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1 Executive summary 
Corruption is one of the main problems in Ukraine. It constantly appears to be the center of attention of 
Ukrainian and international community. The Revolution of Dignity gave a new impulse for civic activists 
and investigative journalists to fight against corruption more actively.     

During the last two years, government managed to create several institutions to fight against corruption, 
to strengthen the control for government institutions’ operations and public procurement. International 
community monitors this process and links its success to international support (for example, visa free 
regime with EU) and financial aid (funding from IMF).  

However, the speed and effectiveness of this fight is slow. Since 2013 the position of Ukraine in Corruption 
Perception Index of Transparency International improved only by 14 positions. Our country is on the 130 
place right now sharing it with Nicaragua and Kameron.     

The talks about negative consequences of corruption are carried on rather general arguments: corruption 
destroys trust in society, undermines set of values, promotes oligarchization and illegal wealth 
accumulation of government officials at the expense of average citizens. 

However, except moral aspect, corruption leads to no less considerable economic results. The aim of our 
report is to show the extent to which corruption holds back the economy and reduces citizens’ welfare, 
by reviewing the existing worldwide researches.  

We presented the data on loss due to corruption in quantitative terms, focusing more on those 
“channels”, which are the most toxic ones, such as: public investments; government expenditure and 
revenue; private investments; the quality of governance; productivity of economy; citizens’ welfare 
(quality of education and healthcare, poverty, resource allocation). We provide real-life examples from 
Ukraine and other countries in order to illustrate corruption’s quantitative effects discovered by 
researchers.  

In the report, we draw a comparison with Poland. Ukrainian and Polish economies in transition are often 
compared because they had similar starting points in relation to GDP and GDP per capita at the beginning 
of the transitional period in 1991. According to the size of Nominal GDP, the economy of Poland is 
currently five times larger than the economy of Ukraine.  

Moreover, the comparison of these two countries is very convenient psychologically. In Corruption 
Perception Index Poland is on the 30th place and Ukraine is exactly 100 places lower. Meanwhile, Poland 
is a great example of a sharp decline in the level of corruption. In 1998, the country was in the middle of 
the Transparency International ranking and now it is in the first quarter of this list. Ukraine was at the last 
quarter of the rating in 1998 and it is still there. 

Our findings are as follows. There is no doubt that there is a solid link between economic growth and 
corruption. Corruption definitely holds back economic growth rate, makes its citizens poorer and the 
economy less productive, and hinders development of enterprises. For example, according to our 
estimations conducted on researches’ results, if the level of corruption in Ukraine decreased to the level 
of corruption in Poland - GDP per capita over the last 10 years would be higher by up to 2824 dollars per 
capita.  This influence is distributed through several “channels”.  Firstly, the more corrupted the country 
is the bigger the volume of public investments it has, but of the lower quality. Nowadays regardless of 
the fact that the volume of public investments in Ukraine is rather low, the country has numerical cases 
of their plundering. That is why having gradual revival of economy one may expect increase in public 
investments, and as a result, corruption element and inefficiency of such investments if the level of 
corruption does not decrease. 
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Secondly, government expenditures are inefficient in corrupted countries. In particular, less money is 
spent on healthcare and education, and more is spent on military projects (which in particular slow down 
GDP growth).  According to the research results, we estimate that if the level of corruption in Ukraine 
dropped to the level of corruption in Poland then the ratio of qualitative social expenditures to GDP of 
Ukraine would increase by 7 percentage points. Furthermore, today our country needs to increase military 
spending, but transparency and budget control are necessary to monitor such expenses as they are highly 
exposed to corruption.    

Thirdly, budget revenue in corrupted countries is lower because of tax evasion. In Ukraine, 62% of 
enterprises avoid paying taxes while almost half of them gives bribes. For example, according to 
researches it is possible to assume that the annual volume of bribes in retail industry in Ukraine is no less 
than 8 billion hryvnias. 

The fourth important channel is private investments. Corrupted countries have lower inflow of private 
investments because of higher risks and higher capital value. In the structure of international funding of 
corrupted countries, foreign direct investments have lower part compared to international loans. This 
creates additional risk of currency crisis. As it is known, foreign direct investments were the major source 
of growth in Poland. According to our estimations, if the level of corruption in Ukraine reached the level 
of corruption in Poland the annual inflow of foreign direct investments to Ukraine would increase by up 
to 2,2 billion dollars. 

In the fifth place, there is the quality of governance, which also suffers from corruption. Instead of 
spending time on dealing with social issues, government officials try to find ways to become rich. In 
addition, corruption strengthens political instability, red tape and regulatory barriers. This, in particular, 
results in a larger size of shadow economy. In Ukraine, 41-46% of economy is in shadow, whereas in 
Poland - about 19%.  

In the sixth place, it is one of the most significant costs of corruption – reduction of economic efficiency, 
for instance, through the increase in the cost of capital or decrease of its productivity. According to our 
estimations, if the level of corruption in Ukraine reached the level of corruption in Poland the productivity 
of capital in Ukraine would increase by 6,4%, making annual GDP to grow by almost 21 billion dollars. 

However, the consequences of the corruption are far deeper. Corruption hinders the development of 
state institutions (especially in less developed countries), because corrupted government is interested in 
this.  Whereas, it influences economic development negatively.  Therefore, according to the ranking by 
the level of quality of institutions conducted by World Bank, Ukraine had 28,85 points out of 100 in 2014, 
while Poland – 81,73 points.   

Finally, corruption does not only have economic consequences, it also affects citizens’ welfare overall. 
Country’s social functions are harmed due to corruption (for example, medical care and education), as the 
level of poverty increases, income inequality strengthens and the level of trust in the society decreases.    
Whereas, these factors also influence economic development. If the level of corruption in Ukraine reached 
the level of corruption in Poland the level of trust would increase by 11 p.p., which corresponds to faster 
GDP per capita growth by 0,74 p.p. 

Despite the fact that researches reviewed in this report estimate the level of corruption using different 
methodologies, they come to the same conclusion: corruption significantly harms economic growth. Our 
report provides activists who fight against corruption with a solid argument - corruption is not only the 
problem of morality, but it simply costs too much to society.   

Centre for Economic Strategy was founded in May 2015 by Tomas Fiala, CEO of Dragon Capital, Ukraine's leading investment 
bank, Ivan Miklos, former deputy prime minister and minister of finance of the Slovak Republic, and Svyatoslav Vakarchuk, 
civic activist, musician. Centre for Economic Strategy contributes to the development of economic growth strategy for 
Ukraine, conducts independent analysis of the most important policy issues, and builds public support for reforms based on 
the following principles: 

• Economic freedom (liberalization, deregulation, privatization) 
• Free and fair competition  
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• Small but effective state 
• Transparency and freedom of information 
• Law enforcement and property rights protection 
• Sound and sustainable public finance 
• Knowledge-based economy 

For more detailed information about CES please contact us via tel.: +380 44 492-7970 or email:  office@ces.org.ua. We invite 
you to visit our web-site www.ces.org.ua and join us at social media: facebook.com/cesukraine or twitter.com/ces_ukraine. 
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