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Abstract

Local businesses and governments in Eastern European, Central European and Eurasian countries often experience a market-disconnect when dealing with their Western European counterparts. These Non-western European countries use various forms of informal market transactions that Western European countries consider as corrupt because Western European countries have formalized such informal economic transactions into enforceable rules and laws of the market and governance. Programs that can identify and formalize informal economic transactions already formalized in Western Europe can decriminalize anti-corruption efforts by refocusing them into positive developmental programs for helping communities develop norms that support open, equitable market and governance transactions that best serve the community.

Introduction

A market-disconnect is often experienced by local businesses and government agencies in Eastern European, Central European and Eurasian countries (Non-western European), wishing to participate as trading partners when dealing with their Western European counterparts. A market-disconnect is when the rules and trading norms of one trading partner come into conflict with those of the counterpart-trading partner. The result is often a disengagement of trading. This market-disconnect is often caused to some degree by the difference of the trading partners’ cultural norms in the use of certain informal economic transactions. 

Principally, Non-western European countries use many informal economic transaction in the marketplace and government. More precisely, Non-western European countries use some informal market transactions that Western European countries have by formalized into strict rules and laws. Western European countries have formalized these economic transactions in order to assure that the economic transactions are equitable and fair. The transactions are made transparent and open to audit by the participating trading partners and by proper authorities. 

This formalization of economic transactions has led Western European countries to consider the informal use of such economic market and governance transactions in an informal manner as a form of corruption, i.e., bribes, kickbacks, under-the-table payments, etc. This difference between using informal and formal economic transactions can contribute to a market-disconnect when trading occurs between Non-western and Western European countries.

Traders from Non-western European countries could identify those informal economic transactions in that are also conducted as formal economic transactions in Western European countries. Then Non-western European traders could seek ways, together with their trading partners in Western European countries, to formalize these informal economic transactions in a way that would facilitate the economic transactions between the cross-cultural trading partners. Once identified, and to the degree that those informal economic transactions can be formalized, the market-disconnect could be expected to be commensurately neutralized.

This paper examines the social aspect of this cross-cultural market-disconnect. There are extensive programs by the various agencies of the European Union, Transparency International, and others, to normalize the way Non-western and Western governments deal with each other in this field
. However, most of this work is conducted under the rubric of anti-corruption, which, by definition, nominally criminalizes the many current Non-western European countries’ informal economic transaction practices. This criminalization effect can possibly be counterproductive for particular anti-corruption programs for change to succeed.

This paper focuses, therefore on a developmental approach of identifying and formalizing those informal economic transactions current in Non-western European countries that have successfully been formalized in Western European countries. Such a developmental approach could be expected to have a decriminalizing effect on efforts to reduce the corruption perceived between Non-european and Western European trade partners.  The target economic transactions are those that can be considered as non-criminal, and that can be formalized by Non-western European countries in order to diminish the market-disconnect with their trade partners in Western European countries. 

I. Informal and Formal Economic Transactions

Economic transactions are mutual social agreements between the provider and the recipient of economic goods and services. In the cultural traditions of many European countries the norms for transactions in markets and governance often include informal economic provisions of values to augment the formal part of the social market economic transaction. This has long been an accepted in the norms of Non-western European countries as their way of doing business. For example: in their research a paper “Confessions: a model of officials’ perspectives on accepting gifts from clients in post-communist Europe,” presented at the European Union Coalition 2000 Conference in Varna, 1999, William L. Miller, Åse B. Grødeland and Tatyana Y. Koshechkina, reported:

On average, less than half the officials thought their government regarded low-level officials accepting ‘money or expensive presents’ from clients as ‘a corrupt practice which it must liquidate’. Over a third thought their government took the view that it was ‘unfortunate but unavoidable until it could pay officials better salaries’. And one fifth even thought their government regarded it as ‘an informal way of charging for state services and paying officials’. 

Western European countries practice many of these same market transactions. However, Western European countries have come to formalize many of these informal economic transactions through commensurate salaries, business practices such as auditable record keeping, paying commissions and bonuses, contracts, coded laws, regulations, and business ethics. A market-disconnect occurs when Non-western European countries and Western European countries want to trade with each other. The Western European countries tend to brand most informal economic transactions that are made outside their formal coded process as illegal. This means that if business or governmental entities in Western European countries, in order to be competitive, are required to make informal economic transactions in order to do business with an Non-western European country, they are liable to criminal prosecution in their respective Western European countries. This appears to be the crux of the economic transaction disconnects.

II. Social Informal Economic Transactions in Europe; a Brief History 
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When Ukrainian President Leonid Kuchma, unveiled ‘Operation Clean Hands’ on Apri10, 1997, he identified power abuse, bribery and extortion by bureaucrats as the main obstacle to developing enterprise in his country. Since then, there has been widespread criticism of many of the Non-western European countries where solving citizens’ and customer’s problems involves soliciting presents or bribes from them. Ukraine, to be sure, is not an isolated case in the use of such informal market transactions (see Figure 1: A Comparison Index of Corruption in Non-western European Countries). 
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The difference between the Non-western European countries’ Average index rating and that of the Western Countries represents the potential for market disconnects. 

Wayne Sandholtz and Mark Gray in their paper, “International Integration and National Corruption,” conducted detailed research on this point. Greater degrees of international integration lead to lower sectors of corruption, defined as the misuse of public office for private gain.

“We theorize that international factors affect a country’s sector of corruption through two principal channels. One acts through economic incentives, altering for various actors the costs and benefits for engaging in corrupt acts. The second mode is normative. Prevailing norms in international society de-legitimate and stigmatize corruption. Countries that are more integrated into international society are more exposed to both economic and normative pressures against corruption. We therefore test the following hypothesis: The more a country is tied into international networks of exchange, communication, and organization, the lower its sector of corruption is likely to be.” 

Clearly, a healthy and viable economy is the social glue that creates and holds community together. However, history has shown that no one economic system is the ideal for all communities for all times. For example, capitalism and communism are essentially economic creatures of the nineteenth century that grew to full bloom in the twentieth. Both have led both to spectacular successes and equally spectacular failures in their respective communities. The origin of the market-disconnect evolved partly because economic systems in Western and Non-western European countries developed along two very different tracks. It appears that both economic systems may have passed their prime and must make way for new innovative approaches or at least re-approaches to each other. Today, the EU, in including Non-western European countries a members is working to reconcile these economic systems into a new one that can recognize the differences in cultures and at the same time forge a equitable and viable economic system.

III. The Anatomy of Economic Transactions- Two Forms of Economic Rationality

Wayne Sandholtz and Mark Gray examine anatomy of economic transaction theory. They describe norms of behavior and utility as the two major social factors that motivate a participant’s decision-making in an economic transaction:

“Actors are motivated both by the desire to enhance their well being [utility values to the actors] and by the desire to act in appropriate, or justifiable, ways [norms]. The quest to be better off involves the familiar form of economic rationality, in which actors calculate the expected payoffs of various options and choose the course of action that will produce the greatest benefits, as they define them. The desire to behave in justifiable ways calls on a different form of rationality, one attuned to social norms. In normative rationality, actors endeavor to determine the appropriate behavior given the situation, their role position, and the relevant rules (March and Olsen 1989).
 We see the two modes of rationality not as mutually exclusive but rather as complementary. Our premise is that people constantly and routinely reason about both utility and norms, and that both kinds of considerations affect their choices. Even seemingly straightforward decisions regarding economic wellbeing can have normative dimensions.” 

Norms for behavior, in this view, come from multi-levels of the actors or decision-makers context. They come from the actors themselves, their families, friends, peers, their work firm and jobs, the community and the larger cultural entities including their nations and the global community in general.  This norm/utility value duality in economic transaction decision making results in a continuum that spans economic transactions as shown in Figure 2 Norms and utility as the two major social factors that motivate a participant’s decision-making in an economic transaction. 
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When people enter a decision-making process they usually consider both the normative and the utility/value aspects, The normative aspect questions, “What’s the right (moral and ethical) thing to do here?” Namely, as a member of my family, community, or firm etc., what is expected proper behavior for me in this decision?  The utility/value aspect questions, “What is it I want/need out of this situation? What’s are the useful benefits?” 

What’s the best decision? Ideally, there is an appropriate balance between these two factors, depending upon the participant’s current situation. If the community norm is to engage in certain informal economic transactions in the marketplace and governance that other cultures may consider as corrupt, then such activity is not really anti-social within the actor’s community. It is the norm as long as everyone in the community accepts the practice. If there are new laws passed that make it illegal to make such informal economic transactions, it remains the norm until the people in the community change their practices accordingly. Therefore, in order to change people’s international trading behavior simply passing a law making the informal economic transactions illegal will not likely change the market and governance situation by itself. What it does do is make the current traders instant criminals.

More importantly, we can consider that there are a wide variety of informal economic transactions in any community.  It is not always useful to group them all into the general category of economic transactions. For proposes of analysis, economic transactions can be grouped into three distinct economic transaction sectors: (1) Social, (2) Social/Market, and (3) Anti-social, as shown if Figure 3. Three Sectors of Economic Transactions. The Social or first sector of economic transactions includes those transactions for which the giver gives with no immediate expectation of receiving something equitable in return. It is not a quid pro quo economic transaction. This social sector of economic transactions includes customary informal personal gift giving, supported strictly by social norms, for special occasions such as birthdays, holidays, charity, and showing appreciation. Personally and community motivated social bonding is the primary function in this sector of informal economic transactions. 

This social sector includes appreciation among families, charity, and other voluntary economic/social relationships within the norms of the community. These social, non-market transactions constitute a gift given as part of a personally felt cultural obligation or event. There is no expectation of gaining goods or services in return, per se. There may be a notion of future reciprocation here, but not a quid pro quo exchange of goods or services. Clearly, each community finds and practices this sector of informal economic transactions, more or less, as an important part of the fabric of their cultures.

The Social/Market or second sector of economic transactions is comprised of goods (including money) or services that are given with the expectation of receiving an equitable and desired good in return. These are the economic transactions that are basically a utility-value exchange in community social/markets. Social/market economic transactions are the common transactions for obtaining a good or service desired. Especially in Western European countries, social/market Transactions are formalized in the form of enforceable contracts, advertised prices, recorded payments, audit trails, taxes, and other processes to assure (enforce) fair market exchange for both the buyer and the vendor. These economic transactions are regulated by community norms, market ethics and, on a higher level, by governance rules and laws.

The Anti-Social or third sector of economic transactions constitutes a category of criminal informal market transactions that allow the provider of goods and services little or no expectation of quid pro quo return for the goods proffered or demanded. Anti-Social economic transactions are social pathologies that amount to an informal ’tax’ imposed, even through threat of violence, by unofficial person(s) who usurp governance power over others that wish to do business, acquire a service, and/or avoid harm, i.e., extortion. In the extreme, theft, embezzlement, and other crimes are informal economic transactions of this sector.  In addition, anti-social criminal economic transactions often impinge into the economic transactions in the social/market sectors, as well. Clearly, this sector is not limited to Non-western European and Central European countries; crime is found in all countries to one extent or another.

While these three sectors of economic transactions can be involved in market-disconnects they are clearly not the same, nor should they be developed with the same methods. The three economic transactions sectors are differentiated by the degree that the transactions are influenced by community’s norms and by the degree the self-interest of the economic utility is to the parties involved. In the end, it is the community’s common interest that is to be served by the community’s economy and governance.

In general, the economic utility/value axis of the transaction decision model asks questions of self-interest. Is this the best deal I can get for me and mine? Will it meet my needs or wants at a cost I can afford? The normative axis of the transaction decision model asks questions in regards to the social context and norms. What, if any, are the social consequences of this transaction? What is the expected behavior for me in this instance? Is this honest? Is it fair? Moral? Ethical? How will people treat me if I do this? Is it good for our community and nation? 

Taken together, the questions are questions that define the concept of enlightened self-interest where individual citizens acknowledge not only their responsibility to themselves but also to the society of the community that affords them sanctuary and nurturing. Figure 2. Three Sectors of Economic Transactions models this duality. 

If the ‘norm’ factor predominates in the transaction, the informal economic transaction falls in the first or social sector. “I do this because I belong to my family/community and have responsibilities to it. If the ‘utility’ factor predominates to the exclusion of the norm considerations, then the economic transaction falls into the social pathological anti-social sector. When there is a reasonable degree of balance between the community norm and the self-interest utility factors the economic transaction falls into the second or social/market sector. Clearly these sector categories are somewhat arbitrary; in effect, there is a gradient continuum from the first sector to the third. 

However, Figure 3 Three Sectors of Economic Transactions shows that there are certain boundaries that can demark the three sectors in a useful fashion for analysis.  What seems to have occurred in the historical market-disconnect is that on one hand Non-western European countries have continued to find many informal economic transactions appropriate in the social/market sector. While, on the other hand, Western European countries have formalized many informal economic transactions in regard to their norms and market place rules about economic utility and what constitutes equitable economic transactions. For Non-western European countries, this area of the informal economic transactions in the social/market sector of economic transactions is often referred to as the Gray or Shadow Market. 

Finally, the anti-social sector, of course, operates in the social/market sector as well. Where crime makes it incursions into the social/market sector in selling legal goodsm, a Black Market is formed. Programs to deal with anti-social corruption are in the area of law enforcement rather than developing programs to formalize informal economic transactions in the social/market sector in order to realigning them with their counterparts in Western European countries. Crime reform programs are important, but outside in the scope of this paper.

Therefore, it is clear that the social sector of informal economic transactions does not cause the market-disconnect; most of these same social sector informal economic transactions are also widely practiced as informal economic transactions in Western European countries as well. The anti-social sector of criminal economic transactions is also viewed in both Western European and in Non-western European countries as corruption and illegal.

The focus for change in reconciling this market- market-disconnect is on the area depicted in Figure 3, Sectors of Economic Transactions where the Informal Economic Transactions of Social Sector are an incursion into the social/market sector of economic transactions. These particular informal economic transactions should be treated separately and with different development programs than those used to deal with the criminal economic transaction incursions from the anti-social sector.

The primary purpose of this separation from the anti-social sector is to decriminalize programs aimed at formalizing the informal economic transactions occurring in the social/market sector. In short, the Western European and Non-western European countries can work together in order to identify, reconcile, and formalize practices of informal economic transactions in the social/market sector of activity in their respective countries.

Clearly, identifying and developing ways to formalize informal econoic transactions that are conducted in the social/market sector is in no way a trivial task. It does seem to be a more viable strategy to deal with formalizing the social/market informal economic transactions than trying to deal with the social/market and the anti-social spectrum of informal economic and governance transactions at the same time with the same solutions. 

Overall, there are three parts to a strategy to reconcile the three sectors among all the European and Eurasian countries. The first part would focus on identifying and formalizing the informal economic transactions depicted above in the social/market sector. The second part of the strategy should be involved with developing government services along the lines defined by the EU for becoming economic trading partners to support this formalization. Then the third part could deal with anti-social informal economic transactions, namely crime. The three different but overlapping problem areas require three quite different but concurrent and overlapping approaches.

IV. The Formalizing Informal Economic Transactions – A Strategy for Change

The first step toward reconciliation of informal economic transactions in the social/market sector is, of course, to identify those informal economic transactions that are practiced in the social/market sector that have been formalized successfully in Western European countries. Then ways to reconcile the Non-western European countries’ counterpart practices can be worked out and practiced together between the Non-western and Western countries and their trading partners. The formalized economic transactions would include:

Table 1. Examples of Informal Economic Transactions in the Social/Market Sector

Informal Economic Transactions
Formal Economic Transactions &

Transparent accounting

Oral agreements to in trade transactions
Written contractual agreements for specific results

Informal Payments exchanged between customers and Middle management procurement personnel.
Commissions paid to sales and middle management for closing deals.

Student’s Gifts to University Professors and administrators.
Published tuition to be paid by students to the University Administration and payments recorded. Proper salaries for professors and administrators.

Payments to traffic police for minor infractions.
Fines paid to the courts with receipt in return and proper pay levels for traffic police

Gifts for special service
Set fees paid with receipt in return.

Business employees exact informal payments for speedy service.
Published fees scales for services rendered -Performance awards, and bonuses for effective employees, etc

Government employees exact informal payments for speedy service.
Taxation, (primarily property, income, and sales tax) used to pay professional administrators a proper wage.

Distribution of excess funds
Regulating for fair profits and wages

The formalization approach is to help nations and their local communities to use a developmental path for building the public’s trust in the market and in the government, rather than go down the reform path of anti-corruption enforcement programs. Most nations have come from the same place and that the social/market transactions remain with us all. It’s just that such economic transactions remain in a more separate and transparent form currently in Western European countries than they do in Non-western European countries. 

As shown in figure 1 A Comparison Index of Corruption in Non-western European Countries, nine Non-western European countries have already been successful, to the degree of qualifying as members of the EU, in effecting this separation through transparent governance structures and practices as outlined by EU guidelines.
 

The envisioned outcome of the formalization approach is to develop education, training programs and development methods for countries to use in order to develop their economic and governance systems. Therefore, education and training tools are needed in local communities in order for them to achieve the acceptable degree of transparency in social/market economic and governance transactions that will enable the country’s businesses to become more trusted and successful players in the developing global economy.

The strategy of this self-help approach is to eliminate the ‘criminal’ labels that can be attached to efforts of reforming selected informal economic transactions in Non-western European countries. The change strategy, rather, is to move to a more positive developmental path instead. This developmental path would take the form of training and development programs for their business community and administration authorities to meet the requirement template of the European Union for trading partners or even acceptance as an EU Member or as a trusted trading partner.
 Training as a strategy for change is included because community and market norms will need to change their behaviors. People can know that the changed behavior is needed, and they can accept the new values new behavior will bring. But, the people involved in the change need to practice the new way of formal economic transactions in the social/marketplace in order for their community’s norms for behavior to change in the same manner.

V. Conclusions: Building The Public’s Trust In Governance and the Marketplace

 “Public trust is an important part of the social fabric of any nation. It is one of our most precious national resources. Uncaring public officials can tear away at this social fabric. However, there is a threshold of public trust, below which a regime can no longer be effective and is brought down of its own weight. History is strewn with the wreckage of regimes that have ignored that fact.” 

–Keene & Bruce 

Building the public’s trust (including trust from trade partnering nations) focuses on developing formal practices, rules and accounting systems, and work processes that are transparent in the sense that people can know what the transactions are and that the transactions were fair to all concerned. The purpose of this formalization approach is to find ways to transform informal economic transactions of the social/market sector into transaction that are open for all to judge their fairness and ethical stature.

The major obstacle for the development of private sector in Lithuania, including [Small and Medium Enterprises] SMEs, is a complex and unstable business environment. According to the data of the research that has been carried by Lithuanian Development Agency for Small and Medium Sized Enterprises (SMEDA) and Private Company “Naujosios Marketingo Sistemos” (NMS) in 2001, the biggest business constraints for SMEs managers were weak purchasing power of consumers, high taxes, lack of working capital, complicated borrowing conditions, etc. Among ten the most significant obstacles for business in Lithuania, respondents also mentioned corruption 

Communities may have to develop some new cultural values in order to change the economic transactions which, in turn, develops the community’s norms. Which to do first? The advantage of the formalizing informal social/market transactions is that it is a positive development approach rather than the more negative tone of an anti-corruption reform approach. 

Past practices need not be viewed always as wrong or criminal. The case may be that current events may have made some of them obsolete or counterproductive. Therefore, they needn’t be eliminated, but rather, transformed to become useful in the present global market place and union of nations. It is to take a development path for building the public’s trust rather than to remain a strictly reform path. This formalization approach assumes that people are often more willing to participate in programs that are developmental rather than corrective. It is their participation that changes the community norms. It is these new norms that assure the new practices will be sustained in the future training transactions with other trading partners in their community and with those communities in other nations as well. 
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