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Abstract

Can corruption improve economic efficiency? Scholars making economic policy recommendations to resolve corruption problem use several approaches, the most dominant of which are the principal-agent and rent-seeking theories. In this paper, we argue that the principal-agent theory has problems accounting for the environment in which the agents offering and accepting corruption operate, as well as explaining the importance of the agents for the survival of their environment. The rent-seeking theory, on the other hand, finds it difficult to establish socially effective legislation and ways to determine the barriers to entry that motivate agents to behave corruptly. For these reasons we present alternative model of the theory of redistribution systems and its part parallel redistribution games to synthesize both agency theory and rent-seeking and investigate if both problems can be explained and solved. Within our model we present selected quasi-experimental anecdotic evidence from the early period of transition in the Czech and Slovak Republics to support the implication that the corruption undermines economic efficiency.
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Introduction
Can corruption improve economic efficiency? Some theories suggest it is possible (Becker 1983, Posner 1974, Wittman 1989)
. The opinion looks strange, as corruption is usually condemned and seen as a serious threat of democratic society (i.e. Murphy and Shleifer and Vishny 1993, Wallis 2004, Harstad and Svensson 2011). If corruption really improves economic efficiency than governments (police, courts and so on) should abandon their fights with it, some its form should be legalize and it could be a standard part of economic transaction (i.e Becker and Stigler 1974, Hay and Shleifer 1998). Resources devoted to its reduction can be used for more useful things. The aim of the article is to discuss the issue of theoretical efficiency of corruption, to provide some evidence, and to show whether the view of efficient corruption is theoretically right or should be taken seriously.

To support our theoretical discussion empirically we present selected unique anecdotic evidence of bureaucratic corruption from the early period of transition in the Czech and Slovak Republics. The source of the presented evidence is mostly the Czech and Slovak newspapers which reported on political corruption. We build on previous studies presented by Otáhal (2006b, 2006c, 2007a).

Early transition of Central and Eastern Europe might be referred to as a period of creation of new legislation within old bureaucratic practices when a lot of interest groups were able to compete for the creation of legislation. It was a unique historical period when the old legislation was abandoned while the new one was not established yet. For this reason, we understand this time period in Central and Eastern European history as quasi-experimental allowing relatively intensive competition among interest groups and providing space for uncontrolled corruption. There are regional empirical studies suggesting that corruption in Central and Eastern Europe is not efficient (i.e. Teodorescu et. al. 2007, Hanousek and Kočenda 2011). Nevertheless, these studies investigate rather relations among variables or questioners than illustrate endogenous emergence of corrupt organizations. To fill this gap in recent empirical corruption research we illustrate implications of our theoretical discussion on this selected unique anecdotic evidence.

The article is organized as follows. First section brings definition of corruption. Second and third section shows how corruption is understood by economic theory – the main economic theories dealing with corruption (principal-agent theory and rent-seeking theory) are described. Forth section solves who is actually a principal in case if bribe-taker is a public officer and in situation when government supports corrupt environment. Fifth section develops idea that both above described theories face serious question and their solution must be explained by another theory – theory of redistribution systems. The theory including its part theory of parallel redistribution games is introduced and corruption is seen as an example of parallel redistribution game (system). The sixth section tries to solve question whether corruption theoretically improves economic efficiency within framework of theory of redistribution systems and provides illumination of our conclusions on selected anecdotic evidence of bureaucratic corruption from the Czech and Slovak Republics. The conclusion summarizes main points and findings.

1. Definition of corruption

Corruption is a term which denotes a specific contract between at least two people – a bribe-giver and a bribe-taker. Through such a contract a bribe-giver makes a commitment to give to bribe-taker some reward and bribe-takers makes a commitment to give to bribe-givers particular advantage (such an advantage can be of a tangible or non-tangible nature). Within such a context corruption is a result of human action (Ackerman 1999, Otáhal 2006a, Lambsdorff 2007).

The parties of corruption make a corrupt deal because corruption brings them some benefits. From the point of human action, the aim of which is to increase some benefits, corruption explained on example of bribery does not constitute a problem - it is a mutually advantageous exchange (Kohn 2004). People condemn corruption out of a different reason: there is a third party (neither a bribe-taker, nor a bribe-giver), to whom corruption gives some harm, the corruption is not in the interest of this third party (Colombatto 2003, Otáhal 2007b). For example, company A can be a third party – it did not obtain some order because it was given to company B (bribe-giver). If there was no corruption, the order would be given to company A. In this case, due to the corruption, the income and benefits of company A (the third party) were reduced. Let us assume that the offer of company A is more advantageous than the offer of company B. Thus there are more people affected by corruption. In the case of a public tender, where a public clerk was bribed, all citizens are harmed because if there was no corruption, the difference in the price (or quality) which is offered by company B (a bribe-giver ) and that offered by company A (the third party) could be used for the benefit of citizens. If a manager of a private company is bribed (so the tender is not of a public nature), then all owners of the company are in harm - corruption reduces their income.

We believe that our understanding of corruption is consistent with the frequently mentioned definition of corruption (Nye 1967, 416): „behaviour that deviates from the formal duties of a public role (elective or appointive) because of private-regarding (personal, close family, private clique) wealth or status gains“. An updated version with the same elements is the definition by M. Khan (Khan 1996, 12), who says corruption is “behaviour that deviates from the formal rules of conduct governing the actions of someone in a position of public authority because of private-regarding motives such as wealth, power, or status”. However, in contrast to both definitions, we believe that corruption does not occur only in the public sector. We think that corruption may occur anywhere, where a bribe-giver and a bribe-taker breach duties set by some norms (from the economic point of view - by an institution), regardless of whether it is a legal norm (an formal institution) or a non-legal norm (informal institution
). After all, practical examples confirm our approach – for instance football players, referees and officials were in the Czech Republic and other countries condemned for corruption
. These persons had not in any way the status of public officials.

Most papers when they are talking about corruption reduce it on bribery, which again could be seen as a voluntary exchange between economic agents (i.e. Shleifer and Vishney 1993, 1994). However, it is necessary emphasize that bribery is not only one of form corruption. For instance international organization dealing with this issue Transparency International defines corruption as abuse of power in order to receive undeserved personal gain. From that point of view the main characteristic of corruption is that somebody acts dishonestly in the performance of his/her duties arising from his/her position. The essence of this dishonesty is usually that a person misuses his/her status (delegation) and does not act impartially. Corruption behavior can thus be defined as a deviation from the compliance of the legal standards or of the standard behavior of the majority. In other words, corruption is a betrayal of commitment to the community and its moral principles. If somebody acts impartially, the beneficiary has a position of the member of corruption contract even if he/she does not know to be supported. The support damages other persons (third party).

2. Corruption in perspective of principal-agent theory

Corruption can be discussed from the point of view of principal-agent theory. When we speak about principal-agent theory (Jensen and Meckling 1976, Otáhal 2009b), we typically assume the existence of explicit or implicit contractual relationship, which is between agent and principal. In the case of bribery, we do not suppose, however, only one contract between agent and principal, but also a contract between a bribe-giver and bribe-taker, who is in position of an agent. The agent (a bribe-taker) fulfilling the terms of contract concluded with a bribe-giver is simultaneously supposed to act according to the terms of the explicit or implicit contract concluded with the principal (the third party).

The principal is the person whose welfare, usually measured in monetary terms, is affected by the action of the agent. Principal hires the agent to perform some tasks according to some pre-defined rules. However, the interests of an agent may contradict the interests of the principal and the agent may not fulfill the tasks set by the principal. The agent is considered not to have fulfilled the tasks, if he/she breached the rules set by the principal. Jensen and Meckling (1976, 5) define such agency relationship precisely: “We define agency relationship as a contract under which one or more person (the principal/s) engage another person (the agent) to perform some service on their behalf which involves delegating some decision making authority to the agent. If both parties to the relationship are utility maximizers, there is a good reason to believe that the agent will not always act in the best interest of the principal.” The unfulfilment of the principal's tasks by the agent does not in itself mean corruption - such an action becomes corruption only when the agent does not fulfill tasks because he/she accepted a bribe from someone else other than the principal.
It is possible to state that through corruption an agent accepting a bribe and acting against the tasks which were given to him/her by a principal, violates property rights of the principal. For example, if a manager of a private company puts a certain company in advantage based on corruption, he/she violates property rights of the company. If corruption is performed by a clerk, he/she violates rights of all citizens. We can therefore agree with the opinion of Benson and Baden (1985) who consider corruption to be an illegal market with property rights because corruption violates rules set by a principal in a hidden way, so that the violation is not discovered. The key issue of corruption is behind the implicit assumption that the principal does not wish the agent, with whom he is in a contractual relationship, to take bribes. Corruption is not in the principal’s interest. Thus, the policy recommendation comes out from the principal’s effort to set an arrangement of contractual terms or rules developing a system of incentives forcing the agent not to take rewards for providing services that the principal does not wish to sell.

3. Corruption in perspective of rent-seeking theory
Rent-seeking theory contains a relatively wide-ranging of specific economic activities directed to obtain a monopoly position on the market in order to gain the monopolistic rent. Such activity may be legal – as a good example can be mentioned lobbying. Lobbying could be defined as an attempt to influence public officials to elected decision-making that meets or lobbyist's client (Griffith 2008, 1). Lobbying is a legitimate, legal and recognized interaction private persons with government and local authorities in order to achieve to accept (or not to accept) decision or to realize (or not to realize) some activities so as to require private persons or their clients. Lobbying does not include activities of individuals that are regular part of the administrative or legal procedures. It also does not include the activities that take place exclusively on open public arena, and could in any way be regarded as corruption (Kalninš 2005, 17).

Lobbying differs from corruption of its legality and of fact that corruption represents pure transfer between a bribe-giver and a bribe-taker (Becker 1983), while lobbyist are trying to influence another person without giving them any payments or other benefits. The lobbying can be viewed as a competitive process in which lobbyist compete to influence government. From the point of view of rent-seeking theory, however, both corruption and lobbying are the forms of rent-seeking. Although lobbying is legal activity it still absorbs resources in unproductive way. Unproductiveness of rent-seeking comes out of the assumption that wasted resources are spent on the creating or maintaining monopolies (Tullock 1967, Krueger 1974, Tullock 1998, Otáhal a Grochová forthcoming).

Some representatives of rent-seeking theory, however, argue that corruption is, compared to lobbying, more societal way of rent-seeking. The assertion is based on the fact that lobbying is a competitive process. However, the costs devoted to it reduce social welfare and efficiency – if somebody of competitors receives thanks to lobbying a privilege and the others do no, they suffer damage. The more competition, the more resources must be used by each subject to make rent-seeking and so the higher loss of efficiency in comparison with no competition at al.
 On the contrary, corruption is considered to be a monopoly form of rent seeking that does not allow entering into bidding process. Since competition for rents that occurs in lobbying increase the expenses for rent-seeking and subsequently for waste, corruption as a monopolistic form is regarded as less wasteful and should be seen to be beneficial. As is written in Tullock (1980, 103-4) nepotism as a form of corruption should be preferred to lobbying: “It would appear that if one is going to distribute rents, nepotism is a good thing because it reduces number of players and, therefore, total investment into rent-seeking“.

The theory of rent-seeking further points out that corruption may not be used only to obtain certain privileges, i.e. to create any artificial barriers to entry. Corruption may also strive for removing these artificial barriers. In such case could be even understood as beneficial. This gives rise to a paradox. While legitimate lobbying activity with the aim of creating artificial barriers can be seen as inefficient, illegal activity corruption with the aim of removing such barriers can be seen as effective.

There has been a wide range of criticisms against opinion that corruption as a monopolistic form of rent-seeking is preferable to lobbying as a competitive forms. The first problem with this opinion arises with frequent assumption that the size of the rent is exogenous (Lambsdorff 2002, 2007). Persons providing a rent (privilege) face many risks – the providing could easily go against interest of other people. Politicians may not be elected, public clerk can be dismissed or moved to other place where are not able to provide rents. The risks increase a reward that a person providing risk asks for. The reward can be high in a competitive process, where competition decrease price of competitors (applicants for rent). Generally, competition reduces number of resources that could be used for rent-seeking and make rent-seeking less advantageous. On the contrary, monopoly can dispose of sufficient amount of resources to obtain rent. As Posner (1974, 349) notes: „even a naturally monopolistic industry gain form legislation that increased the demand for its products“. The competitive process means further less certainty whether the privilege is valuable – another subject can get the privilege, which thus reduces the value of the privileges of a subject who acquired the privilege before. This further reduces the willingness of subjects to seek the annuity.

An important objection emphasize that rent-seeking theory does not distinguish between the privileges or, more precisely between the range of interest that privileges represent. In the case of corruption the privilege can be very narrowly defined, it could be only in accordance with interest of bribe-taker. Lobbyists usually have to create interest group for achievement their goals. Due to competition, sole lobbyist rarely achieves success. The privilege interest group strive for must represent interest of all member of interest group. Such interest is broader and so less harmful than interest of sole bribe-taker. Lobbying thus usually affects all firms in industry and tends to be more permanent so that the corrupt officials cannot commit to not asking for bribes in the future (Harstad and Svensson 2011).
Lambsdorff (2007, 126) points out that in “in the utopian case of lobby consisting of everybody in the society, the interests pursued are public interest“. Small interest group could be seen as the first broadening the interest involved. This idea was advanced by Putman (1993), who defends the contribution of smaller group in building society and helping democracy at the same time. The differentiation between narrow and broad interest is also tackled by Stiglitz (1998, 16) when he argues that a distinction between rent-seeking interest groups and voice-conveying citizens must be drawn, even if this may be difficult in practice. As he writes: “increasing the number of participants and degree of competition would ensure more balanced signals of societal preferences“.

To sum up, the crucial difference between corruption and lobbying is the type of interest involved and the type of good being exchange. Corruption is based on very narrow interest, it does not take into account the negative externalities imposed on other subjects. Such type of rent-seeking is particularly harmful, because the incentives for creating market distortions are strong. Because it is secret (Shleifer and Vishny 1993), corruption favors the private benefit of small number of subject and encourages only the individual decision of a corrupt official. For this reason, the less costly bribery promotes more rent‐seeking than lobbying. In the case of lobbying the scope of interest is broadened and negative externalities are partly internalized. As the result, total costs for rent-seeking increase and the incentives for creating rents are lowered.

Nevertheless, the problem of rent-seeking theory comes from the definition artificial societally ineffective barriers to entry. If we want to apply economic a political recommendation coming from rent-seeking theory we must define the artificial barriers that we want to prevent to be established. But the definition is not so easy (Demsetz 1982). Let imagine for instance situation when city council offering taxi-licence. If everybody will be able to get the licence and there is limited space for the taxi parking, the unlimited offer is not societal efficient. Car-crowded streets, where cars are not able to park, does not bring welfare neither to the citizens of the town nor the owners of the licence. If some barrier of entry to taxi market is implemented, it improves societal efficiency. But the barrier is clearly artificial. Rizzo (1979) further questions the definition of social efficiency. He empathizes the necessary condition of talking about the efficiency requires to define goal that man strive to achieve. Only aftermath it is possible to ask whether the goal was achieved efficient or not. The goals which people give themselves are affected by their expectation that differs for each man and that depend on the previous experience. Because man change its goals due to his/her previous experience it is not possible all people have same expectations and that is why it is not possible for all people to have same goal. As the consequence it is not possible to define whether different goals where achieved efficiently from the view of whole society.
Although we agree with Rizzo objection, we on the other hand, believe that we can explore whether some actions improves or worsen position (revenues or utilities) of the member of the system (society) and if not it could not be called societal efficient. For instance, rent control leads to increasing of price of the rent, shortage of rental housing and so it worsens position of tenants. It also does not create incentives for land-lord to take care for the buildings and flat and causes deteriorations of buildings. From all here mentioned points of view rent control can be defined as societal inefficient. Rent-control can be mentioned as an example of rent-seeking – people living in the flat with rent-control realize privilege. Rent-seeking theory, however, without other explanation, is not able to tell whether rent control is efficient or not. Generally speaking, rent-seeking theory alone is not able to stipulate whether some rule creates inefficient barriers to entry or does not. Therefore, from the point of view of our theory it is necessary to emphasize that rent-seeking theory is not able to explain incentives preventing people from corrupt behavior. The possible solution of the problems is discussed in the fifth section.

4. Who is principal?

As is mentioned in the second section principal-agent theory sees corruption as the violation of legal or moral rights of the principal. In the case of corruption in the public sector where bribe-taker is employee of some public organization, so he/she works as a public officer, it is sometimes difficult to define principal. Bribe-taker is an agent. But, who is actually a principal? It could be public organizations (i.e. some government department or some local authority). We, however, have different opinion.

Public offices are purposely created organizations with aim to satisfy public needs. Than citizens should be defines as a final principal and public offices (organizations) could be seen as agents of the citizens. In the case of state organizations (as a parliament, government department), the principal can be define as citizens of the whole state, in the case of local organizations (for instance municipal or regional council or municipal or regional office) the principal can be define as citizens of people who live the municipal or regional area. It is possible to meet supranational principals and agent too – for instance bodies of European Union can be seen as agents of citizens (principals) of all EU member states.

It must be admitted that our view is not generally accepted. For instance Lamsdorff (2202, 2007) notes that principal is commonly assumed to be benevolent and to have the power to design contracts that best serve common interest. But it is not true in historical perspective. Of course, as is declared in the constitutions of all democratic states and in the international documents about human rights people is the source of all power. They have right to elect members of parliament, cancel public office and so on. Nevertheless, history knows many examples when the current regimes were overthrown and agencies that could be viewed as principals (parliaments, departments and other offices) were replaced (i.e. North and Thomas 1973, North 1990, North 2005, Acemoglu and Robinson 2006, North, Wallis and Weingast 2009). We believe that our approach is thus more realistic and solves issue of politic corruption, when government disregards its duty of serving the public and create an environment where laws do not prohibit its own self-enrichment and when corruption even accompany and underlie the writing and enforcing rules designed with intention of furthering the government´s narrow interests. Although corruption could be defined as legal, it still violates the rights of citizens.

5. Theory of redistribution systems and corruption: Toward theoretical synthesis

The fact that the principal-agent theory is not rightly able to evaluate different types of ruling and how the types are detrimental from the corruption point of view shows on more common problems. Generally speaking, the principal-agent theory has difficulties with defining an environment in which agents offering and accepting corruption operate. Logically, it then encounters problems with defining the significance of agents for the survival and development of organizations in such an environment. The problem of the principal-agent theory is similar to the problem of the rent-seeking theory, which, as is mentioned in the second section has a problem with defining efficiency of artificial barriers to entry. Then it faces a problem with defining the rules which do create artificial barriers and those which do not. In general, the rent-seeking theory has a problem with creating incentives leading to a non-corrupted behavior of individuals. From our point of view, it is necessary to emphasize, that in order to solve the issue of corruption successfully, the solution of the problems of the above mentioned theories is crucial. Look on both problems:

- If the principal-agent theory does not define an environment in which an agent operates and does not determine an agent's significant role for the survival and development of an organization, then it is unable to determine incentives which prevent an agent from acting in a corrupted way. How we could know if we have increase or decrease agent´s awards or punishment or only better check agents if we do not know whether agent is necessary for survival and development of organization? What if the agent position in the system is useless, it means it is not conducive to survival and development of organization? In such case is better to cancel position than to create incentives. Generally, without the explanation of institutional conditions where corruption happens, the theoretical analysis of corruption would not make any sense because there would be no difference between homo economicus behavior and corrupt behavior and thus no explanation how corruption influences economic efficiency.

- If the rent-seeking theory does not determine the barriers to entry that motivate bureaucrats, politicians and entrepreneurs to act in a corrupted way, then it is unable to set correct rules which lead to economic development and which, at the same time, prevent agents from acting in a corrupted way. What if we create a rule with the assumption that it reduces corruption, but it on the contrary increases corruption?

In this section we investigate how both problems can be solved by means of the theory of redistribution systems and its part - the theory of parallel redistribution games. Theory of redistribution systems is based on the assumption that most social systems, i.e. an environment in which people exist, have the character environment in the environment where is redistributed income and wealth or a direct source of goods that this environment is available in. The redistribution can be defined as a situation where a person is rewarded differently from their performance (Valenčík 2008). The redistribution has some objective reasons. This is particularly the facts that in any system necessarily live people, whose economic performance or the ability to produce goods and collect the goods necessary for his living is low, or zero. Typical examples are children, elderly, sick, disabled, etc. If a society wants to ensure the life of these persons (groups of persons) must redistribute necessarily - some people take resources and goods and other giving.
The redistribution in favor of people who needs it can be called as necessary (desirable) redistribution (Wawrosz 2011). Although the criterion of needed redistribution as arbitrary we believe to be important. Apart from necessary redistribution it is possible to meet with cases of redistribution in which a person who is redistributed in favor does not need the redistribution – such redistribution can be called as unnecessary (undesirable) redistribution. Redistribution hence provides environments for lobbying or corruption, because in them there is a reallocation of funds other than those corresponding to performance of its members, which also encourage members to redistribute through bribes and to rent-seeking.
Economic theory in analyzing the issue of redistribution necessarily has to note redistribution reduces the economic efficiency. It is quite logical - it is also a redistribution of certain associated costs. Sources used to redistribute it cannot be used to produce new goods, thus not contributing to the improvement of economic efficiency. In particular, redistribution, however, also discourages from productive behavior. He/her is at the expense of redistribution going on and who is losing the fruits of his/her effort is not motivated to economic activity hence tend to rent-seeking. The disincentives, however, leads to a decline in the economic efficiency and therefore to decrease the amount of resources that can be redistributed within the system. Likewise, the person in whose favor the redistribution is done, is not if it is income (or assets and resources) available through redistribution, too motivated to be economically active and to contribute to improve the economic efficiency. Given the fact - the more redistribution within the system, the smaller the system efficiency is usually interpreted as a dilemma (the trade-off) between equality and efficiency.

Necessary and unnecessary redistribution must be governed by certain rules, which define, for whose benefit and at whose expense is to be redistributed to resources or goods and to what extent, to be redistributed, etc. These rules may be formal (legal which allow lobbying) and informal character. 
 It is important that the necessary and unnecessary redistribution is carried out in accordance with the standards applicable in the society (organization), i.e. no violation of the rules governing the society (organization). Regardless of the nature of redistribution can then be given redistribution (redistribution system) to mark the legal system of redistribution - redistribution occurs in accordance with the standards of the company or society. It should be stressed that these rules do not only have in general binding rules (laws, regulations, decrees, etc.), but can be a type of informal rules of customs, traditions, etc. So the word “legal” in our meaning cannot be here related only to the recognized state law. The world only describes forms of redistribution that are allowed or accepted by society.

Besides the legal systems of redistribution, however, there are other forms of redistribution - the parallel redistribution systems. The basic characteristics for a parallel system of redistribution are:

In a parallel redistribution are violated the rules that exist within the legal system through redistribution act, which in the legal system of redistribution is not allowed.

- Redistribution that occurs in parallel redistribution system is hidden and secret.

- Redistribution in favor of members of a parallel system of redistribution is happening at the expense of the original redistribution system within the parallel system of redistribution exists. Shortly, redistribution in favor of members of a parallel system of redistribution represents rent-seeking game.

Members of parallel redistribution system strive through the system to increase the remuneration paid to them. This remuneration may take the form of cash or in kind, may be to gain an advantage (position) - for example, easier access to resources, goods (including information, etc.), so this position thanks to members of a parallel redistribution of higher revenues or lower costs than if they did not participate in parallel play.

For characteristic parallel redistribution system can thus indicate that each system of parallel redistribution game corresponds to a specific type of disruption of the institutional framework - a parallel redistribution system (play) violates the legal institutional arrangements of redistribution system, and this disruption is happening covertly, i.e. violating aspire to him by other persons (players) and could not learn to failure to intervene. In terms of new institutional economics (Eggertsson 1990, Furubotn and Richter 2005, Mlčoch 2005) parallel redistribution can be described as an example of the game opportunistic behavior or rent-seeking game - individual entities behave differently than the respective institutions. Corruption can then be considered as an example of parallel redistribution game - the aim of corruption against the rules to reallocate resources, which could have a third party (those not participating in the redistribution of the contract) for the benefit of participant’s corrupt contract.
Within the explanation of corruption problem as a parallel redistribution game, the question arises: which general binding rules (laws, regulations, decrees, etc.), improve efficiency of the system and discourage parallel redistribution games? The theory of redistribution systems suggests simple answer. These are rules which strictly enforce private property rights (Coase 1960, Demsetz 1967, Alchian 1967) through competitive process (Kirzner 1973). If private property rights are strictly enforced there is no unnecessary redistribution hence no environments for parallel redistribution games - game opportunistic behavior or rent-seeking game. Within strictly enforced private property rights no unnecessary reallocation of funds other than those corresponding to performance of its members exists thus members of the system are not encouraged to redistribute through bribes and to rent-seeking. This statement is detail explained in the next section.

Figure 1: Redistribution system where corruption as a parallel redistribution game
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6. Selected Anecdotic Evidence of Bureaucratic Corruption from the Czech and Slovak Republics
In the Figure 1, we define a redistribution system (organization or society). Within the system necessary redistribution is governed by rules, which strictly define private property rights. If private property rights are strictly defined and enforced the system (organization or society) is efficient. These formal rules (legal which allow lobbying) are enforced by the state. The state is the principal of politicians and bureaucrats. If the state strictly enforces private property rights the redistribution system (organization or society) is efficient thus the state is benevolent enough and has the power to design contracts that best serve common interest. If the state does not strictly enforce private property rights, politicians and bureaucrat may play parallel redistribution games together with entrepreneurs so that efficiency of the system (organization or society) is reduced through unnecessary redistribution (bribes) and through rent-seeking.
Assuming that the state is not benevolent enough so that it has not the power to design contracts that best serve common interest (Brennan and Buchanan 1977, 1921) let us illustrate our implications using an historical example. In Central and Eastern Europe after the collapse of the communist regime, a lot of entrepreneurs were able to influence the political process. However, in this period of replacement of old politicians by new ones, old bureaucracies remained relatively unchanged. Early transition of Central and Eastern Europe thus might be referred to as a period of establishing of new redistribution systems within old bureaucratic practices. According to some literature, this period was a period of increased activity of entrepreneurs which led to unnecessary redistribution and rent-seeking (Levy 1990, Shleifer and Vishny 1992, Anderson and Boettke 1997). For instance, Jonson et al (2000) argue that the so-called “tunneling” was the result of weak political institutions, especially their inability to set and enforce an efficient legislative framework. Cull, Matesová and Shirley (2002) argue that inefficient law enforcement and inefficient regulations resulted in the problems of looting or asset-stripping.

This evidence suggests that redistribution systems (organizations or societies) of post communist countries did not enforce private property rights strictly through the state. While barriers to entry to politics were significantly lowered the establishment of efficient rules governing redistribution provided space for emergence of corrupt organizations – parallel systems ensuring parallel redistribution. To illuminate how such parallel systems emerged, let us present selected unique anecdotic evidence proving their existence in the early period of transition in the Czech and Slovak Republics. The source of the presented evidence is mostly the Czech and Slovak newspapers which reported on political and bureaucratic corruption. We believe that despite of newspapers' commercial bias, some publicly presented examples of emergence of parallel redistribution systems led by politicians, bureaucrats and entrepreneurs can provide clear and realistic illumination of our redistribution systems theory explained above. Let us start with the case of the Czech Republic.

The ever more negative perception of corruption in the Czech Republic was greatly affected by the scandal of Jaroslav Lizner and Viktor Kožený. Jaroslav Lizner was convicted of abusing the authority of a public official in connection with the privatization of the Klatovy dairy (KD). A tender for a 34% share in KD during the second wave of the voucher privatization was canceled in July 1994 by minister Karel Dyba, because of doubts about the negotiation process with the winning company Trans World International (TWI). A representative of TWI, Luboš Sotona passed on a suitcase planted by the police to Lizner on April 31, 1994, containing 8,334,500 Czech crowns (Reed 1996, 225). The head of the center for the voucher privatization, the head of the central registry of securities and the member of the securities commission was thus the only high-ranking public official in charge of the voucher privatization convicted to 6 years in prison.
 In 2004 he requested the reopening of the case, however this request was denied.

The name of Viktor Kožený stirred emotions in most Czech citizens, which often led to the condemnation of the privatization process based on the role of corruption in it. Viktor Kožený, the founder of the Harvard Company and Consulting (HC&C), became the owner of several important Czech companies after the first wave of the voucher privatization. During the year 1992, on eight occasions, he met with a former agent of the communist secret police and later with an employee of FBIS (the Federal security and information service), Václav Wallis. Reportedly, Kožený bought information from Wallis for about half a million crowns. In March 1994, Wallis was found guilty and sentenced to 37 months in prison. Subsequently, however, he was acquitted of any wrongdoing, because the alleged deal could not be proved.

A subsequent anti corruption program "clean hands", which was part of the anti corruption initiative in 1998, was a specific answer of the Zeman government to the deteriorating perception of corruption linked to the privatization process in the Czech Republic. Based on this resolution, the government created an interdepartmental committee for the protection of economic interests. It was chaired by Stanislav Gross with a mandate to battle economic criminality and corruption. The committee was dissolved in the spring of 2000. According to a report by the European commission from the year 2000 (EC 2000), the institutions created under this initiative prepared 209 cases to be prosecuted, only 70 of which were investigated by the police. 18 cases were canceled, 10 were closed and only 6 made it to the court.

Another scandal involving a high ranking official in the Czech Republic was the "Srba" case. This case illustrates the connections of high ranking state officials and organized crime. Karel Srba allegedly traded without a mandate with the privileges for construction and reconstruction of governmental buildings, both at home and abroad. For example, according to the investigators, the company that was reconstructing the embassy in Zagreb (Block), paid Srba a five million crown bribe. "This amount was found in the car of Srba upon his arrest. The ex-secretary of the Ministry of Foreign Affairs of the Czech Republic defended himself, claiming that Jiří Sitár from Block only left the money for safekeeping" (Hospodářské noviny, 26th June, 2003). Srba was sentenced to eight years in prison not for corruption but for an attempt to murder a journalist Sabina Slonková. She presented a series of articles about the reconstruction of the Czech House in Moscow, managed by Srba, with unnecessary expenses for the state. Later, other corruption cases involving Srba emerged. However, none of the cases of corruption were proved, therefore he was cleared of all corruption charges. Jan Kavan, the head of the Ministry of Foreign Affairs, resigned, because he appointed Srba in 1998 to, paradoxically, guarantee the "clean hands" program of the Zeman government.

In Slovakia, the privatization process after 1993 was even more under political control. After the division of the Czecho-Slovak Federation, the Slovak government abandoned the route of voucher privatization and embarked on the road of direct sales. The higher discretionary decision power and more space for corruption was probably the ultimate motivation for the abandonment of the voucher privatization process managed by a system of automatic auctions (Tříska 2002). Clearly, the Slovak political elite was exposed to pressure directly calling for unfair advantages, something considered non-standard in a democracy by foreign observers. Thus, the Slovak privatization process illustrates not only the bureaucratic corruption mode of privatization, but also the behavior of politicians as benevolent despots.

According to the daily newspaper Hospodářské noviny (30th September, 2002), the HZDS representatives originally without any considerable assets, must have obtained most of the wealth from bribes and non-transparent privatization, since it could not be afforded from their official salaries. However, this will be ever harder to prove, since the only way to find the origins of their fortune would be to get official declarations of personal assets of the people involved. However, there was no such law in effect in Slovakia between 1990-1998.

The OECD report from the year 1999 (OECD 1998, 101) highlights the lack of transparency using the example of Slovnaft, the Slovak refinery, which was sold to an unknown company Colorin for 620 million Slovak crowns. The Fund of National Assets did not provide any specific information to the shareholders of the company during a general shareholder meeting shortly before the privatization.

At this point it is important to mention Ján Ducký. He was an interesting person, who later became publicly known. He was the former secretary of the Minister of Interior in the communist government and a minister in three Slovak governments, including the first transformational government. He allegedly lobbied for the Slovak entrepreneurs which he had known during the communist years who acquired wealth suspiciously easily (Týden 1999). During the years when Jan Ducký was the Minister of Economy, another company, Nafta Gbely was controversially privatized. He publicly denied any connections, even though he directly supervised the privatization process. The lucrative business was purchased by a company called Druhá obchodná with anonymous owners residing in an abandoned house in Bratislava suburbs. Nafta, originally being on a list of strategic companies not-to-be privatized at all, was sold for 500 million Slovak crowns, while its market capitalization was 3.2 billion Slovak crowns (Respekt 2001). Later it turned out that Nafta Gbely belonged to the regional chairman of HZDS in Trnava and a former waiter Vladimír Poór. In 1996 Ducký was dismissed from the ministry for embezzling billions of crowns in revenues from the Slovak state treasury by issuing illegal export licenses to several businessmen.

Jan Ducký, the former secretary of a communist ministry, minister in three HZDS governments and the manager of the profitable Slovak Gas Company was found dead in January 1999 in a corridor of a prefabricated house in Bratislava with three gunshot wounds in his head.

The most bizarre event demonstrating the political practices during the HZDS government was the abduction of Michal Kováč, the son of the Slovak president at that time. In 1995, he was transferred to Austria against his will. This operation was led by Ivan Lexa, the former head of the Slovak Intelligence Service (SIS) during the years 1994-1998. Lexa was accused of organizing the abduction and investigated, however after a direct order of the prime minister Mečiar, he was subject to amnesty in 1998. According to The Economist (2002), it was Lexa who was responsible for the execution of dirty political tasks initiated by the prime minister. The most serious accusation of Lexa was that he instigated the murder of Robert Remias, who died after a bomb hidden in his car exploded.

In 1998 the investigations of Lexa were reopened by the order of the new prime minister Mikuláš Dzurinda. In March 1999, at that time the member of parliament, Lexa faced three charges: i) abuse of power as a state official, ii) abduction of a Slovak citizen abroad and iii) robbery. The Slovak National Council stripped Lexa of his immunity. This could have been done only after the mandate and immunity commissions of the Slovak National Council agreed with prosecution of Lexa for the abuse of power as a state official in November 1999 and Lexa spent a few months in prison.

In May 2000, despite the ban on leaving the country, even with a diplomatic passport, Lexa left Slovakia. Slovak police initiated a nation-wide search for him in June 2000 and asked Interpol for help. In 2002 the former head of the secret service was deported from the Republic of South Africa to Slovakia and detained again.

"In fact, he was sunning himself at Umhlanga Rocks, a beach resort just north of Durban in South Africa, from a hotel owned by, guess who, his former secretary, who slipped the country around the same time as her boss, telling her mother she was off to Australia to learn English." (The Economist 2002)

According to The Economist (2002), most of the fortune of Lexa and other accomplices of Mečiar was stolen from the state. In June 2006, after lack of sufficient evidence to convict Lexa, Vladimír Mečiar supported his rehabilitation in the Slovak National Council.

Conclusions

In this paper, we surveyed the theoretical discourse between the proponents of the Chicago Public Choice theory and the Virginia Public Choice school of thought on the relationship between corruption or lobbying and economic efficiency. We explained that while the Chicago Public Choice theory admits that lobbying might improve the efficiency of the rule of law and consequently also the overall efficiency, the Virginia Public Choice theory maintains that corruption or lobbying induces politicians and bureaucrats to rent-seeking and thus reduces the overall economic efficiency.

Nevertheless, we found that the Chicago Public Choice theory has difficulties accounting for the environment in which the interest groups lobby for particular settings of regulation as well as explaining the importance of such environment for economic efficiency. The Virginia Public Choice theory, on the other hand, finds it difficult to suggest properties of efficient rule of law. Since modern governmental agencies use bureaucracy to change, control and enforce regulation and to provision of public goods, they induce interest groups to rent-seeking. Both problems, however, are central to solving the problem of corruption. Lacking the knowledge of the environment (system) and their significance for the economic efficiency, the theory cannot define environment that would discourage the interest groups from reducing economic efficiency. If the theory does not suggest properties of environment that motivate interest groups to rent-seeking, it cannot suggest the proper environment that would deter rent-seeking.
The theory of redistribution systems and parallel redistribution games solves these problems by: a) defines the environment in which corruption occurs as a legal system of redistribution (which allows lobbying) b) defines a parallel redistribution system (the game) as a system in which violations of legal rules redistribution system and defines corruption as an example of a parallel redistribution games c) based on the definitions concludes that reducing the legal redistribution eliminates stimulation agents to behave in a corrupt d) is able to describe the features that should have rules to discourage agents from corruption and rent-seeking. The theory of redistribution system thus follows the Virginia Public Choice explanation, which is more realistic because it includes the influence of bureaucratic corruption.

To support this conclusion empirically, we have added some experiences with the establishment of the rule of law in the early stage of transition in Central and Eastern Europe. We have chosen this example as quasi-experimental social environment allowing emergence of parallel redistribution games reducing economic efficiency. We have also added selected anecdotal evidence from the Czech and Slovak Republics as prove of existence of parallel redistribution games in transition in Central and Eastern Europe. Our quasi-experimental anecdotal evidence illuminates the reality of privatization process in the Czech and Slovak Republic. It shows that the reality of relatively intensive competition among interest groups was closely connected with existence of parallel redistribution games (corruption), which reduce efficiency.
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� These theories speak rather about legal lobbying than corruption. In perspective of Virginia public choice, however, even legal lobbying can be considered as corruption, since it reduces social welfare (Tullock 1996, Otáhal a Grochová, forthcoming). Becker (1983), Posner (1974) and Wittman (1989) assume legal lobbing to be efficient because it improves efficiency of legal system and regulations. This assumption, however, again contradicts to Virginia public choice, which assumes that legal rules and regulations resulting from legal lobbying are less efficient than constitutions (i.e. Buchanan and Tullock 1962).


� Rules set within a company represent an example of an unofficial institution.


� For example, Czech football premier league was hit by bribery scandal in 2003 and 2004. As a result of the scandal several referees and football official were condemned. For details see Feik (2007) and Janeček (2009).


� Wittman (1989) argues that market competition as well as political competition produces inefficient outcomes so that it is no reason to assume that political rent-seeking is less efficient than market rent-seeking. Wittman (1989) as well as Becker (1983), however, assume particular democratic rules to be established. These democratic rules of political competition and voting procedures are embodied in constitutions, which can be changed throughout the democratic process so that rules of democratic competition and voting procedures can be abolished.


� In theory, the dilemma is described by Okun (1975). The dilemma, including the text as shown in this figure which expresses the dependence is presented for instance in Musgrave (2004), Stiglitz (2000). Empirical studies can then mention such a study by Kuhn and Riddell (2006), which for example different unemployment insurance systems in Canada shows that systems with higher unemployment benefits lead to more unemployment and prolonged unemployment.


� For the case of explanation of corruption problem within informal institutional environment, see Otáhal (2009a).


�Lizner rejected the accusations, reasoning that "the costs associated with a privatization project are always a subject for discussion influenced by one´s political views" (Reed 1996, 224).


�Václav Klaus declared: "I regard as completely absurd the idea that Mr Kožený wanted to buy information of this type. The playing of this card is an ideological attack on the transformation of Czech Republic and an evil ideological attack on one of the foundations of the transformation process, that is, privatization." (Reed 1996, 231)





