of EU funds in the construction
sector already raises the possibility that EU funds are subject to high corruption risks in Hungary (Fazekas, Chvalkovská, Skuhrovec, Tóth, & King, 2014).
Figure 3. Share of EU funded public procurement of construction,
% of contract value, 2005-2012

Source: Hungarian Public Procurement Database (PP)

3.2. Institutional controls
In spite of some positive reforms, the new Fidesz government reduced transparency and
open competition in public procurement both of which considerably contributed to corruption
risks. Crucially, changes to the Public Procurement Law made less transparent procedure types
more easily available to contracting entities (2010. évi LXXXVIII törvény a közbeszerzésekről
szóló 2003. évi CXXIX. törvény módosításáról, 2010) which drastically decreased the proportion
of procedures with call for tenders published in the Hungarian Public Procurement Bulletin
(Figure 4). In addition, the requirement, rare in Europe, to publish contract completion announcements which disclose the final contract value and completion date has been removed
effectively since 1st January 2012.

The spending of EU Funds in public procurement can be directly identified in each contract award announcement which records the use or non-use of EU Funds along with the reference to the corresponding EU
program. However, no information is published as to the proportion of EU funding within the total contract
value. Hence, we had to employ a simplistic yes-no categorization of each contract awarded. In most cases,
regulation allows for the EU contribution to cover 80-95% of total investment. Data from large investment
projects indicate that EU Funds amount to the majority of project costs if EU funding is involved. This paper’s
accounting approach has to neglect the national co-financing of 5-20% of contract value.
6
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Figure 4. Proportion of contracts awarded without a prior publication of
a call for tenders in the Hungarian Public Procurement Bulletin, 2006-2014

Source: Hungarian Public Procurement Database (PP)

Moreover, the proportion of public procurement spending announced in the Hungarian
Public Procurement Bulletin within total procurement spending has also decreased since 2010
(Figure 5). Decreasing transparency in public procurement constitutes a considerable risk to
integrity across OECD countries (OECD, 2009).
Figure 5. Public procurement spending announced in the Public Procurement Bulletin
and total public procurement spending, 2009-2011

Notes: for details of calculating total procurement spending from Treasury annual budget accounts see: (Audet, 2002;
European Commission, 2011). The ratio reported is only an estimation as spending as announced in PP refers to
the total lifetime of the contract while Treasury accounts contain only the spending accrued in a given year. Further
reason for imprecision of the ratio is that the set of institutions submitting accounts to the Treasury and those subject
to the Public Procurement Law are somewhat different.
Source: (Fazekas, Tóth, & King, 2013)
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3.3. Corruption risks
Given the high and increasing material stake in public procurement of construction and
weakening controls, especially transparency in public procurement, high prevalence of corruption risks all across Hungary is hardly a surprise (Fazekas et al., 2013).
We use two simple indicators of competitiveness and corruption risks for comparing construction and non-construction sectors (Kenny & Musatova, 2010): single bidding and winner company contract share (i.e. share of the winner company within the total procurement
activity of the contracting body in the 12 months prior to contract award) (Fazekas et al.,
2013) They reveal a mixed picture: on the one hand, the apparent lack of any competition,
i.e. single bidding, is widespread both in construction and non-construction sectors with the
former performing somewhat better (25% and 34% single bidder contracts respectively). On
the other hand, the construction sector tends to be of considerably higher concentration than
non-construction sectors at the level of contracting bodies (31% versus 24% of average winner
company contract share respectively). In addition, some major construction subsectors such as
highway construction have seen a set of proven cartel cases involving practically every major
player linked to either side of the political spectrum as well as foreign firms (Tóth, Fazekas,
Czibik, & Tóth, 2014).
Figure 6. Key indicators of corruption risks in public procurement of construction
in Hungary, % of contracts awarded, 2009-2012

Source: Hungarian Public Procurement Database (PP)

Tracking corruption risks in the construction sector over time with the same headline
indicators reveals a striking picture (Figure 6). While the overall share of contracts awarded
when only one bid was submitted is 25%, it reached as high as 35% in late 2010. Both figures
are considered particularly alarming given the prevalence of high value competitive markets
in construction where single bidding should be rare. With the introduction of the new public
procurement rules in 2011 single bidding became much less prevalent (15-20%) predominantly due to the extensive use of invitation procedures where three bidders had to be invited.
This positive development in bidder numbers, however, hasn’t been accompanied by the expected opening of competition and decreasing winner contracts shares. Instead, the market
became even more concentrated with the average winner company winning more than 35%
of the contracting body’s total awarded contract value.
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In order to gain a fuller picture of the total scale of corruption risks and the amount of public money affected, we tracked the contract value won in the construction market by companies which are either single bidders or control a very high share of contracting authority public
procurement spending (above 50% of spending in 12 months). This combined indicator,
reinforces the previous picture painted by more disaggregated indices, namely corruption risks
and the involved share of public funds have been on the rise at least since 2010 in Hungarian
public procurement construction sector (Figure 7). Given that single bidding and dominant
company position provide only a lower bound estimate of corruption risks, it is safe to say that
particular resource allocation is most likely the rule rather than the exception in Hungarian
public procurement of construction.
Figure 7. Combined market share of government suppliers either single bidders or captor firms (contract share above 50%), % contract value, 2009-2012, Hungary, construction

Source: Hungarian Public Procurement Database (PP)

4. Political Connections in Public Procurement
We estimate the winning probability of companies as a function of political connections
of all bidding companies while controlling for major explanatory factors of company success
such as company location, market or size. The analysis is repeated
•
for the total sample,
•
for tenders of different corruption risk level using a unique measure of corruption
risks in the tendering process Corruption Risk Index (Fazekas et al., 2013), and
•
for markets of different corruption risks, namely construction sector and the rest of
the public procurement market.
Before directly addressing our theoretical expectations, the extent of political connections
among companies bidding and winning in public procurement tenders is explored in order
to better understand the magnitude of challenge. Anecdotal evidence of political connections
leading to public procurement success and rapid wealth accumulation is plenty in the Hungarian media. One particular example is the mayor in the home village of Viktor Orbán, the
prime minister since 2010. His construction company in operation since 2001, Mészáros
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és Mészáros ltd., earned very little income until the change of government in 2010 with no
public procurement contract whatsoever. However, since 2011 turnover and profitability have
skyrocketed, coinciding with the first public procurement successes of the company and the
change of government (Lukács & Fazekas, 2015). While such successes of politically connected persons prove nothing on their own, they prompt the analysis below and the patterns
to be identified with statistical analysis.
Looking at the total prevalence of government suppliers which have political connections,
i.e. a tie to any kind of political office holder, reveals a striking picture (Figure 8). The share
of politically connected companies winning public procurement tenders in 2005-2012 was
between 5% and 31% depending on how narrowly connections are defined7. The total political connections line below is our upper bound estimate, taking any name match between a
government supplier owner or manger and any political office holder in the period; while the
most likely political connections line below represents our lower bound estimate where only
very infrequent names and individuals whose organisations are located in the very same settlement are considered. While the gap between the lower and upper bound estimate is wide,
both trajectories point at the increased prevalence of political connections among government
suppliers with a particularly marked increase after 2008.
Figure 8. Proportion of bidding firms with political or government connections, 2005-2012

First, we have to assess to what degree political ties influence public procurement decisions
in Hungary across the board. To do so, we used the most likely company political connections,
i.e. whether a company has an owner or manager who has been member of the political establishment at any time in 2002-2014 applying the strictest criteria for matching individuals.
We only focus on all three governments of the observation period in order to provide the most
complete assessment of the likely impact of political connections in Hungary. Regression analysis reveals that having at least one political connection increases a company’s winning chances
by roughly 2% across the whole public procurement market in Hungary in 2005-2012 (Table
These percentages are quite similar when using total contract value won rather than the number of companies
as a basis.
7
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2, model 1). While 2% may appear to be a marginal contribution to company success, this is
because a range of other characteristics of the bidding process are controlled for which could
and in fact often mediate political favouritism. For example, the number of bidders is typically
smaller when a politically connected firm bids. The 2% higher winning chance for politically
connected firms hence represents our best estimate of the independent effect of political connections on company winning success.
However, this general association between government connections and company public
procurement success masks a considerable variation across markets in line with our prior discussions. First, in construction markets, a government connection proved to be a particularly
strong force explaining bidding company wining chances (4%), while in the rest of the total
public procurement market political connections appear to be largely ineffectual (Table 2,
model 2 and 3). This hardly comes as a surprise given the high perceived levels of corruption in
construction projects (Rose-Ackerman, 1999) and the central importance of visible development projects for political actors in Hungary (Muraközy & Telegdy, 2015).
Table 2. Binary probit regression results, average marginal effects, sectoral comparisons, 2005-2012
(1)

(2)

(3)

Total

Other

Construction

Dependent variable: Winning the public procurement tender
Political connection

0.0180***

-0.00400

0.0352***

(10.26)

(-1.61)

(14.63)

Same location

0.0232***

0.0114***

0.0378***

(30.72)

(10.59)

(36.44)

Location: missing

0.335***

0.387***

0.255***

(325.19)

(311.91)

(156.64)

-0.00676***

-0.00568***

-0.0119***

(-120.32)

(-80.73)

(-120.66)

0.000102***

-0.00206***

0.000159***

(42.86)

(-116.73)

(71.30)

0.0408***

0.0542***

0.0235***

(36.58)

(36.64)

(13.76)

0.0309***

0.0749***

0.00583***

(27.23)

(48.25)

(3.42)

-0.0356***

0.0742***

-0.0503***

(-31.48)

(43.28)

(-30.07)

Public body-bidder location
Reference category: different location

Nr. of applicants
Tender market share
Firm size
Reference category: Small
Medium
Medium-large
Large
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Missing company financial data
N
pseudo-RP

2

-0.440***

-0.247***

-0.424***

(-629.61)

(-92.35)

(-479.40)

90255

44620

45635

0.1298

0.1480

0.1510

Note: t statistics in parentheses, year dummies suppressed, * p<0.05, ** p<0.01, *** p<0.001; observations weighted
by log contract value

Second, in tenders conducted in the presence of different corruption-related red flags, bidder’s
political connections appear to have diverse effects. Here, the quality of the tendering process is
measured by the Corruption Risk Index of the tender. As determining the ‘red flags’ indicating
corruption risks in tendering are largely in the hands of the public body managing the tender,
it is also more broadly indicative of the quality of the public body and bureaucracy (Fazekas et
al., 2013; Fazekas & Tóth, 2014b). Dividing tenders into three equal groups according to their
Corruption Risk Index leads to a partition of low, medium, and high corruption risk sections of
the whole public sector’s contracting activities. Regression analysis was conducted on 2009-2010
data only as earlier comparative Corruption Risk Index values are not yet available and later
values are not directly comparable due to an overall increase in corruption risks. In line with our
prior expectations, government connections are only weakly effectual in low to medium corruption risk tenders (2-4%), while strongly associated with higher winning chances in high corruption risk tenders (9%) (Table 3). In a similar vein, the observed variability in company success is
best explained in the high corruption risk sub-sample further strengthening the understanding
that political connections play a more pronounced role only where weak bureaucratic controls allow for deficient tendering practices. Quite importantly, this effect is not driven by the difference
in the prevalence of political connections in the three sections of the public procurement market
as the shares of politically connected bidders and winners hardly differ among the three groups.
While these results are robust to different ways of establishing direct ties between bidding
firms and various types of political office holders, they remain susceptible to more sophisticated strategies for hiding connections. Some companies could not be identified in procurement announcements, not every company had identifiable owners and managers in the official
company records; moreover, there are certainly many companies linked to political officeholders through brokers and interlocutors. These jointly warrant that results are only indicative of
the scale of corruption risks and their effect overall effect. Our results could be considered as
a lower bound estimate only.
Table 3. Binary probit regression results, average marginal effects, comparison
of companies bidding on different corruption risk tenders, 2009-2010
(1)

(2)

(3)

Low CRI

Medium CRI

High CRI

Dependent variable: Winning the public procurement tender
Political connection

0.0230**

0.0435***

0.0917***

(2.87)

(4.64)

(11.85)

Public body-bidder location
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Reference category: different location
Same location

0.0355***

0.0551***

-0.0358***

(9.10)

(13.49)

(-11.05)

-0.0300**

-0.0634***

0.0197*

(-2.65)

(-5.07)

(2.40)

-0.00530***

-0.00999***

-0.00338***

(-14.78)

(-24.48)

(-9.92)

-0.00235***

0.000477

0.000721***

(-8.31)

(1.82)

(3.93)

Medium

0.0225***

0.00247

-0.0184***

(3.83)

(0.37)

(-3.48)

Medium-large

0.109***

0.0244***

-0.000180

(19.07)

(3.72)

(-0.03)

0.0397***

-0.0343***

-0.0301***

(6.83)

(-5.41)

(-5.77)

-0.347***

-0.488***

-0.578***

(-22.33)

(-34.53)

(-58.06)

3394

2938

3663

0.1631

0.1606

0.2935

Location: missing
Nr. of applicants
Tender market share
Firm size
Reference category: Small

Large
missing company financial data
N
pseudo-RP

2

Note: t statistics in parentheses, year dummies suppressed, * p<0.05, ** p<0.01, *** p<0.001; observations weighted
by log contract value

Policy Implications
The review of prior literature in this field and the novel Hungarian empirical results jointly
underline the importance of tracking corporate political connections and their relation to government favouritism in public procurement across Europe. We found that bidding companies
linked to political officeholders are more likely to win in procurement tenders overall in Hungary.
This association is the strongest in the construction sector where high value, complex projects are
more visible; and in tenders set with high corruption risks by the responsible contracting entity.
Prior literature and our empirical findings jointly suggest some tentative policy lessons
worth considering as part of broader anti-corruption policies:
Limiting overall material stake or corruption resources: Decreasing public funds
available for privileged allocation (rents) could contribute to decreasing the strength
of corrupt networks and their grip on political power (Mungiu-Pippidi, 2011). This
can be done by privatization, out-sourcing, transparent and competitively selected
private-public partnerships.
Improving the bureaucracy: While directly attacking corporate political connections
and the revolving door phenomenon may be fruitful strategies, they may simply lead to
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more sophisticated hiding strategies. Instead, disrupting the corrupt exchange by better controlling the discretion of political officeholders to allocate government contracts
might deliver better results. Increasing transparency of public procurement, insulating
bureaucrats’ career pathways from political influence, and furthering meritocracy in
the civil service could be fruitful avenues of reform (Charron, Dahlström, Fazekas, &
Lapuente, 2015).
Tailoring spending for cost benchmarking and monitoring: Construction projects are often large, complex, and long making them difficult to monitor. Directing
spending to projects which are more readily monitored, for example through the immediate availability of unit prices or their smaller scale can contribute to corruption
control (Benitez, Estache, & Soreide, 2010).
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 . Political Favouritism in Croatian
5
Public Procurement
MUNIR PODUMLJAK AND ELIZABETH DÁVID-BARRETT

Despite having a strong law which aims to set high standards, a large share of public procurement in Croatia is executed by contracting authorities that are highly vulnerable to
political influence. This creates opportunities for politicians to influence the allocation of
contracts in a particularistic manner, rather than allowing market conditions and competition to determine allocations. The potential for corruption is exacerbated because senior
and mid-level managers in these contracting authorities have considerable discretionary
power to shape public procurement procedures, and are weakly constrained by other
institutional controls or oversight. That is, there are considerable opportunities for corruption while constraints are inadequate, an environment in which particularism might
be expected to flourish (Mungiu-Pippidi et al. 2011). Moreover, our empirical analysis of
public procurement in the construction sector over 2011-13 reveals evidence consistent
with favouritism and political influence in both procedures and outcomes. This raises
questions about why such a pattern has emerged and been allowed to continue.

Introduction
Public procurement in Croatia accounted for 9.7% of GDP on average over 2011-13,
comparable to Cyprus (10.5% in 2010) and Greece (10.8%) from the European Union Member States. A considerable share of total public procurement is spent on construction; in 2010,
just the ten highest-value contracts and framework agreements in the construction sector accounted for one-quarter of the total value of public procurement. Indeed, the construction
sector has become increasingly dependent on government contracts in recent years. In decline
since 2008, the sector lost 45.7% of its value over 2008-13, while its share in GDP collapsed
from 8.1% in 2008 to 4.6% in 2013. The sector was, however, buoyed by an increase in public
investment in infrastructure in 2009 as part of a government plan to stimulate an economic
recovery. A change in public procurement laws in the same year prompted many contracting
authorities to invite tenders for large framework agreements, also benefiting the sector, which
saw the total value of public contracts that year reach HRK 21.8bn, more than double the
previous year’s HRK 8.4bn. Thus, by 2013, public contracts accounted for two-thirds of the
total value of construction works in Croatia (see Figure 1).
Our focus on the construction sector reflects the fact that the industry is a major recipient of public procurement contracts, as well as the observation that construction works are
typically prone to corruption (Transparency International 2011). Research suggests that the
procurement of major infrastructure is often associated with irregularities including extensive
re-negotiations of contracts in the post-award implementation phase (Guasch 2009), as well
as mis-forecasting of costs and demand, which may in some cases be explained by ‘strategic
deception’ (Flyvbjerg and Molloy 2011).
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Figure 1 Total value of executed construction works, Croatia 2008-13
(left axis, HRK bn; right axis, % of GDP)

Source: author’s calculations based on data from the Croatian Bureau of Statistics and the Directorate for Public
Procurement System

1. Political influence over public procurement
One way in which favouritism can be practiced in the allocation of contracts is through
political influence over the managers of contracting authorities. This is a significant risk area
in Croatia because a large share of public procurement is executed by types of contracting
authorities which are subject to political control and have rather weak governance structures.
Legal entities which undertake public procurement in in Croatia are classified in four different ways. The first type, which we term Type A, includes central government bodies such as
ministries, departments, state agencies and other public bodies, are under the direct rule of the
Government, or ministries. A second type, Type B, comprises local and regional government,
local and regional agencies, and offices consisting of counties, cities and municipalities, and
agencies and offices under the purview of local and regional government. For Type A and Type
B authorities, public procurement is relatively tightly regulated and subject to a number of
oversight and control mechanisms.
However, around one-half of public procurement in Croatia - and 90% of the contract value in our sample of construction contracting – is executed by other types of authorities which
are subject to political control. Type C contracting authorities include legal persons other than
public authorities, including public companies other than sectoral contracting authorities in
the ownership of central, regional and local government, institutions under their ownership
and other legal entities that are not directly subordinate to public authorities, but come under
the indirect influence of public authorities pursuant to their founding rights. This category includes many organisations which play a major role in construction, including Croatian Roads
Ltd, the Croatian water management company, and county road administrations. Finally,
Type D organisations are ‘sectoral contracting authorities’, which are companies owned at least
partly by the central, regional or local government, and characterised by a special position in
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the economy (e.g., providers of public goods such electricity, gas and transport). Around onehalf of total public procurement contracting value in Croatia during the period 2008-13 was
executed by contracting authorities in categories C and D (see Figure 2). In the construction
sector, the predominance of procurement by Type C and D authorities is yet more striking,
with around 90% of contract value in our sample awarded by these types (see Figure 3).
Figure 2 Structure of total public procurement (works, goods and services) by type
of contracting authorities and as % of GDP (in current prices), 2008-13

Source: Author’s calculations based on data from Croatian Bureau of Statistics and Directorate for Public Procurement System
Figure 3 Structure of public procurement of works (construction) contracts exceeding
HRK 7,452,830 (1mln euros), by type of contracting authority, 2011-13

Source: author’s calculations based on data from the Directorate for Public Procurement System
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The dominant role in public contracting afforded to such authorities creates opportunities
for corruption in several ways. First, these types of authorities are subject to political influence,
because their top managers are appointed by political leaders. According to the Act on the
Management and Disposal of Assets owned by the Republic of Croatia and Act on Local and
Regional Self-government, the heads of Type C and Type D authorities are to be appointed by
the national, local, or regional branches of government which ‘own’ the organisations, i.e., by
government ministers, or political heads of local and regional government.
Second, these types of authorities typically have poor management, reflected in weak profit
and loss accounts, and are highly dependent on budget subsidies (Crnković et al., 2011). This
arguably makes them more prone to informal influence and means that they are likely to be
sensitive to maintaining favourable relations with their political ‘owners’.
Third, these types of authorities are formally subject to weaker institutional controls than
other types of authorities. For example, the public procurement law requires a weaker justification for the use of restrictive procedures in public procurement undertaken by these authorities.
Fourth, their lack of resources and capacity might mean that they lack the technical capacity to conduct complex public procurement procedures; while that is not equivalent to corruption, weak governance creates vulnerabilities to corruption risk. The main body of our analysis
examines the procedures and outcomes of public procurement in the construction sector in
Croatia, over the period 2011-13, to assess whether there is evidence that these risks – or opportunities - of corruption are realised.

2. Political appointments to contracting authorities
Political leaders might replace incumbent managers of contracting authorities for perfectly
legitimate reasons, e.g., if they regard an incumbent as unfit for the job and wish to replace
him or her with a better-qualified candidate. Equally though, they might wish to use their
power of appointment to appoint a ‘puppet’ manager over whom they can exert informal
influence so as to facilitate corrupt transactions for their own private gain or that of their
political party, or to reward a crony (who might then use his or her power over procurement
decisions for private gain).
By tracking the number and timing of appointments to the boards of contracting authorities, we can measure the extent to which incoming political leaders use their powers of
appointment over the heads of Type C and D authorities, an indicator of potential political
influence. The results indicate an increase in appointments following elections, as expected.
For contracting authorities owned by the central government, the number of management
changes increased significantly in the year following the December 2011 general election, with
24 out of 28 seeing at least one change in management (see figure 4). The number of changes
in management personnel in the first year following the election, 2012, accounted for almost
half (49%) of all changes observed in the four-year 2010-13 period.
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Figure 4 Number of managerial changes in legal persons and sectoral (Type C and D)
contracting authorities owned by central government, Croatia 2010-2013 (N=28)

Source: author’s calculations based on data from the Commercial Court of Zagreb

For our sample of 95 contracting authorities owned by local government, changes in management were analysed in relation to two elections, in 2009 and 2013. Since local and regional
elections are usually held mid-year, before the summer vacation, we expect political appointments of management board members to occur both in the election year and in the first postelection year. The number of changes in management does indeed increase at the expected
times (see figure 5).
Figure 5 Number of managerial changes in Type C and Type D contracting authorities
owned by regional and local government, 2009-14 (N=95)

Source: author’s calculations based on data from the Commercial Court of Zagreb

Some entities have more than one governmental owner. For these authorities, there is an
increased likelihood of elections – and of political change - in one of the owning government
units in a given year. Since all owners have rights to make appointments to management
boards, this also increases the probability that there will be management changes following
elections. The evidence confirms this prediction: the number of changes in management in
those authorities with more than one owner was 68.2% higher than in those owned by a single
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unit. All of our analysis suggests that political leaders use their powers of appointment over
contracting authorities extensively.
An additional check was conducted by focusing on 13 contracting authorities in which no
managerial changes were recorded in the observed period. If managerial changes are largely a
result of changes in the political control of the owning government unit, we would expect that
a lack of change in management would be associated with the absence of political change in
the relevant local and regional governments in the period covered. Of 26 possible cases (13
authorities in two election cycles), a change of political leadership in the founding entity (local/regional government), was observed in only four.

3. The Discretionary Power of Managers of Contracting Authorities
Control over the appointment of the manager of a contracting authority can only facilitate
favouritism if the appointed manager has significant discretionary power over the procurement
process. This is indeed provided for in law. According to the 2011 Public Procurement Act, the
head of a contracting authority is responsible for:
•
establishing the entire procurement plan;
•
appointing the Certified Procurement Officers, the authorized representatives of the
authority responsible for executing the process;
•
appointing the members of the selection committees – whether ad hoc or permanent
- who make contract award decisions;
•
signing all documents in the public procurement process, including the final contract; and
•
supervising the execution of the contract.
The heads of contracting authorities thus have considerable resources and opportunities
to influence the process to serve private interests, if they wish. Given that they in turn rely on
political leaders for their initial appointment, their continuance in office, and often for state
financial support for their institution, they may also be susceptible to political influence. In
short, political leaders at central, regional and local government level appear to have significant
informal power over public procurement through their patronage powers.
Political influence might easily extend to fine details of the procurement process, because
the head of the contracting authority has the power to appoint the Central Procurement Officer (CPO), who deals with all of the day-to-day aspects of a procurement procedure, stretching
from the preparation of the tender and conduct of the procedure through to the signing of the
contract. If the CPO is influenced by his or her boss, either directly or indirectly, then it would
be possible to manipulate almost any aspect of the public procurement procedure so as to favour a particular bidder. One potential institutional check on this is the fact that CPOs must
be qualified professionals: they must hold a valid certificate from a special training programme,
and this must be renewed on the basis of ongoing education or training. However, this practice
may indirectly create another risk area. Since there is a paucity of qualified individuals, there
might easily be only one accredited CPO in a contracting authority. In such situations, nobody else in the organisation is qualified to check or oversee the CPO’s work, creating a form
of monopoly power or yet another opportunity for corruption to flourish.
The overall governance structure potentially allows for one political leader to exert considerable control over the details of individual procurements, while there is scant provision or incentive to carry out internal checks and balances. Poor governance structures do not, of course, con74

stitute evidence that corruption occurs, but they do indicate that there is significant potential for
political leaders to collude with or exercise power over the managers and officers of contracting
authorities, with the objective of ensuring favouritism in the allocation of contracts, to benefit
themselves or others. The following case study demonstrates that such political influence over the
procurement process has indeed been used to channel public money to private interests.

4. Case Study: Political influence over Public Procurement in the FIMI
Media case1
The highest-level corruption case ever prosecuted in Croatia concerns political influence
over the allocation of public procurement contracts to benefit a company called FIMI Media.
Several members of the political elite were prosecuted, including former prime minister Ivo
Sanader, three other high-ranking members of the ruling Croatian Democratic Union (HDZ),
and one of the owners of the company, as well as the HDZ itself. Sanader and the HDZ were
found guilty of extracting money from state institutions and companies via the marketing
agency. However, the non-binding decision has been appealed; the Supreme Court will discuss
the case again in September 2015.
According to the trial verdict, Sanader and other members of the HDZ collected financial
donations from both individuals and legal entities to finance the party’s political activities and,
in exchange, promised that state contracts would be channelled to companies which the donors owned or controlled. The judge emphasised the role played by public companies (entities
of Types C and D) in abusing public procurement procedures to extract money from the state
during the period from the end of 2004 until 2nd July 2009.
The verdict found that the first accused (Sanader), as the Prime Minister of the Government
of Croatia, had engaged the second accused (Mladen Barišić, Head of the Customs Service) to act
on his orders. Together they had attended a meeting held on 4th April 2007 in the premises of
the Croatian Government, with representatives of several companies that were solely or majorityowned by the state and public institutions (i.e., Type C and D authorities). The meeting was also
attended by the third accused, Ratko Maček (chief spokesman of Ivo Sanader, and chief of the
electoral campaigns of the HDZ). Sanader personally proposed to the leaders of some government
bodies, CEOs and others responsible for commercial companies which were exclusively or partly
state-owned, using his authority as Prime Minister, and exploiting their relation of dependency
(since the Croatian Government appointed their management), that they engage the services of
Fimi Media (the seventh accused) for the procurement of certain goods and services. In short, several high-ranking politicians and officials in the government systematically abused their formal and
informal powers over public companies and entities to influence the public procurement process.
The scope and reach of the scheme, and the relative openness with which Sanader exerted
his influence, suggests that these events may be indicative of widespread corrupt practices in
Croatian public procurement. The scheme involved an extensive range of state-owned entities2,
This case study is based on the first-instance verdict in the case against former Prime Minister Ivo Sanader,
the HDZ and four other persons. The case is currently under the appeal procedure before the Supreme Court,
and this research makes no judgement on the guilt or innocence of those indicted. The verdict is based on
thousands of pages of evidence and numerous testimonials gathered during a two-year investigation and trial.
Source: County Court of Zagreb, First-instance verdict, Reference number: 13 K-US-8/12, March 11th 2014.
2
The list of public companies involved includes: Hrvatske šume d.o.o., Hrvatska elektroprivreda d.d., Hrvatska poštanska banka d.d., Hrvatske autoceste d.o.o., Autocesta Rijeka-Zagreb d.d., Environment Protection
and Energetic Efficiency Fund, Ministry of Interior Affairs, Hrvatska HŽ group – Hrvatske željeznice d.o.o.,
1
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including two government ministries, and it appears that political influence over such bodies
was used to further private and party interests. Moreover, the mechanisms for internal and external monitoring of public procurement that existed at the time did not detect these operations.
Sanader and the HDZ were prosecuted only after the prime minister had resigned, apparently
voluntarily. It is unclear whether he would have been prosecuted if he had remained in power.
The court verdict also provides evidence about the gains made by the HDZ party, politicians, and the individuals associated with these state-owned entities. Nine prominent individuals are identified as having made cash donations to the HDZ and the prime minister, while
many of them subsequently won contracts from companies owned by the state (Type C and D
contracting authorities), for example:
•
Marijan Primorac donated EUR 322,368 and paid for Sanader’s BMW. His company ‘Primorka’ benefited from a lucrative contract to rent office space to the Croatian
Lottery (public company).
•
Marinko Mikulić donated EUR 171,052. As the owner of the privatized ‘PAN’
company, there was no evidence proving that he did illicit business with the state,
although questions were raised about how he amassed his personal wealth.
•
Miha Zrnić Marinović donated EUR 263,157. He owned ‘Odlagalište sirovina’
(Raw Material Landfill) which, with the Fund for Environmental Protection (state
entity), drained the state budget of millions.
•
Božidar Longin donated EUR 36,000. From 2003 to 2012, he was a board member
in charge of legal affairs, including public procurement, in Hrvatske šume (Croatian
Forests).
In addition to the five individuals and one political party charged, 30 other members of the
HDZ were given cash by the organisers of the scheme, including individuals at all staff levels,
from doormen and bodyguards to secretaries and ministers.

5. Procedural indicators of favouritism: Restricted and weak competition
5.1. Restricted competition
The use of restrictive procedures, in which contracts are negotiated directly with selected
companies rather than publicly announced and awarded by open tender, is one way in which
government agents may seek to restrict competition in the public procurement process, thereby benefiting cronies or allies. The use of such procedures is, in theory, strictly regulated by
Croatian law: their use if permitted, for example, in emergency conditions or in specialist
areas. However, public officials seeking to allocate resources in a particularistic manner may
abuse the rules. The pattern of usage of such procedures can therefore serve as a probabilistic
indicator of particularism. In our construction-sector sample, contracts representing 27% of
the total value were awarded through negotiated procedures, as shown in Table 1.

Croatian National Tourist Board, Proplin d.o.o., Viadukt d.d., Hidroelektra niskogradnja d.d., Konstruktor
inženjering d.d., Hrvatske ceste d.d., Croatia airlines d.d., Croatia osiguranje d.d.,, Narodne novine d.d., Ecos
trgovina d.o.o., Financial Agency, Ministry of Sea, Transport and Infrastructure, Ministry of Foreign Affairs
and European Integration, ACI d.d.
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Table 1. Public procurement of works (construction) by type of procedure,
contracts valued over HRK 7,452,830, 2012-13
Number of contracts

Value of contracts (HRK)

% of total value of all
contracts

Open procedure

214

4,222,463,130

72.63

Negotiated without prior
publication

15

1,578,072,839

27.14

Not defined by law - exempted

1

13,040,449

0.22

230

5,813,576,417

100.00

Total

Source: author’s calculations based on data from the Integrity Observers database.

5.2. Competition for contracts and the prevalence of sole bidders
The number of bidders for a tender may also serve as an indicator of favouritism. In a
highly competitive market with many competitors for every contract, it is more difficult for
corrupt government agents to manipulate the process because it is under greater scrutiny – at
the very least, from interested parties such as the competing tenderers. In conditions where
favouritism is rife, by contrast, competition may be low. Where companies expect a particular
contract to be allocated in a particularistic way, they will not incur the costs of tendering and
hence will opt out of the market themselves. Thus, systematic favouritism over a long period
drives companies which are unable to win contracts out of the market. Equally, though, a low
number of tenderers might reflect legitimate reasons such as a lack of available expertise.
The majority of contracts in our sample (63.8%) were acquired in an environment of
relatively low competition, with three or fewer tenderers (see Table 2). Almost 40% of these
large tenders had one single bidder, despite 43 of the 58 being tendered on open procedures.
Competition for Framework Agreements was also surprisingly low, with 60.4% of the contract
value the result of processes with three or fewer tenderers, while 40% of the value of FAs in
2012 and 2013 attracted only one bidder. Given the extensive pressures on the construction
sector in Croatia during this period, this lack of competition is surprising.
Table 2. Public procurement of works (construction) by number of tenders received,
contracts valued over HRK 7,452,830 (EUR1mn), 2012-13
Number of
contracts

Value of contract
signed (in HRK)

% of total sum of contracts ≥ EUR
1m

1 tender received

58

2,317,775,476

39.87

2 tenders received

40

732,320,272

12.60

3 tenders received

38

654,920,160

11.27

≥ 4 tenders received

94

2,108,560,508

36.27

Total

230

5,813,576,417

100.00

Source: author’s calculations based on data from the Integrity Observers database.
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5.3. Outcome indicators of favouritism: Analysis of winning bidders
Further indicators of favouritism in public procurement derive from studying the characteristics of companies that win tenders. If there are very few winners, or the winners appear to
have links with political leaders, this is indicative of favouritism in the procurement process.
In addition, if winning bidders exhibit unusually good financial performance relative to other
market actors, this is suggestive of public contracts having been designed or awarded in ways
that did not achieve the best value for money for the public, which may indicate corruption.
Overall, the contracts and FAs in our sample were won by a reasonable number of tenderers
(175 different entities) and accounted for only 17.3% of the tenderers’ total revenue. However, the
data reveal one highly unusual characteristic: for contracts amounting to almost one-half (46.5%)
of the total value, the winning bidders were state-owned companies in the same legal category as
Type C and D contracting authorities. Almost half of public procurement in construction represents contracts where both the contracting authority and the winning tenderer are state entities under the control of political principals. Thus, politicians have the potential to control both ends of the
process, from the design of the contract notice to the writing of tender documents by the winning
bidder. This amplifies the potential for political influence, or indeed control, over procurement.
To probe further, we separated the winning tenderers into profitable and loss-making companies (see Tables 3a and 3b). The state-owned companies which won procurement contracts
recorded higher cumulative profits (from a lower total value of contracts) than tenderers from
the private sector. Privately owned companies recorded higher cumulative losses, despite the
higher value of signed contracts. Perhaps public sector tenderers are simply more efficient and
therefore extract more profits from less revenue? We analysed whether the proportion of public
contracts in total revenue, i.e., the dependence on government contracts, is relevant to performance. The publicly owned contractors which recorded cumulative profits were reliant on
public procurement contracts for an average 24.2% of their revenues, while public contractors
which recorded losses on average received only 8.4% of revenues from procurement contracts.
This relationship - the higher the proportion of procurement contracts, the greater the profits applies to private contractors as well. Profitable private contractors receive an average of 19.5%
of their revenues from public contracts, while the average proportion for loss-making private
contractors is only 16%. This may not seem a great difference, but more in depth study shows
that public contractors have higher salaries on the average (approx. 25%) and higher number
of employees per company. Not even in theory then public companies cannot be more efficient
than private companies, raising questions as to the quality of their work.
Table 3a and 3b. Analysis of tenderers with contract(s) above HRK 7,452,830
in public procurement of works, 2011-13
Table 3a. Tenderers with net profit
Value of public
procurement,
works contract/s
(in bn HRK)

Cumulative
revenue of
tenderers (in
bn HRK)

% of value of work
contracts in cumulative revenue of
tenderers

Cumulative
number of
tenderers with
profit

Profit
(in bn
HRK)

5,4

22,4

24,2

29

1,8

Private enterprises

6,2

32,1

19,5

95

1,4

TOTAL

11,7

54,5

21,4

124

3,2

State owned enterprises
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Table 3b. Tenderers with net loss
Value of public
procurement,
works contract/s
(in bn HRK)

Cumulative
revenue of
tenderers (in
bn HRK)

% of value of work
contracts in cumulative revenue of
tenderers

Cumulative
number of
tenderers with
loss

Loss
(in bn
HRK)

State owned enterprises

1,9

23,1

8,4

20

-2,1

Private enterprises

2,3

14,3

16,1

31

-2,4

TOTAL

4,2

37,4

11,3

51

-4,5

State-Owned Winning Bidders
The next phase of analysis focused on the ten most successful state-owned tenderers, measured in terms of the value of contracts won through public procurement. This revealed that
the top three contractors, which won almost 20% of the total sum of contracts in our sample, were members of one group, Croatian Railways, while the contracting authority which
awarded these contracts was also from the same entity, Croatian Railways. One-fifth of public
contracts awarded in the construction sector represented circular exchanges from one part of
a (state-owned) industry group to another. This represents an unusual deviation from international standards for public procurement, and is indicative of high levels of political control
– and potential influence – over a large share of public contracting.
‘Private’ Winning Bidders
Analysis of the private companies that were the most successful tenderers, in terms of the
highest aggregate value of contracts, indicates similar patterns. Of the top ten, nine were former state-owned companies that had been privatized. This is relevant because the privatisation
process in Croatia was associated with well-documented and serious weaknesses in terms of
fairness, transparency and procedure (Bajo, 2011, Grubišić et al., 2009, Bendeković, 2000).
Several scholars have characterized the process as one in which resources were allocated according to favouritism and cronyism, with political principals distributing resources so as to
extend their political control over the emerging private sector (Čučković 2002, Franičević
1999). The new owners were often successful in securing assets not because of their business
competence or financial resources, but because they had fruitful connections to the political
elite (Franičević 1999; Petričić). Our analysis suggests that many of those companies have continued to prosper for similar reasons, and remain reliant on public contracts, possibly allocated
to them via their political connections, for a large share of their revenues.

6. Inadequate Control of Public Procurement
Several institutions have responsibilities for regulating public procurement. However, these
institutions are poorly equipped – and motivated – to investigate allegations of favouritism or
to identify systemic weaknesses. Potentially the most powerful institution, the State Commission for Supervision of Public Procurement Procedure (SCSPPP) is charged with investigating
alleged breaches of the law in connection with the rights and interests of interested parties or
competing tenderers (Kolar, Loboja, Vuić, 2011). As such, it is the key legal protection mechanism for the interests of tenderers (Pejaković, 2008). If it finds irregularities, the SCSPPP may
cancel a procedure, annul a contract or, in some cases, levy an administrative fine on the contracting authority, or file motions for indictment in relation to misdemeanours.
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However, the SCSPPP may act only at the request of tenderers or those considering submitting tenders, and its enquiries are limited to issues raised by the complainant. In restrictive
procedures, since there are no other interested parties, no one can make a complaint. In open
procedures, competitors could make a complaint, but in a system characterised by high levels
of political favouritism, they might lack confidence in the ability of the SCSPPP to conduct
an independent investigation or correct deficiencies. Losing bidders might consider it more
profitable to seek to enter the market by building political connections.
The Directorate for the Public Procurement System (DPPS) is responsible for supervising all
aspects of the PP system and initiating procedures before the Misdemeanour Court for violations
of legal provisions prescribed in the PP Act (ex ante and ex post supervision) such as failures by a
contracting authority to comply with the necessary procedures. However, given the weak nature
of the governance structures for Type C and Type D authorities, they can engage in a number of
high-corruption-risk activities without violating any relevant procedures. Moreover, the DPPS
treats potentially serious criminal activity (conflicts of interest, disregard for competitive procedures and direct contracting) as administrative investigations, within the (non-criminal) misdemeanour framework, which means that serious infringements tend to remain beyond the reach
of the punitive justice system. In addition, the organisation lacks the capacity to monitor and
adequately supervise the very large number of contracting authorities and contracts.
The DPPS has the potential to improve professional standards in public contracting
through its role in providing the obligatory training and certification of CPOs. However, reliant as it is on revenue from training and certifying CPOs, it arguably faces disincentives to fail
trainees or find evidence of misconduct among CPOs. Perhaps the most serious weakness of
the DPPS as a potential check on corrupt behaviour though is the fact that it lacks independence. DPPS staff have discretion to decide on the targets of pro-active investigations but, as
a department of the Ministry of Economy, they may be reluctant to initiate investigations that
challenge the government or ruling party.
The State Audit Office (SAO) verifies whether the financial statements issued by an audited
entity, including statements on public procurement, are true and accurate and verifies whether
the correct PP procedure has been applied in areas where it is obligatory. However, the SAO
audits only a fraction of contracting authorities. Type C and D contracting authorities might
only very rarely be subject to audits. Moreover, the SAO cannot impose remedies or sanctions
on an audited entity but simply publishes reports or, if criminal activity is indicated, may forward a report to the prosecutor’s office.
In theory, political influence over public procurement for private gain should be regulated
by rules about conflicts of interest, enforced by the Commission for Conflict of Interest (CCI).
The Public Procurement Act also defines situations in which a conflict of interest may arise,
e.g., if the representative of the contracting authority simultaneously performs managerial
duties for a participating company, or if the representative of the contracting authority holds
shares, stocks or other rights in the economic operator. Any action in breach of the law would
void the contract and criminal charges could be filed with the State Attorney’s Office.
However, the Act does not specify who is responsible for monitoring compliance with this
provision and our research revealed that even experts in this field were unsure about where responsibility lies. The CCI’s mandate does not stretch to cover many personnel involved in the
public procurement process, including CPOs, the senior managers of public companies owned
by regional and local governments and heads of contracting authorities that are appointed by
ministers, mayors or city councils.
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The police may also initiate investigations into public procurement where criminal acts are
alleged. However, while Croatia’s Office for the Prevention of Corruption and Organised Crime
(USKOK) and associated institutional framework is advanced in terms of the fight against corruption, the lack of public procurement expertise in prosecutors’ offices and police departments means
that they depend on other state bodies for expertise in understanding violations of the PP Act.
The 2011 Public Procurement Act also introduced new instruments designed to increase
transparency and enhance civil society scrutiny of procurement procedures. For example, the
Act obliges contracting authorities to adopt and publish procurement plans for the budget or
business year and to publish a six-monthly register of contracts and FAs awarded. However,
few of these rules apply to Type C and D contracting authorities. Indeed, Bajo (2012) has
questioned the ability of the public or civil society to scrutinise the financial operations and
performance of Type C and D entities in any way, because the official data that is provided
on their revenues, expenditure, assets and liabilities lacks adequate explanations of methodology. The ability for civil society to hold these institutions to account is further undermined
by their governance structure. For many such authorities, it is only the political owners that
have the power to impose sanctions on managers. Any internal accountability mechanisms are
ultimately controlled by the political patrons which appointed those managers.

Conclusions
The integrity of public procurement in Croatia is still undermined by the common practice
of contracting through entities which are subject to political influence and outside the scope of
many the institutional controls. The scope of this problem is extensive. In 2012, around 85% of
the total value of public procurement was carried out under weak control mechanisms, either by
Type C and D authorities or through petty procurement for which there is no obligation to observe specific procedures. Political leaders use their patronage powers over the heads of contracting authorities extensively and, in the construction sector, which was the focus of our in-depth
analysis, around one-half of contract value is won by tenderers which are also owned by the state
and thus subject to political control. A further large share of contracts is won by companies that
have been privatised, a process which was itself characterised by high levels of cronyism resulting
in the creation of an economic elite of company owners with close connections to politicians
and, arguably, a tendency to rely on those connections to keep their companies afloat.
Overall, this builds up a portrait of Croatia as an environment in which political leaders
and parties have great potential to influence the procurement process for the eventual benefit
of themselves or third parties. Evidence from the FIMI Media case, involving the most senior
politicians in a scheme that used public procurement to trade political donations for contracts,
shows how such favouritism works.
Our analysis of procurement in the construction sector further found that, whilst use of
restrictive procedures is not excessive, competition for public contracts is surprisingly weak in
a sector under considerable economic pressure. Moreover, many of the companies which are
most successful in winning public contracts are highly reliant on such revenues, and greater
reliance on public contracts is associated with higher levels of profitability.
Croatia’s public procurement law and the institutional framework of control mechanisms
provide for a good system in theory. In practice, a large share of public procurement is conducted
by contracting authorities which are either formally beyond the reach of these mechanisms or, in
an environment characterised by extensive political control and particularism, highly unlikely to
be challenged by institutions that are poorly resourced and lack independence.
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Policy recommendations
First, the priority for Croatia is to reduce the potential for political control over public procurement. A first step would be to introduce seven-year terms for the heads
of Type C and D contracting authorities, making them more independent of their
political owners. In addition, the corporate governance structures of these authorities
should be reformed to reduce the monopoly and discretionary power of the heads of
Type C and D authorities, and the activities of these organisations should be brought
under the remit of other institutional checks. In the longer term, it may be preferable
to transfer Type C and D authorities into the private sector, but there is traditionally
significant public resistance to such privatisation in Croatia.
Second, the accountability of the public procurement process should be increased
by improving the monitoring of contract implementation. This would help to ensure that contracts achieve good value for money and deliver the works, goods or
services intended to an appropriate quality standard. This alone would help to curb
the potential for money to be channelled out of the public procurement process for
private gain. State audits should include integrity matters rather than simply financial
audits, which often fail to identify corruption. The Netherlands national integrity
agency provides an instructive example; this organisation has the power to randomly
select public authorities for audits which check the integrity of procedures and make
recommendations to correct systemic weaknesses. The State Audit Office in Croatia
should be given powers to conduct such checks, make appropriate recommendations,
and to impose sanctions on authorities that fail to act on their suggestions.
Third, measures should be taken to improve the degree of competition for contracts,
not only in Croatia, but at the EU level. This is a complex task which requires contextsensitive interventions. Simply requiring procurement to be conducted through open
procedures is insufficient to promote competition, particularly in a context characterised by particularism. Instead, this objective should be pursued through a combination of regulation to force competition, e.g., by requiring a minimum number of
bidders for contracts above a certain value, and capacity-building, by assisting SMEs
in competing for large contracts. In Croatia, the latter goal might be best achieved
through designing clusters of SMEs and encouraging them to pool resources to purchase advice on aspects of the tender process or to establish joint bids. By contrast,
a recent change in Croatian public procurement law which increased the threshold
value at which contracts are regulated – from 10,000 euros to 35,000 euros - risks
facilitating corruption whilst failing to ready companies for market conditions. The
percentage of contracts classed as petty procurement in Croatia has grown dramatically following this change, and now represents 16-17% of all public procurement.
Finally, the integrity of public procurement is best ensured in systems where there is
a high degree of transparency about how public contracts are allocated and how they
perform. It is of key importance, therefore, to improve the collection of data about
public procurement and to expand tools which allow for cross-checking among datasets to identify risk factors such as conflicts of interest and political connections. The
Integrity Observers tools established by Croatian NGO Partnership for Social Development, with the support of the EU Commission and the Embassy of Switzerland
in Croatia, provide significant insights into public procurement. However, a lack
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1.

2.

3.

4.

of integrated data management policies in other aspects of governance – e.g., conflicts of interest, commercial registries, financial registries, concessions, investments
and urban planning - limit the utility of such data for tracking integrity in public
procurement. Significant improvements in transparency and accountability could be
achieved with further development and integration of such databases.
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 . Public Procurement in Infrastructure:
6
The Case of Turkey
˘
UGUR
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The Public Procurement Law was put in force in 2003 with an objective to improve competition, transparency and integrity. Although it had some limitations compared with the
EU directives, its enactment was a positive step in a country where irregularities in public
tenders were frequently encountered. However, the post-2002 incumbent government
party repeatedly changed it, with the results of frequent exemptions. Dozens of public
contracts have been taken outside the scope of it over time, leading the share of Turkish
public procurement in GDP (e.g. 5-6%) to fall significantly under the EU equivalent
(15-16%). The use of non-competitive tender procedures such as direct procurement and
restricted procedure has been on rise while the use of competitive open procedure is declining. Unlike the EU regulations, the PPL does not include procedures and provisions
for the delivery of public private partnership contracts, which has risen as preferred allocation means in large scale infrastructure investments. The outcome of allocation therefore is increasingly reflecting particularism, with foreign participation in public tenders
decreasing, and a price advantage award to domestic bidders in international tenders
extensively and increasingly used in recent years.
The perception of corruption or corruption risk is a serious concern for much of Turkish
society, which is clearly observable in public opinion surveys. For instance, according to a
Corruption Survey by Ernst & Young (2013) Turkey performed relatively better than certain
European countries in terms of public perception of bribery and irregularity, but failed in
the area of public procurement: 39% of respondents think that bribery is a must in order to
qualify for a public procurement contract. Transparency International (2013) identified public
procurement as one of the sectors’ most susceptible to corruption, with many cases involving
high-level figures. Similarly, the 2013 Enterprise Survey study by the World Bank and IFC
(2013) singled out public procurement as the greatest source of corruption along with other
activities such as getting a construction permit, as well as import and operating licenses. A
nationwide survey conducted amongst firms (Adaman et al. 2009) revealed that the perceived
favouritism in large scale public contracts such as highway and dam procurement increased
between the years 2004 and 2008.
Preventing the emergence of such a bleak picture has been one of the main aims of Public
Procurement Law (PPL) N. 4734, which was enacted in 2002 and put into force in 2003.
The PPL has been implemented over the years during the reign of consecutive Justice and
Development Party governments (Adalet ve Kalkınma Partisi, AKP, post-2002 incumbent),
with much help from the bureaucrats mostly appointed by the same party. In other words,
the PPL and its implementation have not passed the test of being managed and audited by a
different government formed by other parties. The AKP governments have made amendments
in the PPL over time, claiming to increase competition and transparency, as well as achieving
further alignment with the EU procurement rules and procedures. The PPL has been repeat84

edly amended during the same party rule to the point that it has significantly deviated from
its original structure over the years1. Some amendments might have really improved competitive conditions and increased value for money in public procurement. However, it seems that
a large part of the changes enacted to date have imposed much higher costs to the public by
actually restricting competition and transparency.

I. Construction and Procurement Market Developments
The share of public construction expenditures constituted around 17-20% of total public
expenditures over the period of 2008-2013. The sum of public and private construction expenditures accounts for roughly 8-9% of GDP in the same period. The private sector’s share in the
total construction expenditures (e.g. 5-6% of GDP) is twice as much as corresponding public
expenditures (e.g. 3% of GDP). It is thus reasonable to suggest that the construction industry in
the country offers considerable business opportunities to both domestic and foreign contractors (Column I in Table 1).
Table 1. Construction and Public Procurement Markets (%)
Years

Construction (I)
Share of pubPublic
lic construc- construction in total
tion/
expenditures
GDP

Share of public procurement in GDP (II)
Private
construction/
GDP

Central
government (1)

Local
government (2)

Subtotal of
(1) and
(2)

SEEs
(3)

Total

Share of work
contracts in
total procurement

2008

19.0

3.2

6.3

3.3

2.7

6.0

1.1

7.2

38.2

2009

16.6

3.1

4.7

3.1

1.6

4.7

0.9

5.6

37.1

2010

18.3

3.3

5.1

2.6

1.7

4.2

0.7

4.9

34.5

2011

18.2

3.2

5.9

2.7

1.5

4.2

1.4

5.5

52.5

2012

16.9

3.2

5.8

2.6

1.9

4.5

1.3

5.8

57.2

2013

19.8

3.9

5.2

2.8

2.0

4.8

1.3

6.1

60.0

(1) General and special budgetary agencies and social security institutions
(2) Municipalities, special provincial administration, local administrative unions and municipality-owned companies
(3) State economic enterprises
Source: Ministry of Finance, Ministry of Development, and Public Procurement Agency

The share of public procurement as a percentage of GDP remained within a range of 6-7
% in the investigation period with a declining tendency. Although its proportion of GDP is
lower than the EU (which is about 15-16 %), it still makes up significant part of the Turkish
economy. The share of central government procurement in GDP (about 3%) is higher than
that of local governments (on average 2%), indicating that public expenditures are rather
centralized in the country. Procurement of SEEs accounts for about 1% of GDP. Public works
contracts constitute a larger part of total procurement with a growing tendency, and its share
in total was 60 % in 2013 (Column II in Table 1).
The 35 amendments having been made in the course of 11 years have changed 135 (sub) provisions of the PPL.
Ex-president of Turkish Contractors Association Eren (2010) argued that the PPL needs to be comprehensively
revised to get a well-structured legislation in order to improve value for money in public procurement.
1
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II. Legal Framework
1. Impartiality of Tender Commissions
The PPL contains explicit provisions for the establishment and working conditions of tender
commissions. However, it remains silent on how to ensure commissioners’ autonomy against improper influences which can manipulate and distort tender outcomes. For a start, commissioners
who disobey improper requests may be unseated for any reason (e.g. she/he can be assigned/re-assigned to different positions) before the procurement process concerned is completed. There appears to be no mechanism to block such potential improper actions related to the commissioners’
tenures. Second, tender commissions may consist of members who have a superior-subordinate
relationship in the workplace independently of their responsibilities in the tender commissions.
Thus, the former might force the latter to meet improper demands in order to support a favoured
bidder by exercising their superiority over subordinate(s) through threats to block promotion in
their careers. Furthermore, asymmetric information and transaction cost problems may arise,
because tender commissions are required to be separately appointed for every single tender. On
the positive side, the replacement of members of previous commissions by new ones may make
it difficult for interest groups to capture commissioners, because the time and monetary cost of
engaging in corrupt activities would increase as long as the rate of commissioners’ substitution
is high, engendering information asymmetry between new commissioners and interest groups.
On the other hand, frequently unseating commissioners may impose transaction cost on public
contracts, because each new commissioner needs to spend extra time and effort to ascertain how
to efficiently carry out procurement procedures2.
2. Evolution of Procurement Law
The PPL has frequently been amended over time. Some of the changes made to the PPL
have improved transparency and competition so as to eliminate corruption risks, while others
have distorted its structure by contributing to the emergence of new risks.
3. Eliminating Corruption Risks
3.1. Electronic public procurement platform
One of the amendments introduced provisions enabling the Public Procurement Agency
(PPA) to establish an electronic platform with the hope of increasing transparency and competition so as to ensure integrity in public procurement. The E-procurement platform (Electronic Public Procurement Platform- EPPP hereafter) officially started operation in September
2010 and has successfully evolved up until now. All tender documents from contract notices
towards tender results are required to be published in the EPPP. It has eventually engendered
two crucial outcomes. First, the preparation and publication of tender documents have been
standardized so that procurement officials are no longer allowed to misinterpret them. Second, although the EPPP does not allow online bidding, tender call notices are required to
be published through its electronic bulletin. Therefore, it is possible to say that transparency
and competitive conditions have been improved in public tenders (albeit to a limited extent)
simply because more candidates have been enabled to get electronic information about tender
calls across the country, perhaps resulting in more participation in public procurement.
2

Note that it is still possible to assign the same officials to different commissions.
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3.2. Abnormally low tenders
The PPL initially introduced a new concept, the rejection of abnormally low bids (ALB)
in line with EU directives. Within this concept, tender commissions are required to identify
the ALBs compared with other bids and estimated cost calculated by the contracting agency
which is also required to be kept confidential. Tender commissions enjoyed broad discretion
to evaluate and reject ALBs, likely resulting in the rejection of lower bids and the selection of
a favoured-bidder with a relatively higher bid. The trick to discriminate between bidders, and
to support a favoured one was working as follows: in suspected cases, the contracting agencies
were artificially calculating the estimated cost much higher than real market conditions that
bidders should normally take into account while preparing bids. Therefore, a high number of
bids were likely becoming abnormally low except for risk-averse bidder(s) with higher bids. A
contracting agency with broad discretionary power was able to accept only the expression of
the single (favoured) bidder whose bid’s status would then move up from the ALB to the lowest bid enough to win the tender concerned3. In other cases, a contracting agency was able to
directly identify all bids as abnormally low only lower than the bid of a favoured bidder who
would become the winner of the tender4.
Eventually, an amendment in 2008 improved the evaluation process and considerably limited the discretionary power of tender commissions by introducing an objective criteria set
for the evaluation of tenders. The PPA has also been authorized to prepare detailed guidelines
regarding how to deal with ALBs, which then has also published a larger set of relevant rules
and procedures.
4. Emerging Risks
4.1. Exemptions
A growing number of public contracts have been left out of the PPL over the years. We
have estimated the size of exemptions by calculating the difference between the actual volume of expenditures of central and local governments on goods, services and works contracts
For instance, Istanbul Water and Sewerage Administration (İstanbul Su ve Kanalizasyon İdaresi, İSKİ) a
subsidiary of Istanbul Metropolitan Municipality (İstanbul Büyükşehir Belediyesi, İBB) called tenders for the
construction of a water distribution network with an estimated cost of TRY 21.2 million in the past. 43 out of
57 bids were considered as abnormally low. İSKİ approved the viability of only single bid among the rejected
bids with an amount of TRY12.2 million, the owners of which have allegedly maintained close connections
with top level politicians for years. Note that, the bid envelopes submitted were opened in front of all bidders
participated in the tender in order to secure transparency. Most probably with an advantage of being informed
about the value of other failed bids, the winning company authorized one of failed companies with a bid value
of TRY9.6 million as a sub-contractor. Interestingly, before the award, the contracting agency had not been
convinced with the explanation of sub-contractor which then successfully completed the awarded network
construction. Thus, winning company presumably gained an easy-profit not less than the difference between
its own bid and the sub-contractor’s bid submitted earlier -i.e. TRY2.6-(Gürek, 2011; pp. 56-7). We are unaware of whether or not the winning bidder incurred any other cost paid covertly. Winning bidders of such
tenders are called ‘bag-man’, because they transfer works contracts to a sub-constructor shortly after winning
tenders without engaging in the construction work.
4
In another tender carried out again by the İSKİ for the construction of wastewater network and collector, the
threshold value for the identification of ALB was calculated as TRY10 522 350.00. The difference between
the threshold value and winning bid (TRY10 522 350.01) was only TRY1 cent (the PPA Decision Date Jan.
11, 2006 and N.2006/UY.Z-3143). Allegedly the winning bidder was a close friend of top managers of İSKİ.
3
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and total public procurement of said procurement agencies on the same areas. The difference
between two figures indicates the potential amount of public procurement exempted from
the PPL which is about 4% of GDP in 2013. In monetary terms, a representative amount of
exemptions has jumped from €9.1 billion in 2008 up to €24.8 billion in 2013, indicating a
growing tendency (Table 2).
Table 2. Potential Size of Exemptions in GDP (%)

Years

Total expenditures of
central and local government/GDP

Total procurement of
central and local governments/GDP

Exemptions/
GDP

Amount of potential
exceptions (billion €)

2008

7.9

6.0

1.8

9.1

2009

8.5

4.7

3.7

16.6

2010

8.2

4.2

3.9

21.6

2011

8.1

4.2

4.0

22.2

2012

8.2

4.5

3.7

23.0

2013

8.8

4.8

4.0

24.8

Source: Ministry of Finance, Ministry of Development, Public Procurement Agency, and Authors‘ Calculations.

Exclusions seem to have been introduced on an ad hoc basis. Many public officials seem
willing to avoid PPL procedures and the review mechanism of the PPA. Therefore, individual
ministries have frequently introduced new exemptions. Under single party rule, parliamentarians were unable to check and balance the changes proposed by the government. Thus bigticket projects5 and/or agencies responsible for these kinds of projects are also excluded from
the scope of the PPL. The procurement procedures of exempted contracts are quite flexible
compared with those managed within the scope of the PPL6, thus making the former types
more prone to the abuse. Although the expenditures of public institutions are finally audited
by Turkish Court of Accounts (TCA), flexible procurement rules may still reduce the efficiency
and effectiveness of audit by the TCA.
4.2. The use of non-competitive procurement procedures
The scope of special conditions enabling the use of non-competitive tender procedures has
been expanded over the years. Therefore their use has significantly increased over time. Table 3
provides supporting figures for this argument. For instance, the use of restricted procedure has
For instance, 2011 Winter Universiade Olympics with a cost of €225 million; Fatih project aiming at putting
a tablet computer on the table of every student in elementary schools with a cost of €2.8 billion in total; organization of G-20 meeting to be held in 2015 with a cost of €365 million; IMF-World Bank Istanbul Summit
with a cost of €107 million (ironically, IMF-World Bank along with the EU as external anchor forced Turkey
to undertake the EU procurement directives with an objective to remove exemptions among others in public
procurement in the wake of 2000-01 financial crisis).
6
While defending the exemption of G20 meeting from the PPL, an AKP’s deputy said that “we would need to
become flexible against unexpected developments, because it is a huge organization. For instance, if we rented
50 luxury automobiles and used just 10, we would have been held accountable for the unused 40 cars under
the PPL provisions” (Kuvel, 2014).
5
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grown from 2% in 2008 to 9 % in 2013. Moreover, the share of direct procurement7 in total
has increased from 7% in 2008 to 21% and 12% respectively in 2011 and 2012, and fell back
to its initial value of 7% in 2013. Conversely, the proportion of competitive open procedure
in total has sharply dropped by 8%, from 81% in 2008 to 73% in 2013 (Row I in Table 3).
One of the main goals of the EU procurement directives is to improve competitive conditions in the single market. Conversely, Turkey appears not keen to benefit from international
competition in procurement markets. The PPL involves a specific provision which enables
contracting agencies to apply a price advantage up to 15% for domestic bidders8. Furthermore,
the procuring administrations may enable only domestic bidders to participate in public tenders in cases when the estimated costs fall below the threshold values9,10.
Row II in Table 3 again provides information with respect to international participation
in total public procurement. The share of internationally competitive procurement in total
dropped from 68% in 2008 to 63% in 2013. In other words, 37% of total procurement was
closed to international competition in 2013. Furthermore, the domestic price advantage was
extensively used. The proportion of public procurement with domestic price advantage in
international tenders has significantly risen from 15% in 2008 to about 40% in recent years.
Turkey’s growing interest to protect domestic bidders against international players may however backfire in the common market while helping consolidation of some domestic actors.
Moreover, the lack of foreign competition may mitigate efficiency in public procurement,
facilitating opportunistic behaviours between domestic bidders and procurement officials.
4.3. Reducing sanctions
Corruption in public procurement requires collusion among politicians, bureaucrats and
businessmen. In 2013, the country witnessed an unprecedented solidarity between ruling AKP
on the centre-right and the main opposition People’s Republican Party (Cumhuriyet Halk Partisi, CHP) on the centre-left. Under this solidarity initiative, two parties along with the support of other smaller parties, National Movement Party, (Milliyetçi Hareket Partisi, MHP) and
Peace and Democracy Party (Barış ve Demokrasi Partisi, BDP) unanimously amended Turkish
Penal Code Law N. 5237 (TPC) in order to reduce the term of imprisonments imposed on
the those engaging in bid-riggings in public tenders.
In fact, the statement made the then-Interior Minister at the beginning of the year 2014
provides a useful insight to help better understand the very raison d’être of this amendment.
Between the year 2009 and the year 2013 the ministry authorized 3,861 investigations for
mayors across the country (Cihan News Agency, 2014). The breakdown of this figure according to the political parties is as follows: AKP (1,682), CHP (1,181), MHP (481), BDP (199),
and others (318). Allegations against mayors basically involve bid-rigging in public tenders as
well as the forgery of official documents and membership in a terrorist organization. ApparentDirect procurement enables the contracting agencies to purchase their needs directly from the sole supplier
through negotiating about technical terms and price under certain conditions.
8
Domestic bidder means Turkish citizens and legal persons established in accordance with the Laws of Republic of Turkey.
9
The threshold value of works procurement was about €11 million in 2014.
10
The law amendment of 2013 made optional domestic price advantage of up to 15 % compulsory for medium and high-technology industrial goods. The amendment introduced offsets which allow the contracting
agencies to request compensating measures if goods are not produced domestically. The change contradicts
the EU acquis.
7
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ly, none of the political parties represented in the Turkish Grand National Assembly (TGNA)
were sure whether their mayors would remain clean. The relief introduced by the amendment
would also be exploited by the procurement officers of central government as well as that of
local administrations. When taking into account the signal sent by the solidarity of political
parties represented in the TGNA in the amendment process, it is reasonable to suggest that
launching an investigation for the bid-rigging allegations would hereupon be hampered, while
mischief in public tenders would be implicitly tolerated.
Table 3. Selected Procurement Statistics (%)

I. Use of procurement procedures
(as share in total)

II. Foreign participation in total
procurement

III. Cancellation
rate of tenders
complained

Years

2008

2009

2010

2011

2012

2013

open procedure

81.0

79.0

78.0

66.0

71.0

73.0

restricted procedure

2.0

2.0

4.0

7.0

9.0

9.0

negotiated procedure

10.0

11.0

9.0

6.0

8.0

11.0

direct procurement

7.0

8.0

10.0

21.0

12.0

7.0

share of procurement open
to foreign participation

68.0

66.0

67.0

61.0

64.0

63.0

share of procurements with
domestic preference in procurement open to foreign
participation

15.0

21.0

21.0

34.0

42.0

38.0

cancellation rate of tenders
complained

11.9

6.2

4.1

3.5

3.7

2.2

Source: Public Procurement Agency

4.4. Appeal mechanism
An important particularity of the PPL was the establishment of the Public Procurement
Agency and the introduction of appeal mechanism for bidders who claim that they have suffered from a loss of a right or otherwise damage by the process. The first members of the
Public Procurement Board (PPB) had been appointed before the AKP took office in 2002.
The AKP governments completely reshuffled formerly appointed board members in 2007.
The appointment criteria of board members are allegedly the relations to the AKP’s cadres
rather than merit. As a result of such political appointments, the PPB has allegedly begun not
to consider some award decisions as a violation of law in recent years which were regarded as
infringement by ex-members of the Board. The policy shift of the PPB regarding appeal decisions are explained as an attempt to ignore or tolerate irregular procurement decisions of the
central government and the AKP municipalities. Raw IV in Table 3 depicts cancellation rates
of tender decisions complained in works procurement. While the PPB was cancelling 11.9%
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of tenders appealed in 2008, it invalidated just 2.8% in 2013. Note that the cancellation rate
was 22.9% in 2006 which was the very last year of tenure of board members appointed before
the AKP. These figures apparently illustrate how the decisions of PPB have shifted from protecting complainants towards safeguarding accused contracting agencies.

III. Public-Private Partnerships
Public-private partnerships have been extensively used in many European countries including Turkey for the delivery of infrastructure investments over the last two decades. Unlike EU
procurement directives, the current Turkish PPL does not involve rules and procedures for the
procurement of PPPs. Therefore, the PPA is not in charge of exercising ex post control on PPP
procurement, implying that the decisions taken in bidding processes by the contracting agencies are appealed only to the courts where delivering final verdicts may last for years, which
may indeed reduce the effectiveness of the appeal.
Concerning implementation, 72 contracts with a project value of €52.8 billion were signed
between the beginning of 2008 and the end of 2013. These contracts constitute 41% of those
PPP contracts which were delivered between early 1990s and 2013, while the value of the contracts of the period of 2008-13 accounts for 67% of the total, indicating that the government
has tended to deliver larger-scale investment projects through PPPs in the most recent years.
1. Relations Between Government and Businesspeople
17 out of 72 PPP contracts were awarded to eight companies which won contracts individually in some tenders or jointly in others since 2008. The value of contracts awarded to
these companies is worth about €43.2 billion and accounts for 82% of total projects. The
main characteristic of these companies among others is that they are key participants of the
so called ‘pool media’ which was allegedly formed by the request from top level government
officials according to the corruption prosecution reports and voice recordings leaked on 17
and 25 December 2013. According to Bloomberg (Srivastava et al. 2014) and many other
sources11, an attempt was made by business allies of government to secure control of SabahATV media group in order to reposition it as the government’s mouthpiece. Aforementioned
eight companies were allegedly required to put 630 million US dollars in the pool in return
for the promises to award them major government tenders including a multibillion-euro third
airport in Istanbul and some other major transport and energy projects12. Furthermore, it was
allegedly promised by some members of government to provide loans from public banks for
those who claim lack of cash money to contribute to the pool. Accordingly, the Sabah-ATV
media group was purchased by one of members of the pool allegedly with the pooled funds. 13
All of those alleged to have participated in the pool denied any wrongdoing (Dombey, 2014).
The Turkish government has described the bribery and corruption accusations as “a judicial coup
See among others, Cengiz (2013), Rethink Institute (2014), Schenkkan (2014), and sources cited therein.
Besides, the members of ‘the pool media’ also allegedly made donations, upon request of top level decisionmakers, in the form of both cash and real estate to the Turkey Youth and Education Services Foundation
(Türkiye Gençlik ve Eğitime Hizmet Vakfı-TÜRGEV) whose executive board is composed of relatives and
close friends of the then Prime Minister (Gürsel, 2014).
13
In the meantime, a deputy of the main opposition party, CHP, directed a parliamentary inquiry (Oran,
2013) to the then Prime Minister in order to ask whether a minister on behalf of him had asked millions of
US dollars in bribes from a group of businessmen known to be close to the government for the acquisition of
the Sabah-ATV Media Group. As of this writing, the inquiry has been unanswered.
11
12
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attempt”, launching a strong fight against investigators at police and judiciary through sacking and relocating hundreds of officials who had initiated the graft probe. The government got
strong support from voters in municipal and presidential elections held respectively in March
and in August 2014 as proof of renewed legitimacy, but concerns still remained. In autumn
2014, the newly-appointed chief prosecutors dropped the corruption prosecution against all
suspects including ministers, their relatives and businessmen. The reasoning behind the decision
was that previous prosecutors in the probe breached judicial procedures, and conducted unlawful wiretaps and physical surveillance in order to attempt to overthrow the government (Gürsel,
2014)14. Although the government has survived, the four cabinet ministers whose sons and relatives were linked to the investigation were forced to resign (Arango, 2014). Furthermore, the
then Minister for Environment and Urban Planning, one of alleged ministers, announced his
resignation from Cabinet and Parliament, further calling on the then Prime Minister Erdoğan
to resign because most of the amendments on construction plans mentioned in the investigation
had been made within the then Prime Minister’s knowledge (Hürriyet Daily News, 2013)15.
Finally, a parliamentary investigation committee established to examine the graft allegations decided not to commit for trial four former ministers accused, and TGNA subsequently approved
the Committee’s decision.
At the end of the day, the companies alleged to have participated in the scheme won the
new airport tender of Istanbul as well as some other major tenders in the transport and energy
sectors. Furthermore, they stand out as the winners of large-scale public tenders over the last
decade. Although the establishment of these companies goes back to years before, their growth
has gained great momentum in recent years.
2. Risks in PPP Contracts
PPP contracts give the private operator the right only to collect revenues. Since PPP assets
are still owned by the government, they cannot be pledged against loans which are expected to
finance the project concerned. The only asset to be used as collateral is the revenue stream of
the project concerned. Besides, the governments generally retain a right to early termination
of the contracts under certain conditions. If the government terminates a PPP contract before
it expires, the creditors have no right to the revenue generated in the remaining period of the
original contract. These limitations inherent in part of the PPP/concession contracts increase
re-payment risks, raise capital costs and affect overall financing conditions.
In this context, some large scale PPP projects in Turkey had been long unable to qualify for
the needed project finance. The related laws were amended with an objective to provide loan
guarantees for PPP projects in 2013. Within the framework of the new guarantee scheme, the
government will assume the relative debt in the events in which PPP contracts are terminated
before their expiration date, and then take over PPP assets in question. Furthermore, the newly
introduced guarantee scheme has also been granted to previously signed contracts which had
been still unable to put altogether the needed private finance. This is not the only legal change
which affects financial conditions of PPP contracts after they were signed. For instance, the
Value Added Law was amended in 2012 to introduce exemptions for PPP projects signed beIncidentally, the then Prime Minister Mr. Erdoğan publicly confirmed at least one of wiretaps in which he
was instructing a manager of a broadcasting firm to remove an opposition politician’s speech on TV (Schenkkan, 2014).
15
Soon after, the minister took back his resignation and apologized to the then Prime Minister.
14

92

fore the amendment. All in all, these kinds of amendments provide extra advantages for those
private companies.
The stated reasoning of amendments was to improve the bankability of PPP contracts,
and deliver public services in question on time. Even if these arguments are valid, it is still
plausible to claim that the expected benefit of competitive tender being executed long before
the amendments took place would have been significantly reduced if the winning bidder had
strategically overbid or underbid to enter a PPP contract with an expectation or assurance of
revising it at a later stage16.
It is a well-known fact that PPP contracts have frequently been revised in Turkey, but their
nature of confidentiality seldom enables third parties to evaluate financial consequences of the
amendments. Fortunately, we still have open sources which may signal risks regarding the contract revisions. In this respect, the new multi-billion-euro airport tender of Istanbul, which was
won by a consortium including companies involved in the “pool media” in 2013, represents
an interesting case. The tendered airport’s estimated cost is about 28.9 billion euros of which
6.7 billion euros is investment value and the rest (22.2 billion euros) will be paid to government by the consortium as annual rents over 25 years starting when the airport is set to open.
Like many other PPP projects, the airport project has long suffered from lack of funding and
is likely to benefit from debt assumption guarantee as well. Most strikingly, the BOT (Build,
operate, and transfer) contract of airport was allegedly revised to reduce investment cost. According to the news reported by Boyacıoğlu (2014), reaching the desired elevation level for
the airport, which is planned to be built on an area with many old open-pit coal mines that
must be filled, requires around 2.5 billion cubic meters of filling material. After the contract
was signed, the elevation level of the airport has been allegedly reduced to lower the amount
of filling material needed17. A deputy of the main opposition party CHP submitted a parliamentary inquiry (Acar, 2014) to be replied by the Minister of Transport, Maritime Affairs,
and Communications (TMAC hereafter) in order to request information about (i) whether
the elevation level was reduced by 30 meters which may carry out cost savings amounted to 2
to 3 billion euros, (ii) why the revision of elevation was made shortly after the tender, and (iii)
what else changed other than identification of winners after the tender18.
Last but not the least, the Turkish Court of Accounts (TCA, 2012: pp. 22-4) reported
that while transferring operation rights of electricity distribution companies, millions of euros were left in the bank accounts of the companies on the transfer day. During transfer of
operation rights of distribution networks, the cash accounts of distribution companies were
underreported, and non-reported accounts were not taken into account in the valuations, and
Şimşek (2012) reported that some of failing bidders of Gebze-Izmir Motorway and Izmit Bay Crossing
Project with an investment value of 4.9 billion euros had claimed that they would have submitted higher bid,
had they been told that technical and financial specifications would be changed in this manner.
17
In fact, in a newspaper interview, one of the members of the consortium said: “We would build up the
airport much cheaper than its estimated cost, that’s why we did not get nervous in the tender. If we had had
a foreign partner, we would seldom have submitted a bid at such a high level” (Güngör, 2013). This businessman’s tax debt of €151.6 million was allegedly cleared through reconciliation in 2010 as well (Today’s Zaman,
2014).
18
As of this writing, the inquiry has been still unanswered within required period of time. However, the Minister of TMAC informally asserted in the press that all bidders before the tender had been informed about
that a change may be made in the elevation level of airport project through an addendum, if needed at further
stages of investment. Moreover, he noted that if a cost saving emerges from a change in the elevation level, it
will certainly go to the public purse (Hürriyet Daily News, 2014).
16
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eventually transferred to acquiring firms. On the other hand, the report stated that compared
to previous months, electricity usage was also significantly underreported in the bills a month
before the contract date, then the non-reported usage was billed by new private-operators,
causing a wealth transfer from public to private party.

CONCLUSIONS AND POLICY RECOMMENDATIONS
The Public Procurement Law was put in force in 2003 with an objective to improve competition, transparency and integrity. Although it had some limitations compared with the EU
directives, its enactment was a positive step in a country where irregularities in public tenders
were frequently encountered. However, the post-2002 incumbent AKP repeatedly changed it,
so that it has significantly been deviated from its original structure.
The most striking feature of amendments is the emergence of frequently introduced exemptions. As such, dozens of public contracts have been taken outside the scope of it over
time. Therefore, the share of Turkish public procurement in GDP (e.g. % 5-6) is much lower
than the EU equivalent (% 15-16). The exemptions are frequently introduced in order to
avoid tight regulations of the PPL and oversight authority of the Public Procurement Agency.
The exempted public contracts have been procured through relatively flexible rules and procedures. Note that even though the flexible procurement rules and procedures may expedite
procurement process, they are still prone to opportunistic behaviour. Furthermore, the use of
non-competitive tender procedures such as direct procurement and restricted procedure has
been on rise while the use of competitive open procedure is declining. In the meantime, the
foreign participation in public tenders has decreased, and the price advantage to domestic bidders in international tenders has been extensively and increasingly used in recent years.
Unlike the EU regulations, the PPL does not include procedures and provisions for the
delivery of PPP contracts. Given the fact that, delivering especially large scale infrastructure
investments through PPPs has emerged as one of the crucial policy objectives of the government, this issue becomes more significant than ever. Currently, the legal structure of PPPs is
very fragmented, implying that almost every sector and model has its own procurement law
which is largely incompatible with the PPL and the EU regulations. Not surprisingly, smaller
group of companies which have allegedly close connections with top level politicians won PPP
contracts worth billions of euros. In other words, the public procurement and PPPs have likely
to become significant means of business development for particular enterprises cultivating
close relations and affiliations with high-level representatives of the government.
Based on our analyses and findings, the following policy implications and recommendations could be put forward:
Public procurement regime of any country cannot and should not be analysed independently of overall characteristics of dominant governance system in that country.
Thus, institutional and incremental improvements in Turkey in such areas as rule
of law, independence, impartiality and integrity of the judiciary, transparency and
accountability of governing bodies would definitely contribute to the betterment of
public procurement policies and practices in the country.
The initial legal-institutional framework governing public procurement should not
be the sole source for understanding the actual situation in the country. The changes
and challenges emerged during the implementation phase should also be assessed
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diligently. It is plausible to assert that through the frequent amendments and exemptions introduced over the years, some key properties of the PPL serving as a general
framework for public procurement in Turkey has been significantly eroded. Therefore,
policy makers should give priority to restore-reinvigorate key elements of the PPL aimed
at supporting effective competition and reducing risks of collusion and corruption in
public procurement in line with the needs of the country as well as with EU directives
and best practices.
The increased use of PPPs in Turkey calls for a renewed attention from policy makers
and the public at large to the need for developing a comprehensive legal-institutional
framework for PPPs, as well as to the risks and challenges surrounding the current
practices in the country.
Policy makers and researchers should also pay long-overdue attention to institutional
autonomy and capacity of public bodies regulating, overseeing and/or managing public procurements. Governance characteristics and operational capabilities of public
procurement agencies should not be left out of current policy debate as ‘black boxes’
of public procurement system.
Finally, the data recording and information sharing policies of the PPA and other
public organizations involved public tenders and purchases should be improved so
as to increase transparency and accountability. Monitoring and control mechanisms
associated with public procurement system of the country should shift attention
from almost solely focusing on procedural adequacy to detecting systemic fraud (cf.
Fazekas et al, 2014, p. 88). Although general tendencies can be observed through
aggregate data, the contract level data are still needed in order to evaluate bidding
strategies in certain tenders and sectors. Nevertheless, the PPA of Turkey does not
publish tender-level data, reducing transparency and limiting external evaluation of
researchers. Thus, the contract-level data should be published in the standard manner
in order to improve transparency and accountability by allowing third parties to use
various data mining techniques for independently assessing the public procurement
policies and practices in the country.
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7. Ukraine’s Uncertain Reform Process
ANDREW WILSON

Ukraine has always been one of the most corrupt post-Soviet states, for two main reasons.
The first is a political economy that provides just enough rent-seeking opportunities for the
elite but not enough surplus for a social contract with the general population (Wilson 2013).
The second is the nature of the political deal made at the time of independence in 1991: the
dissident-led opposition movement wasn’t strong enough to take power on its own, so struck
a deal with the Soviet nomenklatura - that they could stay in power and enrich themselves, so
long as the latter shifted to the national cause (Wilson 2015). Those that did so became the
first generation of Ukrainian oligarchs in the 1990s; ‘red directors’ and businessmen-bureaucrats, exploiting the arbitrage and state subsidies of a semi-reformed economy.
That said, corruption under President Viktor Yanukovych from 2010 to 2014 reached a
new meta-level entirely (Wilson 2014). Corruption is here defined ‘not at the individual level
– undue profit from abuse of public authority – but at the societal level, as a governance regime… which deviates significantly from the norm of ethical universalism, where similar rules
apply to everyone resulting in an allocation of public resources which is partial and unfair, due
to the presence of ties of a personal and particular nature between office holders and certain
individuals or groups’ (Mungiu-Pippidi 2013). That group was the literal and metaphorical
Yanukovych ‘Family’, which increasingly monopolised the corruption ‘vertical’, either dispossessing older oligarchs or sharing the spoils with a smaller number of leading oligarchic groups
who bought in to and supported the system, especially the groups controlled by Dmytro
Firtash and Rinat Akhmetov.
The new vertical both increased the amount of corruption, with rake-offs rising to 50%, and
devised new forms, particularly in the gas sector and plundering procurement and the state budget. Energy subsidies were 7.5% of GDP ($13 billion) in 2013, with at least a quarter of cheaper
household gas diverted to industry or being resold abroad. State procurement levels exploded
after open tender was abolished in July 2012, to 250 billion UAH or $21.1 billion in the next
twelve months (Åslund, A. 2013).

1. Euromaidan and After
Corruption, and the predation that fed it, was one of the driving forces of the three months
of ‘Euromaidan’ protests that culminated with the flight of Yanukovych in February 2014.
Despite the hopes of the protestors, there has been slow progress in tackling corruption since.
Ukraine was largely distracted from urgent tasks of domestic reform between the Russian coup
d’état in Crimea in March 2014 and the parliamentary elections the following October. A new
government was formed by December 2014, though its reviews were mixed. According to
Anders Åslund, this is Ukraine’s ‘first serious, able government in years’ (Åslund 2015). Others
see the same old faces and complacent inaction (Herszenhorn 2015).
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The truth, not surprisingly, is in between. But there is no single ideology or group guiding the putative reform process. There is no guiding elite comparable to Mikheil Saakashvili’s
first term as President of Georgia, from 2004 to 2008. Ukraine is anyway bigger and more
diverse, and reform cannot simply be imposed top-down – the more balanced constitution
of 2004 having been restored after February 2014, There is a coalition of forces pushing for
reform: including the EU, International Financial Institutions, the ‘foreigners’ parachuted into
several government ministries, NGOs, and some of the new MPs (236 out of 423 MPs in the
parliament elected in October 2014, that is 56%, were new).1 But the various groups do not
necessarily interconnect and reinforce one another. Which also means there is little in terms of
reserve strength; there is no backbone to rely on when the going gets tough. Arguably, at least,
a patchwork process is better than the Russian model of change by trauma, using events like
the Khodorkovsky arrest in 2003 to reshape relations between the state and the oligarchs; but
this remains to be proven.
The strongest of these forces is the reform coalition among civil society, journalists and
NGOs. According to Daria Kaleniuk of the Anti-Corruption Action Centre (ANTAC, see
antac.org.ua), the biggest change since 2014 has been that ‘journalists and civil society have
more tools for exposing corruption’.2 These include NGOs like ANTAC itself and the Reanimation Package of Reforms (RPR, see rpr.org.ua), and a network of honest journalists
at papers like Dzerkalo tyzhnia (dt.ua) and sites like Ukraïnska Pravda (pravda.com.ua) and
Nashi Groshi (‘Our Money’, see nashigroshi.org), who are not involved in kompromat (spreading ‘compromising materials’ disguised as journalism). They helped push for new transparency laws passed in October 2014 that serve as a further ‘tool’ for their work; including a
Public Registry of Property and a Law on Beneficial Owners (i.e. transparency in business
ownership). A National Agency for the Prevention of Corruption was supposed to launch in
July 2015, tasked with monitoring the income and asset declarations of politicians and bureaucrats. Its eight member board was supposed to be split evenly between representatives of
NGOs and of state ministries.
According to Kaleniuk, ‘Ukraine is turning into a haven for investigative journalists’.3 The
exposure risks for corrupt politicians are high. Many were forced to resign in 2014-15, although legal processes were much less likely, given the failings of judicial reform (see below).
Nataliia Gumeniuk, head of Hromadske TV (int.hromadske.tv), agreed: ‘scandals have gone
underground’. The risk of exposure is too high. Though there are ‘resignations, but no legal
redress’. Arguably, the constant talk about corruption in the media even ‘makes people think
corruption is worse than it is’.4 Although free media like Hromadske TV exists alongside
oligarch-controlled media, especially the main TV Channels; which are still used as channels
of kompromat.

2. The Anti-Corruption Bureau
Groups like ANTAC and RPR were also instrumental in setting up the National Anti-Corruption Bureau (NABU), due to launch in October 2015, though EU conditionality in funding
support also helped. NABU’s designers also tried to avoid many of the pitfalls of the Moldovan
See the figures at http://chesno.org/media/gallery/2014/10/30/parl_results.jpg
Interview with Daria Kaleniuk, 30 July 2015.
3
Interview with Daria Kaleniuk, 30 July 2015.
4
Interview with Nataliia Gumeniuk, 27 July 2015.
1
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example, where the National Anti-Corruption Centre set up in 2002 itself became an instrument
of corruption, given its control over information gathering and prosecutions. A better model is
Romania’s Anti-Corruption Directorate (DNA); but in any case the Ukrainians were well aware
from more than twenty years of their own experience of the dangers of the politicisation and
corruption of investigative processes and ‘put safeguards in place’ to try and prevent Ukraine following the Moldovan example.5 These included an open selection process for the new Director,
overseen by a nine-person Selection Commission, whose meetings were broadcast live on the
internet; the open recruitment of new detectives for NABU; a Council of Civil Control, elected
online; and an annual External International Audit. Salaries are high, with an eventual staff of
700 planned. The vote for the Council members became an event in itself. The process had to be
repeated after rumours of multiple voting; the second attempt was a triumph for activists from
ANTAC, Nashi Groshi, Transparency International, Svidomo (the bureau of investigative journalism) and others.6
Nevertheless, there has been an ongoing struggle with old guard forces over the future
direction of the NABU. The President had the final say over the appointment of the NABU
Director, Artem Sytnyk, from a law firm ‘Legal Guarantees’ with some alleged links to oldguard business interests. As also with the NAPC, where there were attempts to manipulate
the four government representatives. When the NABU begins operations as ‘Ukraine’s FBI’
(Gorchinskaya 2015), the temperature around it will undoubtedly heat up (if not, it will not
be doing its job). One proposal is to give it greater external protection. There is already the idea
to set up a joint EU-Ukraine investigative body to monitor how EU funds are spent. It could
easily be attached to the NABU.

3. Missing Legal Reform
Despite increased transparency and the threat of exposure, Ukraine has not taken the logical next step of proper legal reform. According to Kaleniuk, ‘the law enforcement system is
still captured’ by corrupt insider interests.7 Little has been done to reverse Yanukovych’s highly
damaging legal ‘reform’ of 2010 which effectively snuffed out all vestiges of judicial independence, establishing executive control over judicial appointments and salaries, and deepening
the notorious system of ‘telephone justice’ (secret executive instructions to judges).
A Judiciary Reform Council was set up in the autumn of 2014. A December 2014 Law
on the Status of Judges and a February 2015 Law on the Right to a Just Court brought about
some marginal improvements, but were not the Big Bang reform needed. The same was true
of the damp squib Procuracy reform in October 2014, which introduced some competitive
appointments and took away the function of overseeing the application of the law, but did
not dismantle the all-powerful neo-Soviet institution in the way reformers were demanding
(the Chief Procurator is appointed by the President; the office he controls investigates crime,
decides on and organises prosecutions, and conducts them in court – functions that are normally separate).
Nevertheless, there were important personnel changes to the still all-powerful Procuracy
in February 2015. The new Chief Prosecutor Viktor Shokin was an establishment figure, but
he appointed genuine reformers like Vitalii Kasko and Davit Sakvarelidze, who held the same
Interview with Daria Kaleniuk, 30 July 2015.
See the voting at http://nabu.gov.ua/index.php?id=16
7
Interview with Daria Kaleniuk, 30 July 2015.
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post in Georgia under Saakashvili from 2009-12, as his deputies. They promptly began investigations of corruption in the Procuracy itself. When they uncovered $500,000 and 65 diamonds in one of their colleagues’ flats, a war of kompromat ensued, with an attempt to dismiss
the reformers. But they held firm with strong civil society support, and it was their colleague
Volodymyr Huzyr who was forced to resign in July 2015.

4. The Oligarchs
Much of the corruption in the Yanukovych era was ad hominem. Once he and his ‘Family’
departed, many schemes ended. But far from all: much of the ‘Family’s’ business empire was
surprisingly extant, and all was by definition corrupt or corruptly-established monopolies. The
notorious Ukrainian Development Bank, which laundered the profits from other businesses
of Yanukovych’s elder son Oleksandr and helped finance the rebels in the Doinbas, continued operating until December 2014. Donbasenergo, a corruptly-privatised cash-cow for the
Yanukovych family, continued to receive payments during the whole of 2014. The ‘Family’s
front men find it even easier to operate. One example is Unison Bank linked to Oleksander
Klymenko, who was the main organiser of tax avoidance when he was Revenues and Duties
Minister under Yanukovych. Another is Serhiy Kurchenko, a pseudo-oligarch and front man
for the ‘Family’, who still runs Ukrainian Media Holding.
But that still leaves the other oligarchs. There has been some excited press talk in 2015 of
‘de-oligarchisation’ and a ‘war against the oligarchs’ (Garton Ash 2015). Ukraine’s three major
oligarchs, Rinat Akhmetov, Ihor Kolomoisky and Dmytro Firtash, have all for different reasons
had their wings clipped. But the West is looking for the wrong thing. According to leading political commentator Oleksii Haran, “There is no ‘war on the oligarchs’. There are attempts to
gradually reduce their influence and introduce more civilised rules of the game. But no more.
And it’s not possible to do this in a hurried way: it would destabilise the situation”.8
In 2014 many were making the opposite argument, that Ukraine’s oligarchs had emerged
from the events on the Maidan and in Crimea and the Donbas only the stronger (Leshchenko
2014). There has been no campaign, but there has been adjustment over the medium-term,
brought about by three factors. First, war and the threat from Russia have led to a dramatic
diminution in the importance of the gas trade – hitherto Ukraine’s number one source of
corruption. Second has been the desperate need to bring rudimentary order to the national
budget, with the state facing economic collapse. Third, the war in the east has disrupted and
divided the economic empire of Ukraine’s leading oligarch Rinat Akhmetov in particular.
The oligarchs are not as rich as they were. According to the ‘rich list’ of the Ukrainian
magazine Fokus, the top five Ukrainian oligarchs (Akhmetov, Ihor Kolomoiskyi, Hennadii
Boholiubov, Viktor Pinchuk, and Vadim Novinskii) saw their total wealth decline in 2014
by 46%, from $28 billion to $15 billion (Fokus 2015). Though most of this was due to the
collapsing economy - GDP fell by 6.8% in 2014 and by 17.6% in the first quarter of 2015.
But none of the main groups has dislodged any of the others, though the pro-Russian Novinskii may be dispensable. On the other hand, new players or promoted players like Kostiantyn Grigorishin are being used as proxies, in this case allegedly by circles close to President Poroshenko, to take over assets secured from rivals, much like the role played by Dmytro Firtash
under Presidents Yushchenko (2005-10) and Yanukovych (2010-14) (Oleksiyenko 2015a).
8

Interview with Oleksiy Haran, 30 April 2015.
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The three main centres of oligarchic power are now Akhmetov, Firtash and Ihor Kolomoiskyi, whose power and wealth has vastly increased during the war, as his home base Dnipropetrovsk is the front line after the Donbas and vital to Ukraine’s survival as a state. They
balance each other and the two main post Maidan political groups – the Poroshenko Block
backing the new President and the People’s Front backing Prime Minister Arseniii Yatseniuk
- in between. All have exploited changing politics since February 2014, as much as coming
under pressure because of it. Kolomoiskyi, most famously, exploited his role as defender of
Dnipropetrovsk and the sponsor of battalions in the east. Firtatsh has had to invest heavily in
other political groups after facing, and facing down, the threat of extradition to the USA from
Austria. He is allowed back, so long as he reduces his financing of opposition groups. Akhmetov has also invested in other forces like Yatseniuk, and is allowed to remain a key player so
long as he limits his dangerous double game playing both sides in the Donbas.
According to Forbes, Rinat Akhmetov has taken the biggest hit; his wealth diminished in 2014
from $12.5 billion to $7.2 billion (Musaieva-Borovik and Denkov 2015). He now has to pay more
for coke freight; the ‘green tariff’ for his wind energy business was halved; and he lost his monopoly
on electricity exports. There is discussion of reviewing his gains of the Yanukovych era, via the possible revision of the privatisations of the national phone company Ukrtelekom, and the big regional
power companies Dniproenergo and Donbasenergo. There have been some attempts to clip his
company DTEK’s monopoly of the coal market in Ukraine (70% of the total), but the state still
needs his coal. Protests by miners in Kyiv in April 2015 were allegedly covertly backed by DTEK.
Dmytro Firtash now has to pay for gas transport, not the state. In April 2015 as he escaped
extradition to the USA, the state seized 500 million m3 of gas from his company Ostchem
- a presumed warning shot as to his future operations. In 2014 Firtash lost Nadra Bank and
control over the titanium deposits he acquired under Yanukovych. His controlling stake in
Zaporizhzhia Titanium and Mining Combine was transferred to a state enterprise, making
him further removed from control of the Vilnohirsk and Irshansk mining and metallurgical
plants. There is also talk of an investigation of his 2013 purchase of Inter TV, Ukraine’s leading
channel with his partner Serhii L’ovochkin. But so long as gas liberalisation has not yet spread
to the regions, where Firtash still controls 70% of gas distribution, his main business is intact.
The third main oligarch Ihor Kolomoiskyi has seen the most ups and downs since February 2014. He actually expanded his power too much in 2014, and was seen by many as the
de facto second president and supreme power in his home region of Dnipropetrovsk, dubbed
‘Dniprokolomoisk’. He overstepped the mark by using paramilitaries to defend his business
interests against state investigations in March 2015. He was removed as governor of Dnipropetrovsk, though a protégé replaced him; while another protégé Ihor Palytsia was removed from
the governorship of Odesa, where he had long looked after Kolomoiskyi’s business interests.
Parliament voted to remove his minority control of Ukrnafta. But these moves were sweetened
by retrospective dividend payments for Ukrnafta of $1.5 billion for 2011-13 (Kolomoiskyi’s
share being $700 million) and agreement that there would be no audit checks on another of
his companies Ukrtransnafta; plus a 800 million UAH stabilisation credit to the Kolomoiskyicontrolled Privatbank, Ukraine’s largest, in March.
All the oligarchs have had their subsidies rimmed, but they are not threatened with dispossession. Politics and the mainstream parties are still financed by the oligarchs behind the
scenes. The main TV channels are still oligarch-controlled. But their access to government is
less secure. Just as with investigative journalists and NGOs, change has been led by changes
in personnel. According to one former activist tuned bureaucrat Olena Tregub, ‘A new type of
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people got access to government, to decision-making. But it’s not yet a big number of people’.9
This varies vastly from one ministry to another. And where there is change at the top it does
not necessarily have immediate effect; given the importance of the ‘mid-level mafia’ (Tregub
2014). The key interface between oligarchs and ministries was not even ministers or deputy
ministers, ‘but heads of departments, who had been in the same jobs for decades’. ‘It took six
months to get rid of them’ at the Ministry of the Economy. ‘Reforms only started when there
was change at this level’.10

5. Procurement
Abuse of public procurement was one of the worst forms of corruption in the Yanukovych
era. An online e-procurement system for sub-threshold items was launched in February 2015,
dubbed ProZorro,11 alongside the information site tender.me.gov.ua. In March it was supplemented by a Law on the Transparency of Public Finances. Again the system was devised by a
leading civic activist Kseniia Liapina. Transparency international oversaw its introduction and
the introduction of three online trading venues for end-users to choose between: prom.ua,
SmartTender.biz and e-tender.biz
Oleksii Shalaiskyi, head of Nashi Groshi, claims that corruption in state tenders has already
noticeably decreased. The premium over market prices has fallen to 10-15% from 30-40%.
Plus, ‘dozens of [old] corruption schemes have [simply] disappeared (Ianitskyi 2015). Dmytro
Shymkiv, the former CEO of Microsoft Ukraine appointed as Deputy Head of the Presidential Administration in July 2014, estimated the system would save 20% (Shavakyuk 2015).
Overall procurement spending fell from 464 billion UAH in 2012 to 203 billion in 2013 and
125 billion in 2014.

6. Public Services
Much less has been done in terms of e-government in general. Until 2015 Ukraine had
actually been falling in the UN’s rankings of e-government provision, to a global 87th position
(Sheremeta). There has not been much change at the sharp end of citizens’ access to public
services. Ukraine’s top traffic cop Oleksandr Yershov was forced to resign in May 2015, after
revelations about his opulent life-style. A high-profile reform of the Kyiv police was launched
in July 2015, with new recruits in new uniforms and new manners.
Deregulation has also been limited. The number of supervisory bodies was supposed to be
cut from 56 to 28, but that it still 28. The number of permits needed to start a business is still
85, albeit down from 143. The World Bank shows Ukraine rising only slowly in Ease of Doing
Business, from 112th in 2014 to 96th in 2015.12

7. Sectoral Reform
Ukraine also needs to clean up the most corrupt parts of its economy, particularly the energy sector. Here, domestic institutions remain weak, particularly the Anti-Monopoly CommitInterview with Olena Tregub, formerly of Reform Watch, now Director, International Technical Assistance
Coordination and Cooperation with IFIs, Ministry of Economic Development and Trade, 28 July 2015.
10
Interview with Olena Tregub, 28 July 2015.
11
From the Ukrainian for ‘transparent’, see prozorro.org/en
12
World Bank Group Doing Business 2015 data for Ukraine http://www.doingbusiness.org/data/exploreeconomies/ukraine
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tee, which has long been captured by oligarchs, despite receiving a new Chair, Yurii Terentiiev,
in May 2015. However, the EU Third Energy Directive has had an effect from outside, particularly in the gas market. A major reform in May 2015 sought to unbundle the gas sector and
reform the notoriously corrupt and inefficient domestic monopoly Naftohaz Ukraïny (‘Oil and
Gas of Ukraine’). In February parliament finally caved in to IMF pressure to raise household
gas prices, previously held down at only 12% of production cost. The point being the reduction, though not complete elimination of arbitrage potential (community cogeneration still
has a lower price), which generated the massive corruption previously involved in diverting
cheap household gas to industry at the expense of the state subsidy. Naftohaz Ukraïny’s deficit
has been cut from $8 billion in 2014 to a forecast $3 billion to $4 billion in 2015 – which is
a good proxy measure for reduced rent-seeking in the gas sector.
The electricity market awaits a similar reform, and still has a big difference between industrial and household prices. Coal market reform has been partial, but has been delayed by
the war in the east, the loss of control over many of Ukraine’s mines (only 35 out of 95 mines
are free from rebel hands in the Donbas) and the fears of more unemployment in an already
volatile region.

8. Public Opinion
One problem has been the divergence between elite and popular understandings of ‘reform’
– and the lack of a Georgian-style elite to drive reform regardless (Tregub 2015). Public opinion
surveys show that public opinion cared less for deregulation and e-government, but wanted the
Maidan ‘Revolution’ to deliver on social goods and punish the elite. In answer to the question,
‘What are the reforms to you?’, the most popular answers were abolishing MPs’ immunity (58%)
and raising pensions and salaries (51%).13 The public’s most pressing concerns are the largely unreformed public services, where corruption is still rife. In another poll, the most pressing reform
was not deemed to be to the military or to politics, but to healthcare (43.6%).14
Another problem is unwillingness to take the pains inevitably caused by reforms. One poll
taken at the end of 2014 showed that 33.5% of Ukrainians were prepared to make sacrifices
for ‘no more than a year’ in the name of reform, and 10.3% for ‘as long as is necessary’.15 That
was actually an increase – but still only half of the population was prepared to tighten their
belts. The breakdown by region was also noticeable: 56.2% in the west of Ukraine, and 47.7%
in the centre, but not much more than 10% in the east (Olekseienko 2015b).

Conclusions
Ukraine’s anti-corruption policy is led by two factors: economic necessity and the NGOjournalist sector. Economic recession has arguably done the most to reduce corruption rents in
2014-15; more than any political measure. Civic initiative is a good way to help ensure reform
bed down in the long-term, but is no substitute for political will at the top in the short-term.
Moreover, the two forces might not be the toughest or most durable pro-reform coalition.
Poll by the Kyiv International Institute of Sociology, 4–19 December 2014, published by Dzerkalo tyzhnia,
available at http://opros2014.zn.ua/reforms
14
‘People and Reforms’, Poll held 4-19 December 2014, published by Dzerkalo tyzhnia, http://opros2014.
zn.ua/reforms
15
‘Public Opinion: Conclusions of 2014’; www.dif.org.ua/ua/polls/2014_polls/jjorjojkpkhpkp.htm
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EU conditionality has given the domestic reformers greater power, creating a ‘sandwich’
either side of the domestic elite. In 2014-15 EU pressure helped secure the package of muchneeded new legislation; the EU should therefore keep as wary an eye on implementation and
delivery. The EU should also press hard on the key missing piece in the jigsaw: without proper
legal reform there will be only limited progress on combating corruption, and most other
changes, from cleaner politics to an effective military response to Russia, are also dependent
on the introduction of a proper rule of law.
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 . The Criminal Organisation of
8
Political Corruption in Europe
SALVATORE SBERNA AND ALBERTO VANNUCCI

The paper presents the most important findings of a wider research conducted under
the ANTICORRP project (Work Package 9 “Organised crime and impact on vulnerable
groups”), focusing on the infiltration of organised crime in three crucial policy sectors:
public procurement, privatization of public utilities/services, and management of EU
funds1. The research aimed at filling a gap existing in both academic and policy-oriented research, in which the interaction between corruption and organised crime has been
poorly addressed and analysed. The analysis is drawn from data collected in five European countries (Bulgaria, Croatia, Hungary, Italy, Kosovo).
Data collection and analyses were conducted by five institutions across Europe (EUI, CSD,
BCE, IKS, PSD). The methodology involves both extensive and intensive strategies of investigation. A quantitative assessment of the crime and politics nexus is based on the Organised
Crime & Corruption (OCC) events database, in which events data about the link between
criminal groups and political corruption have been gathered and assembled2. A qualitative
assessment involves in-depth understanding of the mechanisms of corrupt exchanges, presented as 29 single case studies conducted in the countries covered by the research, inclusive
of primary and secondary sources (interviews, legal proceedings, academic and policy-oriented
reports). As will be shown later in the paper, the most striking outcome emerging from the
collected evidence is the variety of groups and corrupt exchanges upon which information has
been collected. The diversity of criminal groups within countries is perhaps the most startling
feature of the data, suggesting that, even when we talk of organised crime within European
countries, we are often in fact referring to a phenomenon which varies both across space
and over time. The comparison across countries, on the contrary, shows that similar patterns
might exist between criminal organisations in different countries when similar environmental
conditions favour penetration of the legitimate economy and political institutions, and facilitate interdependence and reciprocity with both legitimate and political actors. The paper is
organised as follows. Section 1 presents the focus of this study, and it provides the definitions
used to disentangle the link between political corruption and organised crime. In Section 2
some information about the methods used in the study are illustrated, with a special focus on
data collection strategies. Section 3 and 4 present a comparative assessment of organised crime
groups operating in the countries analysed in this study, and an evaluation of those criminal
opportunities arising from the institutional design of one of the three policy arenas analysed
The full version of the integrated report is available online (http://anticorrp.eu/publications/integrated-report/).
All the data about OCC events collected in the five countries have been assembled in a single database of
events. In the case of Italy (see the country report), we also present a preliminary analysis of the data to show
the potential of this research strategy. See full version of the report.
1
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in the ANTICORRP research, e.g. the management of EU funds. In Section 5 we illustrate
the results of the 29 in-depth case studies carried out about events of criminal-political collusions. Conclusions are then presented, focusing on the policy responses already implemented
to tackle the phenomenon.

1. Disentangling Political Corruption from Organised Crime
EU institutions have promoted and attempted to launch a common action against organised crime, corruption, and money laundering in EU member states since the early 1990s3. In
general, the three criminal issues have been treated separately without fully addressing the interplay and interdependence among them. On both policy analysis and intervention sides, they
are distinctive phenomena, which might emerge, develop and persist autonomously, involving
different actors who perform separate functions and are motivated by different goals. However,
the inherent interdependence among them might be a conducive factor to the emergence of
all of them, it might affect the way these phenomena develop or dampen the effectiveness of
separate and limited policy interventions. This is especially true when the interdependence becomes a source of reciprocal advantage, and we thus observe exchanges of resources among the
actors involved. In its enlargement strategies, the EU has traditionally shown more awareness
about the intrinsic link between criminal organisations and political corruption, as shown by
the different negotiation and monitoring activities carried out by the European Commission4.
The two phenomena often emerge together. However, both institutional and policy reports at
EU level have traditionally taken organised crime as a cause of corruption, focusing on certain
forms of corruption, such as police and judicial corruption, which are typically generated by
the attempt of criminal actors to avoid conviction, to obtain impunity, or other specific advantages related to their illegal acts. Without any doubt, such an approach may well serve as a
“laboratory” in understanding the strategies of criminal groups in preserving their illegal businesses and enabling them to flourish. However, this type of corrupt exchange only partially
exemplifies those reciprocity mechanisms that certain criminal groups can trigger with institutional and political actors, achieving longevity and territorial control. The goal to neutralize
investigations and law enforcement through bribing a police officer or a judge is only a part
of the problem. Such a focus does not enable seeing organised criminality as a phenomenon
recognizable by the reciprocal services it can perform for legitimate clients (politicians, bureaucrats, professionals, entrepreneurs in legal markets). In other words, organised crime can also
be a resource for corrupt exchanges, when it becomes an integral and functional component
of political corruption networks. Within this perspective, political corruption is not only a
strategy for criminal organisations to obtain contingent benefits from public agents, but it
also a business for criminal organisations when they provide illegal protection to corruption
exchanges. Therefore, though EU institutions have started in carefully addressing the impact
of political corruption in crucial EU policy sectors, such as the management of EU funds, the
same institutions have not likewise considered the problem of OC as enabler of political corruption in the same sectors. Moreover, a further scenario risks remaining outside the lens of policy
analysts. Evidence also collected for this study show a persistent and growing organisation in
See the full version of the report of a more detailed review of all EU initiatives on the issues of organised
crime, corruption and money laundering (http://anticorrp.eu/publications/integrated-report/).
4
See the full version of the report of a more analysis of this point (http://anticorrp.eu/publications/integratedreport/).
3
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corrupt exchanges, i.e. grand corruption cases involving structured and durable organisations/
networks of institutional actors aimed at the systemic capture of public resources for private
aims. Therefore, when we look at political corruption cases, we see that traditional criminal
groups – e.g. those organisations producing and/or selling illegal goods and/or services – still
play an important role, but this is not pivotal or overwhelming as it is supposed to be. On
the contrary, corporate and corruption crimes seem to be more organised and structured as
compared to the past, showing a growing criminalization of practices and conducts either in
the political or in the economic sphere.
Therefore, a first step in the analysis of these emerging trends and in the formulation of
policy responses at EU level is a common definition of organised crime activities. In fact, the
variety of criminal actors and organisations across EU countries and around the world has
produced an ambiguous and confused conceptualization of the problem, leading to a number
of conflicting definitions as to what constitutes organised crime activity, not only between
jurisdictions in Europe and around the world, but also within academic research (Levi, 1998;
Paoli, 2002; Finckenauer, 2005; Varese, 2011). In this study, we have opted for a broader definition of the phenomenon, centred more on what groups do, instead of focusing on what they are
presumed to be. Based on a more recent literature on organised crime, we distinguish between organisations that simply trade on the market, by producing and/or selling illegal goods and services,
and organisations that aim at governing the markets, by providing services of “dispute settlement,
cartel enforcement and more generally governance of illegal transactions” (Varese 2011:12). Italian mafia-type criminal organisations would resemble more the second type of organised criminal group, because they operate as a governance structure mostly addressed to the underworld,
such that its activities cannot be reduced merely to the supply of illegal goods (Gambetta 1993).
This distinction has significant implications in the way this study aims at analysing the link
between organised crime and political corruption. As will be shown in the following sections,
trading criminal groups might profit from corruption as an enabler for their illegal business or
money-laundering activities (organised crime as a cause of corruption). In another scenario,
when there are criminal groups offering protection and government-like services on the illegal
markets, organised crime might also become a resource and enabler for corrupt exchanges, that
are, as a matter of fact, illegal transactions, like any other activity and exchange banned by law.
The research design of the study is based on this conceptualization of organised crime, and
data collection has also taken into consideration this analytical distinction.

2. Research Design and Data Collection Strategy
Significant methodological problems related to cross national studies on organised crime
are widely remarked by scholars, analysts and policymakers. The availability and reliability of
data, the consistency and validity of measurement strategies used to assess the phenomenon,
and the comparability and replicability of research and policy findings are all at the heart both
of empirical science and the evaluation of organised crime activities and their countermeasures. Few cross-national and cross-organisational comparative studies have been conducted
by academic and policy-oriented institutions (Catino 2014; Campana 2013; UNODC 2009).
Therefore, critical to the prevention and control of corruption and organised crime is the ability to access reliable information on trends in both phenomena within and across European
countries. Adequate information on on-going developments at country level of both illegal
markets and penetration into the legitimate economy may provide a useful marker against
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which progress can be measured and changes in the nature of organised crime assessed. In
this research, we propose a micro-level perspective in the study of the link between organised
crime and political corruption, combining it with a meso- and macro-level of analysis. Essentially, poorly developed concepts, such as the one of organised crime, are often the product of
a selection problem concerning the unit of analysis. When we look at the actors, the literature
often confuses single families with organisational orders between a number of groups5. The result
is that an independent group becomes a nation-wide or region-wide conspiracy with wide and
strong connections. In the same way, the hierarchical order within a group is taken as if there
were also hierarchies between groups. This makes no sense when measuring the impact of groups
in the respective limited areas/sectors in which they effectively operate, and especially when the
link with political corruption needs to be assessed. In the case of Italian mafias, these are often
qualified by the press or viewed by the population as a distinct Mafia even if in reality they do
not represent an homogenous hierarchical structure under the leadership of any single individual
A micro-level perspective has been followed, by adopting a mixed research strategy, which
has combined together an extensive strategy of data collection and analysis (large-n) with an
intensive one (small-n). The aim of a mixed strategy of data collection and analysis is to create evidence-based measures of organised crime infiltration into public policies and decisionmaking processes. Therefore, the units of analysis of this research are single events of corrupt
exchanges between criminal groups and institutional actors in the three policy sectors of interest. To systematize the collection of data about events of criminal-political exchanges, a codebook (Organised Crime & Corruption (OCC) events codebook)6 was designed in order to acquire
information through a reliable and consistent methodology, to provide a common platform
for all the research partners, and to allow a comparative assessment of the problem across European countries and criminal organisations within countries. The database collects information about more than 150 events from 2008-to present, including relevant and crucial events
occurring before 2008, in the five countries analysed in the report. A preliminary collection of
events data was carried out by searching countries’ news archives (newspapers’ online archives
or press agencies), and more detailed information about the events were gathered by using national and local newspapers. Then, an in-depth research on the most interesting cases has been
conducted. The qualitative assessment involves in-depth understanding of the mechanisms of
corrupt exchanges, presented as 29 single case studies conducted in the countries covered by
this study, inclusive of primary and secondary sources (interviews, legal proceedings, academic
and policy-oriented reports). Data collection and analyses were conducted by five institutions
across Europe (EUI, CSD, BCE, IKS, and PSD).

This is also noted in the UNODC report: “It is worth noting here that there is often confusion between what
is termed ‘groups’ and what has, in the context of this study been termed “clusters”. Reviews of international
organised crime often collapse the two. That is, by reviewing recent developments in Russian or West African
organised crime as if these were single and inter-connected criminal groups in their own right. Instead broader
criminal clusters, while sharing many similarities in structure and organisation among the various groups that
constitute them, are not on their own definable criminal groups. They are rather conglomerations of similar
criminal groups often simply labelled by the media for ease of reference.” (UNODC 2002:9)
6
The codebook itself consisted of approximately 20 variables, under four macro-categories: basic information
about when, where and who is involved in the event; structure and activities of political actors in question;
structure and activities of criminal actors in question; and resources and mechanisms of the exchanges between
political and criminal actors. A detailed description of the codebook is provided in the full version of the
deliverable available online.
5
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Based on the evidence collected, two important variables seem to explain variation in the
way corrupt transactions are carried out in the three policy sectors analysed. On one side, the
structure and industrial organisation of criminal groups affect their capacity to capture public
decision-making and infiltrate both legitimate economy and the public sphere. On the other
side, the characteristics of policy settings also affect the opportunities and costs of corrupt
exchanges and of the infiltration of organised crime. In the following sections, the two factors
are further presented and analysed, with a special focus on the management of EU funds.

3. A Comparative Assessment of Criminal Groups and Illegal Markets in
EU Member States
Current efforts to collect and analyse information on organised crime at EU level suffer
from the lack of standardised quantitative information, due to the different definition of the
issue across EU member states, and the lack of systematic qualitative information for all EU
member states that might serve for cross-country comparisons. More recently, some research
projects have tried to reverse this problem by designing more standardised procedures to collect information within and across countries about organised criminal activities (Transcrime
2011), consumption of illegal goods in Europe, or legal definitions (Calderoni 2014; Calderoni et al. 2014). Following this literature, this study proposes a standardised procedure for gathering qualitative data on organised crime groups in Europe. Patterns and trends in organised
crime are presented and compared along three axes: (a) path of emergence; (b) core business;
(c) organisational model. According to the evidence collected, these three dimensions affect
the modalities and resources criminal groups use to engage in political corruption networks.
As far the path of emergence is concerned, most of the cases show that connections between
indigenous organised and corporate crime remain the most relevant and recent development of
organised criminality in Europe, as opposed to the cross-border crime paradigm. As we focus our
attention upon the most dangerous liaisons between criminality and politics, indigenous forms
of criminal groups still play an almost exclusive role in connecting with business and government
officials. This might not hold true when we deal with other forms of corruption, such as police
or judicial, because similar strategies of influence might be used by both foreign and indigenous
groups. Environmental conditions and reciprocity mechanisms between non-indigenous and
indigenous actors explain the success of illicit transactions. Especially, the marginalisation of
minority groups not integrated with the surrounding society and the significant pool of illegal or non-integrated immigrants in the EU are fertile conditions for foreign organised crime
groups. Some of the country studies presented in the research show the organisation of vast
vote-buying campaigns in some marginalized ethnic communities. Local enablers also have an
essential explanatory function in the assessment of the link between organised crime and political
corruption. In particular, the overall deregulation of markets, the growing informalization of the
workforce and economy, the retreat of the state and failed liberalization cycles represent the most
important institutional and economic enablers of the nexus between criminal organisations and
political corruption, rather than the removal of borders and the globalization of markets.
The in-depth analysis of 29 case studies also shows a further and more recent path of emergence of criminal groups. In fact, evidence shows that in certain circumstances corporate-state
and white-collar crimes are carried out along more institutionalized forms, characterized by
the same continuity and diversification of activities typical of more traditional organised crime
models. Illicit transactions might be more or less vertically integrated and oriented towards
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either a hierarchical or a network-based structure, like the same mafia-like groups, which do
not follow a single organisational model either. These cases differ from crimes that are simply
organised, because they rely on a permanent basis, interoperable and permeable contacts, multiple and reiterated transactions instead of occasional ones, a sophisticated division of labour and
growing economies of scale. Networks involve primarily actors who used to have or still have a
legal and legitimate status, but then move towards a deliberate or coerced criminalization of their
activities and resources. This pattern is particularly significant in many EU countries when economic transitions to more transparent (Bulgaria, Croatia, Kosovo, Hungary), competitive and
open markets have failed either at local or national level. In particular, some cases clearly show
that also liberalization cycles have been captured by private interests and heavily influenced by
political rent seeking dynamics and state capture, either at national or subnational level. In some
cases, the distinction has blurred between companies’ anti-competitive conduct and racketeering
practices, leading to higher criminalization of market dynamics. The criminalization of several
kinds of informal practices and anti-competitive conduct seems to be less the focus of policymakers and analysts as opposed to the threat represented by the infiltration into the political corruption networks of traditional criminal organisations. At the local level, these emerging forms
of political corruption networks often resemble “business-political corruption machines”, relying
on longstanding economic and political ties. Business and government professionals coordinate
these structures (through legal business entities), heavily influencing the legislative process, regulative policies, and state-controlled or semi-privatized enterprises.
As far as illegal activities and core businesses are concerned, for traditional criminal groups,
trafficking in multiple commodities remains the most significant activity. In fact, protectionracket business remains heavily dependent on local conditions, more so than any other illegal
business. Moreover, this study confirms that criminal groups are increasingly “multi-commodity and poly-criminal in their activities”, gathering diverse portfolios of criminal business interests, and strengthening their capability to identify and exploit new illicit markets. Concerning
embedded indigenous groups, trading activities are often linked to financial and corporate
crimes such as tax evasion, VAT fraud, private corruption, commercial and public funds fraud,
counterfeiting, misappropriation of public funds, money-laundering and embezzlement when
involving public officials. In the cases considered here, business and government officials are
usually well placed in the market; they strive for market domination through their control
of public procurement or regulations and create conditions of unlawful competition, which
make it difficult for other legitimate companies to enter. In relation with corruption, data
show that traditional criminal groups are more likely to be interested in judicial and police
corruption, rather than political. The latter indeed gains more relevance in at least two cases:
(a) when political institutions are a necessary medium towards influencing law-enforcement
or in developing economies of scale within infiltrated legitimate markets; and (b) when illegal
proceeds or services (e.g. illegal protection) are demanded on the political market in the forms
of illegal political finance, vote-buying, electoral fraud or enforcement of corrupt exchanges.
More interestingly, as shown by the evidence collected in this study, traditional non-embedded criminal groups have to face competition from other legitimate actors when they lobby
government officials or policy-makers. This occurs especially when criminal groups have no
resources and capabilities in governing markets through protection-rackets, such as is also the
case with mafia-like groups operating in new territories.
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Table 1. Comparative assessment of criminal groups
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Finally, the organisation of groups emerges as one of the leading factors shaping their strategies and their chances of success. The evidence collected shows that whatever their size, longevity, functional diversification or market share, all groups must face many organisational constraints in their activities, both internal and external. Therefore if illegality makes organisation,
in the sense that some types of illegal activities need an organisation and structure to be carried
out, at the same time it is also true that organisation makes illegality. In other words, the organisational structure of groups affects the way they trade on or govern both illicit and legitimate markets. Two important axes of comparison have been used in the research to disentangle
the effect: functionally or territorially based organisation of business; hierarchical or network
structure. One of the findings of this research is that economic syndicates’ criminal groups are
more likely to be functionally based, since they seek to operate in single or multiple sectors
across territories. This dimension becomes more relevant in the case of mafia-like groups. The
majority of the cases collected are about groups policing and providing illegal protection to
the businesses carried out in a limited territory, rather than controlling a single economic sector across territories. A more territorially-based organisation has a relevant impact on the way
groups engage in political corruption networks. The combined effect of protection-racket ac111

tivities and their territorial dimension can explain the capacity of mafia-like groups to achieve
organisational stability over time within and amongst groups, higher embeddedness within
legitimate business, and higher opportunities to exploit economies of scale that can also lead
to the provision of electoral services. Concerning their structure, criminal groups are organised
in various forms ranging between two models. The evidence collected support the hypothesis
that non-embedded criminal groups more likely have a vertical structure, which relies on
classical hierarchies. As opposed to these, embedded criminal groups are more horizontally
structured as networks with a cellular structure and less rigid or permanent hierarchies. In
avoiding formal organisational structures and adopting a more flexible hierarchical organisation, these groups enhance their ability to obscure their activities and pursue their criminal
objectives. In institutionalized political corruption networks, the elites often adopt a shared
leadership approach and/or a flexible hierarchy, though core groups direct wider criminal networks and have a relatively stable and cohesive membership (see BG3-BG6; HU2). More
cohesive families, in fact, can control their markets and territories of interest better, and thus
also manipulate voters better and offer more services to those politicians who demand mafia
protection before and after elections.

4. The Management of EU Funds: Institutional Design and Opportunities
for Criminal Infiltration
A variety of EU funds has been and is currently allocated for the improvement of conditions for economic and social development within the Community. Varying purposes are
pursued, making different funds available for a certain timespan to member states. Both the
budgets and goals of EU funds change over time. Within the 2007-2013 framework the EU
institutions were able to allocate 975 billion euros of funds across four areas: regional assistance, natural resources, pre-accession funds, and external assistance.7 Different types of
funds diverge according to their allocation and control mechanisms, which are delegated to
both the European Commission and member states. The width and complexity of regulation
concerning the multiplicity of EU fund allocations, management and supervision mechanisms
– where general EU norms overlap with specific national and regional laws and procedures –
make it impossible to summarize the opportunities, actors, and resources in a single scheme
that are potentially involved in a criminal-political nexus based on corruption. A significant
quota of EU funds is however allocated through public procurement procedures. The structure
of opportunities for organised crime to infiltrate different steps of the procedure has already
been presented in a previous section in the case when beneficiaries participate in public tenders
and conclude contracts with both the EU, national, regional and local authorities.
In general terms, however, the three types of fund allocation produce different incentives
to the infiltration of criminal organisations. As shown in figure 1, there are four ways in which
the Commission can manage payments.

The EU multiannual financial framework sets the maximum amount of commitment appropriations in the EU
budget each year for broad policy areas and fixes an overall annual ceiling on payment and commitment appropriations. See http://ec.europa.eu/budget/biblio/documents/fin_fwk0713/fin_fwk0713_en.cfm#aii. The 2007-2013
framework is the timespan considered in this integrated report, since the analysis of corruption and organised crime
infiltration in public decision-making mostly focuses on this period. For an overview of the 2014-2020 financial
framework see http://ec.europa.eu/budget/biblio/documents/fin_fwk1420/fin_fwk1420_en.cfm
7
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Figure 1. Commission management of payments

Source: EU financial programming and budget, http://ec.europa.eu/budget/explained/management/managt_who/
who_en.cfm

Centralised direct management by EU institutions (covering approximately 22% of the EU
budget) can be considered as the least vulnerable to undue influence by criminal actors. In fact,
as we have shown, criminal groups typically restrict their range of activity within a limited geographical area or economic sector, where the use of resources at their disposal (violence, intimidation, reputation, intelligence, social capital, etc.) allows them to operate successfully within
illegal markets or to regulate and enforce illicit and informal activities. Criminal organisations
consequently can produce hardly any effective “lobbying activity”, nor organize a stable criminal
cartel in order to induce an allocation of funds favourable to protected criminal enterprises at
the level of European decision-making – unless they are able to provide a stable and effective dissimulation of their nature as criminal entities despite the European institutions, overcoming the
double national and European supervision and legal enforcement mechanisms.
In centralised indirect management, constraints to criminal infiltration in the decisionmaking process can be considered almost as effective as in the previous case. Management is
generally delegated to executive agencies, set up by the European Union or having a specific
public service mission, with their own legal personality, linked to the Commission by an agreement (decentralised agencies, joint undertakings, national agencies, specialised EU bodies,
international organisations, non-EU countries). The high degree of centralization and professionalization of executive agencies’ activities and the tightness of Commission supervision and
control generally represent a strong barrier against the risk of criminal influence. For the same
reasons, joint management, when implementation is delegated to intergovernmental/international organisations having globally accepted standards, also tends to provide decision-making
processes basically impermeable to criminal influence.
Shared (with member states) and decentralized (with third countries) implementation of
budget allocation can be taken as relatively more susceptible to the potential interference of
criminal organisations. Almost 80% of the EU budget is allocated through such mechanisms,
which normally require national co-financing: EU funds are intended not to replace, but to
integrate and complement national investments. In this case decisions about final beneficiaries
and the actual transfer of money are taken by public entities, at national and local level: according to the partnership principle, regional and local authorities are involved in the plan113

ning, implementation and monitoring phases. Individual countries – after having developed
strategic frameworks and operational programmes – actually distribute funds, manage expenditure, and exercise a direct control over the implementation of the projects by beneficiaries,
which can be public, semi-public, or private actors (businesses, consortia, associations, etc.).
Both the corresponding decision-making centres and the beneficiaries of fund allocation can
therefore be exposed – under certain conditions – to the influence of criminal organisations.
Using the limited amount of research and evidence available, table 2 shows some of the weaknesses in the mechanisms for the shared and decentralized allocation of European funds.8
Table 2. EU Funds management and infiltration
Phase of the
decision-making
process
Programming:
the regulatory,
operational and
financial framing

Levels of
government
involved

Specific
activities
Elaboration
and approval
of strategic
national
frameworks
and operational
programs

•

National

•

EU

Degree of
control of
EU over
the process
High –
required
approval
of NSRFs
and OPs

Potential role of
organised crime
in the process
• Pressure of
criminal
organizations
towards
national
decision
makers to
induce an
elaboration of
a regulatory
and
operational
framework
vulnerable to
infiltration
of criminal
groups;
• Capability
to influence
national cofinancing of
programs
and projects
functional to
the allocation
of funds
in areas
and sectors
permeable
to criminal
organizations’
infiltration;

Weaknesses of the process to the
criminal influence
• High discretion in the definition
of the general criteria and
principles of the regulatory and
operational framework, also due
to the lack of a national strategy
including priorities
• Poor state capability and low
independence of national
political actors from economic
interests and criminal influence –
also through the electoral process
• High complexity of the national
legislation and regulatory
framework, generating
conflicting understandings and
therefore uncertainty
• Inadequate and opaque public
information about EU funding
allocation opportunities
• Specificity of financing
conditions creating an advantage
for particular applicants meeting
pre-defined criteria

Table 2 recapitulates and integrates findings from European Parliament (2011); European Commission
(2014), della Porta and Vannucci (1999; 2012); Dimulescu, Pop and Doroftei (2013), Toennison and Muunga (2013), OLAF and Transparency International Lithuania (2013), Fazekas, Chvalkovska, Skuhrovec, Toth
and King (2013).
8
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Implementation/
management

Selection of
individual
projects to
be financed,
supervision over
beneficiaries
meeting
the criteria,
following
the rules,
implementing
the programme

•

National

•

Regional

•

Local

Low

• Enforcement
of bid-rigging
among
participants;
• Enforcement
of systemic
corruption
in order to
undermine
controls over
fraudulent
allocation of
funds;
• Camouflage
of criminal
enterprises
as potential
beneficiaries
using menace,
reputation,
and corruption
to succeed;
• Protection and
enforcement
of deals among
public and
private actors
concerning the
beneficiaries’
execution
of the
project (subcontracting,
agreements for
the purchase
of services and
goods, etc.);
• Racketeering
and “security”
services in
the economic
activities
related to the
projects;

• High discretion in the awarding
of EU grants and aid;
• Deficiencies of national level
control due to the overlapping
of managing, certifying and
auditing activities within the
same structure;
• Low transparency and
accountability in the
mechanisms for the selection
of individual projects and their
implementation;
• Weak professional capabilities of
program managers and managing
authorities
• Inadequate time-frames or
project selection and discretion
in the processing of requests for
payments
• Lack of effective safeguards
against undue influence
of political actors to the
implementing institutions for
clientelist/corrupt motives
• Fragmentation and
multiplication of EU funds in
micro-projects, having lower
visibility and increasing costs of
implementation and monitoring
• Decentralization of the decisionmaking process to a level where
criminal organizations can locally
influence the political process
• Low absorption rates, i.e.
inability of managing authorities
to select projects that will
eventually receive payments from
EU funds.
• Conflicts of interest involving
public servants, and experts,
professionals, entrepreneurs ,
relatives or individuals who are
closely related to them
• “Revolving door” mechanisms
involving public servants and
managers operating within
managing authorities later hired
by firms obtaining EU funds
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Reporting,
certification and
auditing

Attestation of
correctness of
beneficiaries’
bills, control
over managing
and certifying
activities

•

National

•

Regional

•

Localqaw

Medium
- random
in-depth
check
of some
projects’
funding

• Enforcement
of systemic
corruption
in order to
undermine
controls over
fraudulent
certification
and payment
procedures;
• Corruption
of certifying
and auditing
authorities;

Supervision and
eventual recovering
of funds

Control over
the effectiveness
of national
control systems,
auditing of
member states,
guidance,
eventual
retrieval of
unduly paid
funds, whether
resulting
from error,
irregularity or
deliberate fraud

•

EU

Complete

• Almost nil

• Lack of national level control due
to the overlapping of managing,
certifying and auditing activities
within the same structure;
• Scarce amounts of resources
allocated in control activities
• Low accountability in the
procedure for bill certification
and the realization of project
goals;
• Low professional capability
of certifying and auditing
authorities
• Scarce reliability of data and
receipts provided by beneficiaries,
especially those operating in
the private sector, due to both
unintentional and fraudulent
motives
• Lack (or low quality) of
evaluation of the economic
return of EU funded projects
• Complexity of the regulatory
framework
• Slowness of the recovery
procedure

In general terms, among the variables that may create opportunities for the infiltration
of criminal organisations – hierarchically or network-like structured – in the allocation and
management of EU funds, we may consider:
(i) The level of government where decisions about operational programs, financial commitments, the identity of beneficiaries, and controls are taken. The lower such level, the
higher – ceteris paribus – will be the probability that criminal groups find their way to
enter directly or indirectly – with protected businesses – in this sector. Only strong hierarchical criminal groups – i.e. “protection firms” – may occasionally have the capability
to ascend the decision-making process up to the point of “capturing” politicians with
influence over general regulatory and financial decisions taken at national level, using as
a resource of exchange also their impact over the electoral process and their capability to
enforce political agreements. Criminal enterprise syndicates can instead operate mainly
at regional level and in the selection of beneficiaries, as well as in the following phases,
when they find economic, bureaucratic and political counterparts willing to be involved
in corrupt exchanges.
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(ii) The degree of complexity of the national regulatory framework and procedures for the
management of EU funds. The consequent slowing down of decision-making processes
and the undermining of controls increases uncertainty of would-be and actual beneficiaries, therefore enhancing both a “demand” for protection through corruption and criminal groups’ guarantees, and the opportunity for criminal businesses to grab these funds’
allocation through illegal means.
(iii) The diffusion of fraudulent and illegal activities related to the allocation of EU funds.
The more diffuse hidden transactions are within a certain political-administrative context,
the stronger the incentives for criminal groups to enter as suppliers of enforcement and
protection services within such networks of illegal deals, or to directly support the involvement of criminal enterprises in fraudulent and corrupt activities, thanks to the competitive
advantage coming from their “illegality skills”– e.g. with money laundering purposes.
(iv) The degree of political accountability over outcomes, i.e. the realization of programmes’
purposes, which relates to the transparency of the process of auditing and supervision
and the electorate’s motivation. A stronger degree of accountability of political decisionmaking makes it less vulnerable to the distortive effect of criminal groups’ pressure.
(v) The administrative capacity and degree of professionalization of national and regional
public service personnel, involved in the process as managing, certifying, and auditing
authorities – and in certain cases also as beneficiaries. The higher the state capacity, the
lower the potential space for criminal groups to enter into the decision-making process
at national level, both as enforcers and as participants in illegal deals.
(vi) The nature of controls over the allocation and management of EU funds. The tighter and
more effective is the control of EU institutions over the decision-making process and its outcomes, the less criminal organisations – rarely able to raise their corrupting influence at the
European level – will be encouraged to enter into this sector. The opposite situation obtains
when the structure of controls at member state level is largely ineffective, due for instance
to the overlapping of managing, certifying and auditing authorities within the same public
structure – a coincidence of roles creating conflicts of interest which may simplify also the
conclusion of corrupt exchanges between criminal groups and national control authorities.
The prospects for criminal organisations to infiltrate the allocation and management of EU
funds may interfere also with the absorptive capacity of different countries, i.e. the extent to
which states are capable of effectively spending their quota of EU funds – normally expressed
in percentage of the total allocation. There are relevant differences among EU countries, which
besides observable factors – mainly states’ financial and administrative capacity, i.e. the ability of
public authorities to co-finance and manage the programmes and projects supported by the EU,
promoting inter-institutional coordination and public-private partnerships – could also be more
or less directly determined by the hidden influence of the political-criminal nexus. Absorptive
capacity is usually positively correlated to the ability of central and regional authorities to prepare
consistent multi-annual plans, to cope with the substantial amount of administrative work, and,
finally, to finance and supervise implementation, avoiding fraud, clientelism and corruption”.9
Corrupting and corrupt agents – among them criminal organisations, as corruptors or
enforcers of others’ illegal deals – normally have an interest in increasing the amount of resources allocated – a quota of which they will collect through fraud and undue influence over
See European Parliament, The (low) absorption of EU structural funds, 1/10/2013, in http://www.europarl.
europa.eu/eplibrary/The-low-absorption-of-EU-Structural-Funds.pdf.
9
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decision-making. It would thus appear likely that higher levels of corruption and organised
crime penetration will be associated with an increase of the corrupt agents’ demands for the
financing and expenditure of projects supported by EU funds. It seems, however, that such a
relation is at least ambiguous, and occasionally inverse. In Italy, for instance, the regions with
the lowest rate of absorption of EU funds are Sicily, Campania and Calabria, i.e. those having
a deep-rooted presence of “institutionalized” mafia-like criminal groups. These same regions
show a higher percentage of exposed frauds in the management of EU funds (European Parliament 2008; Guardia di Finanza 2009; Corte dei Conti 2013 and 2014). Three factors may
account for such evidence. First, corruption and administrative inefficiency go hand in hand,
therefore a texture of pervasive corruption may severely undermine over time the capability of
public authorities to manage such funds according to the complex system of implementation,
management and control at EU, national and subnational levels. Secondly, EU fund allocations are partly under the supervision of the structures of control of the EU (less easily corruptible than national ones) – supervising the definition of the regulatory framework and strategies, the financing of projects, and the obtainment of purposes – a factor that may discourage
criminal actors from an enlargement of corrupt networks within such sectors. Finally, in territories where criminal organisations regulate illegal deals and protect potential beneficiaries,
the potential to incur litigation and violent enforcement in the case of something going wrong
within the complex interaction with EU institutions may also induce local policy-makers and
businesses to abstain from an extensive recourse to such sources of funding for projects.

5. C
 omparative Analysis of Policy Arenas and Organised Crime Infiltration
A comparative assessment of findings of 29 case-studies provide relevant information on
common features and patterns, as well as on variations in the observed structures of the relationship between criminal and political actors in the three policy arenas10. As a caveat, cases
were selected on the basis of public availability of data – which implies some kind of disclosure
due to judicial inquiries and/or media coverage – and relevance, so they cannot be taken as
representative of the hidden universe of unexposed cases, which may include episodes characterized by a stronger and more effective capability of protection of criminal activities.
As shown in Table 3, 11 out of 29 cases (approx. one third) can be observed in the arena of
public procurement. Also privatization – 9 cases – is an economic activity highly vulnerable to
organised crime infiltration in the economy, while EU funds are at stake in 2 cases only. However, most of the cases of public procurement include projects financed through EU funds. In
these sectors corruption events affected mostly local levels of government and minor public bodies
(Municipalities, Regions, local public enterprises, etc.) when criminal groups and political/public
actors had distinct and autonomous identities, even when working symbiotically (BG-1; BG-2;
BG-3; BG-8; IT-1; IT-2; IT-3; IT-4; IT-5). National – and even less European – arenas of
decision-making seem in fact much less easily accessible to criminal organisations. Where OC
activities overlap with lower levels of government, connections and trust relationships among
criminal actors, politicians, bureaucrats, entrepreneurs, and professionals – in Italy conceptualized as the “social capital” of mafia-like groups (Sciarrone 2009) – become the natural substratum of corruption and other hidden forms of influence favouring OC infiltration. Only
occasionally and rarely do violence and intimidation also enter into play (IT-2; IT-5).
10

See the full version of the Integrated report for detailed information about in-depth case studies.
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When a larger amount of resources is allocated through national decision-making processes or
high-level public bodies, there is the tendency for “fusion” between political and criminal actors (BH-4;
BG-7; HU-5; KS-2; KS-4). In other words, an “endogenous” criminal organisation of corrupt
activities is the result of the opportunity for political, bureaucratic and entrepreneurial actors – in
policy arenas where the rents allocated are large enough (della Porta and Vannucci, 2012) – to
manage their illegal deals autonomously, “internalizing” also the governance mechanisms and enforcement structures which allow them to regulate and protect hidden transactions. “Organised
corruption” could be the definition of similar cases of self-organisation of informal norms and
protection by political actors, able to marginalize or exclude autonomous criminal organisations
from public procurement and other allocations of public rents having relevant value.
Apart from Italy, in other case-studies of vote-buying and undue electoral influence organised by criminal or political actors there is no overlapping of such activities with forms of
criminal influence in the economic sectors considered. While in Italy episodes of re-investment of proceeds from corrupt activities (derived also from public procurement ) through
electoral influence are quite common, in the other four countries analysed the capability of
criminal organisations to organize, purchase or address votes towards political counterparts
is not associated with their involvement in procurement or privatization. Only sporadically
(HR-2; HU-3) is criminal influence over the electoral process associated with the attempt to
obtain – even through corruption – a shield against judicial inquiries.
Based on the evidence collected in the 29 in-depth case-studies, a number of recurrent
“red-flags” and anomalies emerge from the analysis of decision-making processes. They can be
summed up as follows, following the different phases of the processes:



















D
istortion in the formulation of public demand (IT-5)
D
istortion in the allocation of public spending (IT-5; BG-2)
L
ack of any contract assignment notice (HU-2)
S
ecrecy of the tender (e.g. due to national security issue) (HU-2)
“
Tailor-made” bid announcement (HU-2, IT-2, IT-3; IT-5)
A
rtificial fractioning of tenders to avoid the threshold of value imposing open competition (HU-5)
S
pecific exclusion clauses and constraints in the bid announcement (e.g. technical or economic requirements) (BG-3, HU-2, IT-5)
O
verlapping of tenders having the same object (BG-2)
Th
 reats, intimidation, attacks against competing businesses (IT-2; IT-5)
R
egular assignment of tenders to a de facto monopolistic private business (BG-1; BG-2)
D
irect assignment of public contracts with no open competition (BG-3; HR-3; IT-2;
IT-3)
O
vervalued prices for public contracts (IT-5;BG-2; KS-2)
L
egal disputes concerning the assignment of the contract (BG-7)
A
nnulment of a tender and new assignment (BG-7)
U
nusual and unexplainable variation in the price offered by the same business in reiterated
tenders (HU-2)
P

oor quality of the services, products, works provided (HU-2)
C
ontract extension and integration without tender (HU-2)
A
bstention from control or sanctioning in case of contractual non-fulfilment (IT-2)

119

 F
ictional “emergency condition” allowing urgent direct assignation of the privatized
service (IT-1)
 P
rivatization of public resources without auction (BG-4, BG-7)
In our limited sample of case-studies only Bulgarian and Italian criminal organisations operating as mafia-like groups, i.e. power-syndicates capable of operating as effective protectionsuppliers in legal and illegal relationships, have shown the capacity to occasionally extend their
range of influence along the initial (IT-5; BG-2) and ultimate (IT-2) phases of the tender procedure. During the selection and adjudication phases, in fact, corruptive influence – mediated
or not by OC – is relatively easier to exercise on the decision to assign the contract or to allocate the privatized asset, having a contingent and tangible quid pro quo. Criminal organisation
akin to “protection firms” with a hierarchical structure can provide more effective regulation and enforcement services also in illegal deals and exchanges involving actors and resources temporally and
spatially distant from decision-making. Formulation of public needs, allocation of public spending, political and electoral support towards political decision-makers, and public controls over
contractual fulfilment enter into the criminal “protective shield”, allowing partners to trust
each other in the resulting complex web of illegal exchange, necessarily non-simultaneous and
multilateral, and therefore exposed to a stronger risk of defection, fraud, and betrayal.
Finally, even if focused on cases of criminal organisations’ interaction with the political
sphere, in the sample of case-studies where public contracts, privatized assets or EU funds are
at stake, resort to violence – to a limited extent – was observed only in two Italian cases (IT-2;
IT5). Opposing a common view of the stereotyped role of criminal organisation, their use of coercion
seems severely restrained when they enter into policy arenas. In those cases, in fact, employing
other resources – money, reputation, intelligence, blackmail power, social connection – to
gain influence or access over such decision-making processes seems a more profitable strategy
in fulfilling their interests. Criminal organisations aiming at the accumulation through corruption of the huge rents potentially generated by public contracting or by privatization of
public assets – when possible – prefer a peaceful splitting up of the illegal profits made possible
by their arbitration and protection services to violent disputes and imposed sanctions, which
would create social alarm and attract police and judicial attention.
In different policy arenas, however, a common pattern is detected in the five countries analysed: an evolution of criminal-political networks, often generating a symbiotic nexus which
profoundly links criminal and political actors. Significant variation can be noted, however. In
some countries (BG; IT), hierarchically structured criminal organisations having the capacity
to enforce legal and illegal exchanges maintain a high degree of autonomy when they interact
with equally self-ruling political and bureaucratic counterparts. Network-like criminal groups
can instead be engendered within specific public structures or instrumentally generated by certain political actors, high-ranking bureaucrats, and officials (HR). In other countries, networks
of public actors are able to autonomously organize their corrupt practices in public procurement and privatization, as well as in other domains of public choice, while criminal organisations seem to prefer to constrain their activities to illegal markets (HU, KS).
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Table 3: Case studies of OC interaction with political actors

Criminal organisation
of the market

Public procurement

Economic and political arenas
Privatization
of public
assets and
services

IT3

√
√

√

IT6
BG1
BG2
BG3

Criminal
Organisation of
corrupt activities
within the
economic sector

√
√

√
√
√

Corruption used
by OC to buy
protection from
inquiries and
specific advantages

√

√

IT4
IT5

OC
infiltration in
the economic
sector through
corruption

√

IT1
IT2

EU funds
management

Vote-buying
and OC
electoral
influence

√
√
√
√
√

√

√

√
√
√
√
√

√

BG4

√
√

√

√
√
√

In-depth cases studies

BG5
BG6
BG7

√

√

√
√

BG8

√
√

BG9

√

BG10

√
√

HU1
HU2

√
√
√

HU3
HU4
HU5

√

√

HR1

√
√

HR2
HR3

√

KS1
KS2

√

KS3
KS4
KS5

√

√
√
√
√
√
√
√
√
√
√
√

√
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CONCLUSIONS AND RECOMMENDATIONS
A comparative assessment of the relevant policies and (best) practices implemented in the
seven countries considered (including also Albania and Georgia), shows that organised crime is
taken as a serious threat by the criminal codes of all the countries considered. However, a comprehensive evaluation of the implementation of these legislations is lacking at EU level. Below,
a brief overview of the existing policies and some preliminary recommendations that will be
further developed in the upcoming WP9 ANTICORRP policy recommendations report that
will be delivered on February 2016.
1. Monitoring about the enforcement of anti-organised crime legislation in EU member
states
A comprehensive and updated monitoring of the real implementation of countries’ legislations about organised crime is lacking at EU level. EUROPOL gives some important insights
about trends and development of cross-border criminality in Europe, but no information and
data are collected about the investigative and judicial outcomes in the fight against organised
crime at country level. In the integrated report we were not able to provide a full evaluation
of the policies implemented, though in many country chapters presented, concerns have been
raised about their effective enforcement both in terms of investigative and judicial outcomes.
2. Introducing countermeasures directly targeting the interplay between organised crime
activities and political corruption
While definitions of criminal association crimes do not differ drastically among the countries here analysed,11 each country, besides a general “common-type” crime, provides a specific
definition of the main illegal operations of criminal organisations: drug trafficking and selling
(AL, BG, HR, GE, HU, IT, KS); human trafficking (AL, HR, GE, IT, KS); terrorism (AL,
KS); offences against the state, citizens’ rights, etc. (BG); and fuel bleaching (HU). However,
as we look at the countermeasures to fight connections between organised crime and political
corruption, concerns about their effectiveness become even stronger. The dangerous overlap
between them may take the “simpler” form of bribery or electoral corruption, which obviously
are severely criminalized in all the countries considered, but few cases have emerged in our
data collection, as a result of the invisibility of such exchanges. Moreover, only Italy enlarges
the toolkit of anti-organised crime norms and measures to control for criminal-political collusions. Besides corrupt exchanges, in fact, the criminal-political nexus can assume subtler
and less direct forms of interaction and reciprocal influence. Aiding and abetting and external
participation crimes (BG, IT) enforce those OCC events in which the involvement of political actors in the CO’s activities is closer to a symbiotic interaction, i.e. when politicians offer
to criminal actors a (potentially) all-encompassing protective shield against risks related to
their illegal activities, as well as opportunities for profit in public decision-making. The symbiotic link is fully realised when criminal organisations reciprocate using their coercive and
In general terms, legal definitions of criminal organisation in the selected countries consider as a distinguishing factor the presence of a group of persons who collaborate in the long term to deliberately engage in an
organised fashion in criminal acts (BG, HU, IT), distinguished by a particular level of organisation, structure,
stability, duration (AL), even without a formal attribution of roles for its members (KS). A weaker definition
of criminal association has been introduced in Croatia in 2011, eliminating pre-existing references to durability and the presence of a hierarchical structure in the criminal organisation.
11
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reputational resources to guarantee their political counterparts an extensive and wide-ranging
influence over electoral and political processes. To combat such mechanisms, the adoption
can be observed of anti-organised crime administrative controls and sanctions focused on the
criminal financing of parties (BG) and against the pervasive control of mafia-like groups over
local government (IT) – which may lead to the dissolution of city councils (with new elections
after a phase of special administration). In Italy, a specific law introducing the crime of mafia
vote-buying has also been approved recently, taking into account the specific gravity of this
form of electoral corruption.
 . Introducing constraints to organised crime infiltration into public
3
procurement and EU funds’ management
In the sector of public procurement, also financed through EU funds, a comparable mix of
legislative and administrative measures has been approved and implemented in the countries
considered. Among these are blacklisting with exclusion of bidders (AL, HR, BG, GE, KS) –
or conversely a white-listing system (IT) that reward those bidders that achieve transparency
and legality standards – traceability of financial services in public procurement (HR, HU,
IT, KS), centralization of procurement in few (or a single) purchasing bodies (HR, HU, IT),
also using a electronic procurement system (GE), auditing mechanisms and ex-ante/ex-post
controls (BG, GE). The regulation of administrative prevention of corruption practices has
also developed along similar lines. A national anti-corruption plan (AL, HR, HU, IT, KS) or
integrated strategy (BG, GE) generally provides a wider framework of procedural provisos sustaining more circumstantial, local or sectorial policies and practices, i.e. annual (BG) or three
years (HR, IT) anticorruption action plans (GE). None of these anticorruption tools, however,
is specifically targeted to counter the risk of criminal influence over the political arena, even if
it may be addressed against the risk that a criminal organisation of corrupt activities develops
within certain domains of public policy. Moreover, the lack of transparency in the management of EU funds at country level do facilitate the infiltration of organised crime groups into
public procurement or into the allocation of EU funds. The EU should promote and support
the integration of data about the beneficiaries of EU funds and police forces or judicial database about people or companies directly or indirectly linked with organised crime groups.
4. Introducing constraints to organised form of political corruption
The increasing sophistication of corrupt exchanges in public procurement and management of EU funds requires a reform towards harsher criminalization of organised form of
corruption, on one side, and the strengthening of investigative powers and judicial capacities
for an effective enforcement of these measures. Moreover, the EU initiative against organised
crime should include among the targets of its action not only traditional organised crime
groups, e.g. those involved in the production/selling of illegal goods/services, but also sophisticated and organised forms of corporate and white-collar crimes.
To conclude, a further harmonisation of legislations is needed especially to target the interactions between organised crime activities and political corruption crimes. The study, in
fact, shows the inherent interdependence among the two phenomena. Interdependence means
that one might be a conducive factor to the emergence of the other, and, more interestingly,
that their distinct presence can dampen the effectiveness of limited policy interventions. As
a consequence of it, a common EU action against either political corruption or organised
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crime cannot underestimate the interplay between the two, especially through the use of either
preventive measures that, for instance, avoid the infiltration of organised crime groups into
legitimate economy (e.g. the implementation of black-list or white-list systems that control for
the participation into public tenders of companies under suspicion of being linked to organised crime groups), or, criminal countermeasures such as harsher penalties for corrupt elected
officials who favour or have been favoured by organised crime groups.
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