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Abstract

In this paper we examine the determinants of ex-ante state capture analyzing all the legal acts that
have been passed in the period 1990-2011 in Poland. We find that during this the majority of
legal acts were passed with the aim to satisfy the interest of particular groups. Furthermore, the
regression analysis shows that the likelihood of state capture increases during the period of
economic growth and local elections. The likelihood of state capture, however, declines during
presidential elections. The results we attribute to different interests of political parties in the
period of local and presidential election. Finally, we find that the state capture increased over the
years in Poland. Additionally, we show that the EU accession did not prevent state capture in
Poland. In contrast, the financial crisis of 2007 resulted in a wake-up effect and the likelihood of
state capture declined in Poland.
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1. Introduction

In Poland in 2002 a famous film producer Lew Rywin approached Adam Michnik, founder of
largest media conglomerate Agora. In exchange for a bribe of 17.5 million USD, Rywin offered a
change in a draft law aimed at limiting the print media's influence on radio and television, which
would have been in Michnik's favour as the original draft have prevented Agora from taking over
a TV station. Michnik, however, secretly recorded the conversation and started investigations to
establish the identity of the group in power, which was behind this offer. In 2003, the Polish
parliament created a special committee to conduct an investigation into the circumstances of the
affair, yet the group in power was never revealed. Few months later, however, a separate penal
prosecution resulted in Rywin being sentenced to two years in prison. Nevertheless only few
years later a similar case came to light, which was this time related to gambling industry.

Those cases show that in Poland corruption is still very widespread despite that the political and
economic transition took place over twenty years ago. Moreover, Hellmannn et al. (2000)
documents that corruption increased in recent years in most of the Central and Eastern European
(CEE) countries as well the Commonwealth of Independent States. Corruption in those countries,
however, can take a various form. Hellmann et al. (2000) describes two examples to distinguish
the two main forms of corruptions in transition countries. First is described by owner of a
business, who is visited by bureaucrats demanding a bribe to overlook violations or simply to
prevent additional visits. Second, an oligarch buys off politicians to shape the regulations to his
own advantage as in the example presented above.

While, a number of papers investigated the first type of corruption (de Soto, 1989; Shleifer and
Vishny, 1994, 1999) little is known about the second type of corruption, where powerful groups
have the capacity to capture the state and, by doing so, to extract potentially substantial rents. In
this study, we assume that the second type of corruption occurs less frequently than the first type
in transition countries, but we think it may results in higher social and economic costs in the long
run. Indeed, Kowalewski and Rybinski (2011) expect that the higher economic growth in Poland
may significantly decline in the future years because of increased role of state, which is often the
result of state capture by political and private interest groups. Therefore, in our opinion,
understanding the second type of corruption and its determinants should be of great interest.

Henceforth, in this paper we try to establish the determinants of the state capture in Poland.



We do this creating a unique database that include all the legal acts that have been passed in
Poland in the years 1990-2011. In the database each of the legal acts is classified whether it
satisfy the interest of the public welfare or the incumbents. In classifying the legal acts we
identify the ex-ante state capture were incumbents were able to create or change a law in their
interests prior it was passed to the parliament. Goetz and Zubek (2007), Zubek (2008) and
Alwasiak et al. (2012) documents that in Poland most legal acts are created or shaped in the
interest of the incumbents before they reach the parliament phase. After the legal act has been
passed to the parliament as new legislative project the modifications to it are minor and not
significant. We assume, henceforth, that in Poland ex-ante state capture is widespread, which is
also reflected by the presented cases in the beginning. Moreover, in the study we try to establish
whether the incumbents capture the reform for their own narrow interests (regulatory capture), or
politicians abuse regulatory powers for own purposes (regulatory opportunism).

Our data shows that the majority of new legal acts were passed in the interest of different interest
groups in the period 1990-2011 in Poland. Using logistic regression we find that the likelihood of
ex-ante state capture increases during a period of economic growth. Moreover, we show that
legal acts in favor of incumbents are more likely to be passed in the period of the elections to the
local governments in Poland. We assume that during this period political parties attempt to satisfy
the interest of particular groups in order to win the elections. However, we do not find direct
evidence of regulatory opportunism during the period of local elections. In contrast, we find that
during the period of presidential elections the ex-ante state capture declines in Poland. We
attribute it to the fact that in Poland the president should be neutral as he presents a counterweight
to the parliament. As a result during presidential elections parties are more likely to be immune to
ex-ante state capture as they try to present their candidate as neutral and resistant to pressure from
different interest groups.

In line with Martimort (1999) life-cycle theory of regulatory agencies we find that the ex-ante
state capture increased since the political transformation toward democracy began in Poland in
1990s. Moreover, we find that accession to the EU did not result in the decline of ex-ante state
capture in Poland. Indeed, we find that after the accession the regulatory capture, in the interest
of narrow private groups, increased. While, we find that the global financial crisis of 2007
resulted in a wake-up effect in Poland and ex-ante state capture declined, but at the same time the

likelihood of regulatory capture increased.



Our paper contributes to the literature in several ways. First, using a unique database and
approach our results confirm the existing of ex-ante state capture in Poland. Second, we
documents that state capture is accompanied either by regulatory capture or regulatory
opportunism. Third, we present for the first time some of the determinates of state capture in an
developing country. In our opinion understanding the determinants of state capture is important
as it may help to create instruments to mitigate it in the future.

The rest of the paper is structured as follows. Section 2 discuss shortly the literature on state
capture, in particular in transition countries. In Section 3, we describe the contextual setting,
considering the development of the state in Poland. In Section 4, we present the data, while in
Section 5 we describe the econometric strategy and the empirical results. Finally, section 6 draws

the conclusions.

2. Literature Review

The idea that powerful organizations with private interests may capture the government in order
to foster their private goals is certainly not a recent one, but the concept of regulatory capture has
been introduced in modern economic analysis for the first time by Stigler (1971). The basic
hypothesis of Stigler is that an industry may use the coercive public power of the state to
establish and enforce rules in order to obtain private benefits. However, the term state capture
was introduced later by Hellman and Kaufmann (2001), where it refers to the actions of
individuals, groups, or firms both in the public and private sectors to influence making of laws,
regulations, decrees, and other government policies to their own advantage as a result of the illicit
and non-transparent provision of private benefits to public officials.

Additionally, Hellman, Jones and Kaufmann (2000) empirically investigate the dynamics of the
state capture on the basis of 4,000 firms in 22 transition countries. The authors finds that in
transition countries captor firms are more likely to be new entrants to the market. The authors
attribute their results to the fact that new entrants adopted a strategy of state capture, where they
used political forces with the aim to create zones of relative security and advantage for
themselves at the expense of all other firms. Moreover, the authors also suggest that once a
country has fallen into the trap of a capture economy, foreign direct investment can magnify the
problem. Indeed, Slinko et al. (2005), for example, using a measure of state capture in the

Russian regions based on Russian legislation in 1992-2000 show that politically powerful firms



benefit greatly from their political influence compared to firms without political influence. His
results shows that political powerful firms’ sales and employment grew faster and they invested
more and received more profits, and besides, their performance picked up with the growth of

capture.

3. Institutional Setting

In Poland, the so-called ‘Wilczek law’ on business activity, named after industry minister
Mieczyslaw Wilczek and passed in December 1988, was the backbone of economic freedom in
early 1990s. Then, Poland was still a communist country with its first semi-democratic elections
scheduled for June 1989, so the economic freedom preceded political freedom. Wilczek law
stated that every citizen was free to launch business providing that he fulfilled conditions stated
in the law. Although the term ‘shock therapy’ refers to Mazowiecki government economic
reforms in the 1990s, the real shock was the right of the Polish people to do business in 1989.
Dallago (1997) identified four types of the entrepreneurs in transition economies: elite, domestic,
returning migrants and foreign entrepreneurs. The elite entrepreneurs are the old political party
members, including managers of state-owned enterprises. Dallago (1997) asserts that most of the
elite entrepreneurs were competitive in the redistribution process but not in production.
Therefore, he classifies them as unproductive or rent-seeking entrepreneurs. The importance of
elite entrepreneurs differs amongst transition countries with significantly higher levels found in
Russia and lower levels in Hungary. Although one would expect that the domestic entrepreneurs,
returning migrants or foreign migrants would make up an influential portion of all entrepreneurs,
they are only a small share of new entrepreneurs in transition economies. The entrepreneurs in
transition countries are likely to consume and utilise economic surpluses to maintain their
lifestyle rather than re-invest these funds into their business as in developed countries (Scase,
2000). As a result, entrepreneurs from transition countries are short-term oriented and capital
assets are not accumulated (Roberts and Tholen, 1998). Therefore, these economies are
characterised by a high level of unproductive activities because most entrepreneurial activities are
focused on short-term rent seeking and often are economically destructive (Dallago, 1997).

The structure and characteristics of entrepreneurs in transition countries explain to a large extent
those countries’ subsequent development. In the first year of transformation, the domestic

business was developing and benefited from regulations and emerging financial infrastructure.



The new entrepreneurs, who were often former communist apparatchiks, created the new
business elite with strong political connections. Often this connection allowed them to transfer
state-owned assets at low costs to their new enterprises. This transfer was an important part of the
entrepreneur spirit of many former party members, who had a vast knowledge about the economy
and a well-developed network at many levels inside the newly created state. This network led to
increased corruption, which was often encouraged by politicians at the heart of power, such as the
political party patronage, especially at the public administration and the state-owned companies
(Jasiecki, 2007). The transfer of state-owned assets plagued many former socialist countries,
especially Russia, and created a group of oligarchs that resurfaced after the transition (Rutland,
1999).

In 1995, the transition countries, with the exception of Romania, witnessed an increase in new
legislation when they had to adopt their national institutions to the Acquis Communittaire. Poland
was the most eager legislator, and the EU accession effect led to more than twice the number of
new laws and decrees. One reason for this increase was the ability for political forces to enforce
new laws by stating that they were justified due to the EU accession requirements. Nevertheless,
today the analysis of existing laws shows that those regulations either were not required or are
much stricter than those in most EU member states. A large number of the new regulations that
were passed were either motivated or influenced by strong business groups, which sought to
increase their power or to reduce further competition in the free market. As a result, the
government trend has been to overregulate and interfere with entrepreneurs, thereby reducing
expansion and growth in the private business sector. This overregulation also led to increased
corruption and a negative bureaucratic attitude toward private entrepreneurs (Smallbone and
Welter, 2001).

Consequently, the basic interaction between bureaucrats and entrepreneurs in Poland and some
CEE countries moved from the invisible hand model to the grabbing hand model. Under the
invisible hand model, the government is well organised, generally incorrupt and relatively
benevolent. According to Sachs (1994), most CEE transition countries adopted this model when
they began reforms in 1989. The changes that began in 1995, however, marked a shift toward the
grabbing hand model, in which the government is interventionist but not organised due to the
large number of independent bureaucrats pursuing their own agendas, including taking bribes

(Schleifer and Vishny, 1996).



As an example, one law not required by the EU but proposed by business groups was the
introduction of the license for real estate brokers in Poland in 1997. Since that time, anyone who
wants to open a real estate agency must pass a state exam and provide a proof of professional
experience in the real estate sector. As a result of this new law, government officials gained
control over the real estate sector, and existing agencies were able to reduce significantly access
to the fast growing market. The introduction of the new law was only feasible because the state
and its bureaucrats and the existing entrepreneurs had mutual interest, increasing their power.
Official arguments for the new law stated that it would protect customers from fraudulent
behaviour by real estate agencies, but in reality consumer choice and market competition were
reduced.

Passing such new laws that favoured particular groups was possible because informal networks of
friends and family contacts were established either prior to or during the first years of
transformation. This network often ignored rules and laws because they were not prosecuted or
prosecution ended in a lengthy and ineffective trial. At the same time, decision-making processes
in political groups tended to be secretive, and official meetings were often less important than
events occurring before or after them. According to Jasiecki (2007), the existing legislative
process in Poland, the legacy of communist dictatorship and the society’s anti-institutional
political culture, did not change much over time.

The changes observed in Poland, which began with the EU accessions, are in agreement with the
observation of Rajan and Zingales (2003). The latter observed that in many countries powerful
elites oppose widespread access to markets, which is feasible when they have the political
support to erect direct impediments, such as mandatory permits to open businesses. According to
Rajan and Zingales (2003), the powerful elites may not even need to campaign actively against
market-friendly infrastructure because the state may simply be uninterested in the welfare of the
commoner. Indeed, failed health care reforms or social system reforms in Poland show that the
government is not interested in the welfare of the people and tries only to realise short term goals,
which would secure them either a second term or favours from powerful groups. As shown by the
handling of the Greek crisis by EU top politicians, this short-termism is also well established in
the developed EU states and has been copied to new member states as well, especially in Poland.
Before 1999, the existing pension system in Poland was ineffective and very expensive

(Guardiancich, 2004). The goal of pension reform was to reduce the replacement rate to a level



consistent with the rapidly aging Polish population. Both health care and pension reforms started
in 1998, and the new law provided a transition period so that state institutions could prepare for
competition with the private institutions that should emerge as a result of the reforms. However,
this transition period was used by different business actors and by civil servants who could lose
their lucrative contracts, benefits or their jobs, working to dismantle the reforms. As a result, the
new private health care was never introduced, and the reform lead only to the creation of an
ineffective but very powerful state-owned insurance company, whereas in 2011 the private
pension system that began in 1999 was almost liquidated by the government despite harsh
criticism from many leading economists in the press. Furthermore, the Polish government
appears to be seriously considering the Hungarian scenario of nationalising the assets of the
private pension system. Although the bureaucrats in transition countries often adopt the helping
rhetoric (Schleifer, 1996), in reality they are rarely guided by a unified public policy stance.
Moreover, they refrain from implementing necessary economic reforms (Frye and Schleifer,

1997) unless a deep crisis, such as that in many Asian countries after 1997, forces them to do so.

4. Data

In our study we try to establish the determinants of the ex-ante state capture in post-transition
country. In other words we try establish what determines that interest groups are able to shape the
design of regulations in their favour before they come into effect in Poland. In order to do so we
construct a unique database that include all the legal acts, which have been passed by the Polish
parliament in the years 1990-2011. In this period 3.644 legal acts were passed by the parliament.
We have decided, however, to exclude from analysis five categories of legal acts. First, we
excluded from the analysis regulations that change the institutional infrastructure on central and
local level in Poland. Second, we exclude legal acts that determines the living of the individuals
as for example civil law, criminal law or administrative law. Those laws are of interest to
individuals but not incumbents. Third, we exclude legal acts, which were the implementation of
EU regulations in Poland. Finally, we exclude technical acts as the introduction of another legal
act or an uniform act of existing laws. As a consequence our sample was reduced to 1.363 legal
acts, which represented 37% all the legal acts that were passed in Poland in the years 1990-2011.
Each of the legal acts in the sample was analyzed, whether it is in the interest of the society or

only a particular interest groups. We assume that if the legal acts represents the interests of a



group than influences was exerted by incumbents on the rule-making processes in Poland. The
interest groups may have initiated the legislation process at one of the ministries or changed its
design during the public consultation period, yet before it was sent as a draft to the parliament.
Such a participation by incumbents has the clear advantage that rules can be respected afterwards
and no efforts have to be wasted in trying to circumvent compliance. In order to classify whether
an legal act is in the interest of the society or an particular interests group we used Rawls (1971)
definition of justice. Using Rawls’ definition we define legal acts to be in the interest of the
society, which are to the benefit of the least advantaged in the society. As we are aware that the
definition is subjective each of the public finance acts was additionally scrutinized if it fulfills
two conditions. First, weather public transfers are in the best interests of the least advantaged.
According to this definitions public transfers for example as additional or higher pension schemes
for army members are not justified as this group is not the least advantaged in the society.
However, we agree that public transfers to middle or higher income group may be justified, but
only if they lead to higher economic growth in the long run. In our opinion, in such cases, the
least advantaged group in the society will benefit, yet in the future. Assuming that the legal acts
fulfill the first condition we check the second condition were we examine whether the new legal
act could have been better designed in order to redistribute public funds. In other words whether
the public transfers are in the best interests of the least advantages or if they are indirectly
benefiting the interests groups because of its design. If the public transfers are efficient and good
intended the second condition is full field. Consequently, in this case our first dependent variable
(capturey) take the value O if the two conditions are meet and 10 otherwise. Moreover, we use a
second dependent variable (caputre;) were we scale the interests of the legal acts from -3
(strongly in the interests of the society) to 3 (strongly in the interest of interest groups).

According to Alesina (2000) various interest groups, factions pressure groups fight over the
allocation of common pool of resources in the case of surpluses. Consequently, we assume that
ex post state capture is more likely during a period of economic growth, low level of deficit or
public debt. We control for the macroeconomic environment in Poland using economic growth
(GDP growth) and in addition we control for the level of countries development using log of
GDP per capita. We assume that as the country develops economically it will be less prone to ex-

ante state capture. Moreover, we control for the current situation of public finance using two



variables. The variable Deficit is the government budget balance as a percentage of GDP, while
the variable Debt is the log of total government debt to GDP.

Interests of a group may influence the decision making process in order to increase their benefits
in form of additional public spending or by limiting the business access. In the first case we
assume that the aim of additional public spending is to satisfy the interest groups, who are
important for politicians to for example in order to be reelected. Therefore, it reflects the abuse of
regulatory powers by politicians for own propose (regulatory opportunism). We control for
regulatory opportunism using the variable Finance, which measures whether an new legal act
increased or decreased public spending. The variable can take a value from -3 (increased
spending by several billions Polish zloty) to 3 (decreased spending by several billions Polish
zloty).

In the second case we assume that interest groups as oligarch use politicians to capture the reform
for their own narrow interests (regulatory capture). In most cases we assume that this form of
capture is related to private business and following Hellman et al. (2000) the aim of the new law
is to restrict competition in the market to extract additional rents. Henceforth, we control for
regulatory capture using the variable Business, which measures whether an new legal act
increased or decreased competition in the market. The variable can take a value from -3 (opens
fully a market to competition) to 3 (close a market to competition).

In Poland for the legislative process to get started, it is necessary to introduce a bill to the Sejm
(lower house of the parliament). Based on the Polish constitution only four qualified subjects
enjoy the right of legislative initiative and each of them can be subject to pressure to incumbents
in order to present a new bill to the parliament, which is in their own interests. Henceforth, in the
regressions we control for the legislative initiative using dummies for each of the subjects. The
variable Ini. Government takes the value 1 if the government proposed the bill and 0 otherwise.
The variable Ini. President takes the value 1 if the president proposed the bill and 0 otherwise.
The variable Ini. Lower House takes the value 1 if the Sejm (deputies’ bills may be introduced by
a Sejm committee or a group of at least 15 deputies) proposed the bill and 0 otherwise. The
variable Ini. Upper House takes the value 1 if the Senat (a resolution of the entire chamber is
necessary) proposed the bill and 0 otherwise. Finally, in special situation an legal act can be

introduced in a fast track, where the legislation procedure is significantly shortened in the
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parliament. We control for the situation using a dummy variable Ini. Urgent that takes the value 1
if the bill was passed in the urgent procedure or 0 otherwise.
According to Rogoff (1990) governments at all levels frequently undertake a consumption binge
prior to elections. In order to be visible politicians introduce tax cuts or increase public transfers
often in favor of interest groups. Consequently, during election periods government spending is
distorted towards highly visible items. We control for the election periods introducing three
dummies. Namely, we employ variables for the year of elections of parliamentary deputies
(Elect. Parliamentary), local governments (Elect. Local) and the president (Elect. Presidential).
Additionally, we use variables calculated as the interactions between these election variables and
variables encoding the state capture aims i.e. increase spending or business restrictions.
Table 1 reports the summary statistics and correlations of all the variables employed in the
empirical specifications. Table 1 Panel A shows the descriptive statistics for the dependent
variables and the main control variables. The variable Capture, and Capture; averages 0.318 and
-0.409. Consequently, the data confirms that ex-ante state capture exists in Poland, but the second
variable indicates that state capture scale is lower than may be assumed.
In the years 1990-2011 the new legal acts are often in the interest of politicians as they were more
likely to increase public spending as the mean value for Finance is 0.261. In contrast, we find
that regulatory opportunism is present to lesser extend as the average value for Business is -0.121.
It means that in the same period the new legal acts on average increased the economic freedom in
Poland.
In the analyzed period the average economic growth was 3.425% in Poland, while the budget
deficit on average 4.397%. Table 1 Panel B shows that the two ex-ante state capture variables are
highly correlated and statistical significant. Moreover, the variables for state capture, increased
public spending and market restrictions are positively and significantly correlated with economic
growth. While, those variables are negatively correlated with the level of budget deficit and
public debt.

[Table 1 here]
4. Methodology and results
There are several dimensions by which to study ex-ante state capture. We opt for a very
straightforward one and use a panel model relating state capture to the abovementioned number

of variables and interaction variables. As our primary dependent variable state; is a binary
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variable and we therefore employ the random effects probit model. The second dependent
variable states is a discrete continuous variable and its range is constrained. Henceforth, we
decided to use a Tobit model, which is left and right censored at -3 and 3. In both cases we use
the following specification:

Cip =i tFie+Bie +Xip + 1 +Eie + &5 (1)
where $C;, is one of the two variables that indicate ex ante state capture in legal act i at year ¢,
F;, controls for public spending (saving), B;, shows business restrictions (openness), X;, is a
vector of macroeconomic variables, [;; is a dummy variable for legislative initiative, E;, is a
dummy variable for elections. We control for country dependent variation in state capture over

time using variables reflecting aspects of macro-economic policy of the country.

4.1. State capture

In Table 2 we show the results for the pooled probit regression. We regress the dependent
variable first against macroeconomic variables and then add the set of other control variables. In
all the specification the coefficient for economic growth is positive and significant at 1% level.
Adding control variables hardly changes the coefficient for economic growth. The result is in
accordance with the hypothesis that positive economic situation in a country encourage ex-ante
state capture. We find that none of the dummy variables controlling for the legislative initiative is
significant. Consequently, there is no indication that a person or group responsible for the
legislative initiative is especially prone to ex-ante state capture in Poland. The results, however,
show that during the elections period incumbents may influence the legislation process.
Interesting we find that ex-ante state capture is more likely to take place during the local
elections. In contrast, during the presidential elections the likelihood of ex-ante state capture
declines significantly. One explanation for our results is that parties represented in parliament try
to be visible as they are competing for votes during the local elections. In Poland the local
elections are very important for the political parties for two reasons. First, the control of the local
governments guarantees the political parties a significant number of positions in municipal
administration and companies. Second, a strong representation in the local governments
guarantees provides a very strong support during the parliamentary elections. Consequently,
political parties may be inclined to satisfy the interests of various groups in order to win their

votes during the local election period, which may explain our results. In contrast, we find that
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during the presidential election period ex-ante state capture is less likely. In Poland the president
provides a counter balance to the parliament and henceforth needs to be an independent person in
public view, who can also go against the interest of his party when needed. Henceforth, we
assume that political parties are opposed to any pressure from various interests groups during the
presidential election period in order to uphold the view that its candidate is independent.

[Table 2 here]
In Table 4 we present the results for Tobit regression, which are in line with our previous
findings. The coefficient for economic growth is again positive and significant in all the
specifications. Moreover, the results confirm that ex-ante state capture is more likely during the
local elections as the coefficient is again positive and highly significant. Similarly, we observe
again during presidential election period the ex-ant state capture is less likely to be present.
In opposition to the previous results, however, we find that the parliament is more prone to the
pressure of ex-ante state capture as the coefficient for parliamentary legislative initiative is
positive and significant, yet only at 10% level. The results are in line with our expectation as the
parliament is the most likely place to put pressure in order to enforce a law in the interest of a
particular group. In contrast, we find that the coefficient for the initiative of upper house is
negative and significant, yet again only at 10% level. We assume that for interest groups it is very
difficult to use the upper house of the parliament for its interest as in order to start a legal
initiative you need the votes of all the upper house members, which are originating from different
political parties. In opposition, in the lower house a new legal act can be proposed by only 15
members out of the 460 parliamentarians. Henceforth, it is more easier for the various interest
groups to initiate a new law in their interest through the lower house, what has indeed been
observed in the past (Alwasiak et al., 2012).

[Table 3 here]
4.2. Regulatory opportunism
In Table 4 we present the results for the pooled probit regression for ex-ante state capture, where
we additionally control for government spending (saving). We assume that ex-ante state capture
may be often be accompanied by increased government spending as the aim of the interest groups
was to increase public transfers for their welfare. An example for the interest groups could be
military or miners representatives, which through ex-ante state capture increase their social

benefits. Consequently, in those cases politicians abuse regulatory powers in order to please
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particular groups and increase their visibility, henceforth for their own purposes (regulatory
opportunism).
In line with the previous results we find that the coefficient for economic growth is positive and
highly significant. Moreover, we find that ex-ante state capture is often accompanied by
regulatory opportunism as the coefficient for government spending is positive and significant at
1% level in all the specifications. Consequently, the results confirms that state capture and
regulatory opportunism are strongly correlated in Poland. Moreover, the coefficient for
government debt is now positive but only significant at 10% level. Consequently, the results
shows that increasing government debt does not have a negative effect on ex-ante state capture,
which may also explain fiscal problems in various Central and Southern European countries
during the recent crisis. In line with the previous results we find that ex-ante state capture is more
likely to occur during the local election periods. However, we find that in this period the ex-ante
state capture is not likely to be related to increased spending. One explanation for the results is
that political parties are afraid of any criticism during election campaign. Therefore, we assume
that political parties are likely to put forward new legal acts in the interest of various interest
groups during local elections, but only if they are not accompanied by increased public spending
what may be used against them during political campaigns. Finally, we find again the ex-ante
state capture is less likely to occur during the presidential election period.

[Table 4 here]
Table 5 shows the results for the pooled Tobit regression for ex-ante state capture and our
additional control variable, namely government spending (saving) to control for regulatory
opportunism. The results are in line with the previous regressions. The coefficients for economic
growth and government debt is positive and significant. Moreover, the coefficient for government
spending is again positive and highly significant. Henceforth, the results confirm that ex-ante
state capture is strongly correlated with regulatory opportunism, which leads to increased
government spending. Similarly, we find again that during local elections ex-ante state capture is
more likely, but without increased government spending. While, the results once more show that
during the presidential elections ex-ante state capture is less likely to occur.

[Table 5 here]
4.3. Regulatory state capture
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In this section we try to control for regulatory capture by adding into the regression another
control variable that control whether a new law increased or decreased business restrictions.
Using this variable we hope to control for various groups that are related to private business,
which use their power in order to influence the law in order to provide for example restrictions
for new entrants. Consequently, they are protecting their market position by creating monopolies
or oligopolies, which allow them to extract additional rents. In Poland, an example for such
restrictions, was the passing of a new law in 1997 introducing the need of a professional real
estate license. The license was issued by the Minister of Construction Industry based on a
qualification procedure and a final examination, which was monitored by the existing real estate
agents. Consequently, the existing real estate agents forced a new law that significantly reduced
competition in their market (Alwasiak et al., 2012).
Table 6 confirms that ex-ante state capture is likely to occur with the introducing of business
restrictions through a new law as the coefficient for the additional control variable is positive and
significant at 1% level. Consequently, regulatory capture is strongly related to state capture in
Poland. The results confirm also our previous findings as the coefficient for economic growth and
government debt is positive and significant again. Moreover, the coefficients showing the annual
budget deficit and GDP per capita are positive and highly significant.
As in previous regression we find that ex-ante state capture is more likely to occur during local
election period. However, in the period of local election the ex-ante state capture is opposite to
business restrictions. In the same way as with increased public spending we assume that political
parties are prone to be influence by incumbents during the election campaign, yet are afraid to
introduce during this time business restrictions. Indeed, the interactive term for parliamentary
election and business is negative and significant. Consequently, showing that regulatory capture
is less likely to occur during the elections periods in Poland.

[Table 6 here]
Finally, the Table 7 presents the results for the pooled Tobit regression for ex-ante state capture
and the control variable for business restrictions (freedom). The results are in line with our
previous finding. The coefficients for business restrictions is again positive and highly
significant. Consequently, confirming that ex-ante state capture is likely to be accompanied by
regulatory capture. The coefficients for the remaining control variables are all once more positive

and highly significant. Only the coefficient showing local elections is insignificant now, yet the
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sign remains positive. Additionally, the interactive terms for local and parliamentary elections
and business restrictions are insignificant, but as well remain negative. While, the coefficient for
presidential elections is negative and significant as in all the pervious regressions.

[Table 7 here]
5. Robustness test
To ensure confidence in our main findings, we ran two sets of robustness checks. The first set
keeps the exogenous variables and data samples the same as in the main runs, but uses
econometric methods that are distinct from the maximum likelihood estimation techniques. The
second set uses the main econometric specifications and data samples but alters the specifications
of the exogenous variables. The robustness results are summarized here, but are not all shown in
the tables for brevity.
As alternative econometric specifications, we tried the ordinary least squares approach in which
we employ both state-capture variables as the dependent variable. The results did not change
significantly, confirming the determinants of ex-ante state capture in Poland.
Turning next to our robustness checks that used alternative specifications of the exogenous
variables, we tried the following additional variables: the duration of democracy (demo), EU
entrance (EU) and the time period of the crisis period (crisis). We use the first variable as another
explanation for regulatory capture is provided by the so-called life-cycle theory of regulatory
agencies by Martimort (1999), described also in Estache and Martimort (1999). According to this
theory a new regulatory agency undergoes a life-cycle. When established an agency is subject to
close scrutiny by the government and the general public, but with time the attention focuses on
other topics and the day-to-day activities. As a result the regulators are less in the spotlight of
public attention. While at the beginning the regulator faces strong pressures to effectively play his
role as a protector of the users against the industry, this pressure decreases with time while the
pressure by the industry remains constant. With this evolution, the regulator becomes more prone
to be dominated by the interests of the regulated firms. Consequently, we may assume that with
time the parliament, ministries and various agencies that were established at the beginning of the
transformation in Poland were more likely to be more prone to ex-ante state capture with time.
We use the second variable EU as we may expect that the accession to the EU reduced the ex-
ante state capture in Poland as the membership was conditioned on the adoption of policies

designed to fight corruption. However, once admission to the EU was granted, the set of
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sanctions available to punish violations of the previous set criteria or the failure to adopt or
enforce the EU law or regulation diminished (Vachudova, 2005). Consequently, the EU effect on
ex-ante state capture can be very short lived. Indeed, excessive corruption cases have been
reported recently in Romania after the country joined the EU in 2007.

The last variable Crisis as we assume that the global financial crisis of 2007 and later the Greek
crisis of 2009 made the general public more aware of the consequences of bad governments and
accompanying its corruption and state capture. Henceforth, we expect that during the recent
financial crisis the ex-ante state capture declined in Poland. On the other hand, Poland as the only
European country was not strongly affected by the financial crisis. Consequently, the wake up
effect of the crisis can be insignificant.

Table 8 presents the results of the robustness checks, whereas we present for each of the
additional control variable in the first specification the results of the probit regression and in the
second for the Tobit model. Again, our results chiefly suggest that the ex-ante state capture is
most likely to be accompanies either by regulatory capture or opportunism as the coefficients for
increased public finance and business restrictions are once more positive and highly significant in
all the specifications.

In line with the life-cycle theory of regulatory agencies we find that with the progress of
democracy the ex-ante state capture increased in Poland. The coefficient for the duration of
democracy is positive and significant. However, the interactive term democracy and finance or
business are insignificant. In contrast to expectation we find some evidence that the Poland’s
accession to the EU increased state-capture, which was accompanied by increased business
restrictions. One explanation for the results is that the accession was accompanied by the need to
uniform the Polish law with EU regulations, which often induced new restrictions. However, an
alternative explanation was provided by Kowalewski and Rybinski (2011). According to them a
large number of interest groups used the accession and the ongoing adjustment of the Polish law
to the EU regulation to fulfill their aims and introduce restrictions in their own interest.

Similarly, against our expectation we find that during the crisis period the ex-ante state capture
was accompanied by additional business restrictions. However, we find also some evidence that
during the crisis period the ex-ante state capture declined, which we attribute to the weak up
effect that lead to increased public securitization of political system and parties.

[Table 8 here]
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Finally, we employed additional robustness checks and used alternative specifications using one
period lagged exogenous variables. The coefficients for the main variables are also of the same
order of magnitude as those in the main results for all the specifications. In conclusion, the
results of the robustness tests confirm the statistically significant relationship between ex-ante
state capture and increase spending or increased business restrictions. The alternative
econometric methods and alternative exogenous variable specifications all support our core

results.

6. Conclusions

Over the last few decades, research on state capture has concentrated on establishing the
magnitude and reasons for political corruption, in particular in transition countries and emerging
markets. Only a few studies to date have examined the reasons why and when state capture
occurs. However, most of these studies use either theoretical, survey or anegdotical evidence.
Furthermore, none of them presents empirical evidence regarding the motivation and reasons for
ex-ante state capture.

In the present paper, we present for the first time an insight into the reasons when state capture
occurs in a post-transition country, using an original sample of 1.363 legal acts that were passed
in Poland in the years 1990-2011. Moreover, in this study we try to establish whether the
incumbents capture the reform for their own narrow interests (regulatory capture), or politicians
may abuse regulatory powers for own purposes (regulatory opportunism). Indeed, we find that
state capture is accompanied by regulatory capture and regulatory opportunism in Poland.
Moreover, we document that state capture is more likely to occur during a period of economic
growth. Additionally, we find that the period of local elections encourage state capture, what we
assume is related to buying votes. However, we find also that the likelihood of passing legal acts
that increase public spending decreases during the local elections. Additionally, we find that the
likelihood of state capture declines during presidential elections.

Nevertheless, we find that state-capture has increased over the time in Poland. In contrast to the
expectation we find that the accession into the EU did not reduced the level of state-capture.
Indeed, we find that after the EU accession the number of legal acts aimed at restricting markets

have increased. However, we find that the global financial crisis of 2007 resulted in an wake up
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effect in Poland as the likelihood of state capture declined in this period. Though, we find that at
the same time the likelihood of regulatory capture has increased.

Our findings confirms the existing of state capture in Poland and presents for the first time some
of its determinants. Hence, we document that state-capture prevails even in leading transition
countries, which is related to regulatory opportunism as well regulatory capture. While, we show
the political and economic development did not prevent the development of state capture in
Poland, yet the crisis resulted in a wake up effect. However, whether this effect will be long
lasting is unknown. Moreover, a questions remains unsolved how to prevent further state capture
in emerging countries. In order to solve this problem, however, more research is needed on the
determinants of state capture. Understanding the mechanism and factors determining state

capture may help to create institutional mechanisms that will be able to mitigate it in the future.
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Table 1
Descriptive statistics and correlations

Caputreq  Captures Finance  Business Growth Debt Deficit GDP
Panel A: Descriptive Statistics
Mean 0.318 -0.409 0.261 -0.121 3.426 3.892 4397  9.322
Std. Dev.  0.466 1.600 1.242 1.318 3.616 0.243 1.840  0.381
Min. 0 3 3 3 -11.6 3.605 7.5 8.633
Max. 1 3 3 3 7.087 4.555 3.1 9.933
Obs. 1363 1363 1363 1363 1363 1363 1363 1363
Panel B: Correlations (N= 1363)
Captureq 1
Captures 0.9024"" 1
Finance  0.3903" 0.4639"" 1
Business 0.6151°7° 0.6786 0.2786 1
Growth  0.1885" 0.2383"" 026757 0.2699" 1
Debt -0.0475 -0.0847"" -0.1326" -0.1838"" -0.5034"" 1
Deficit -0.0162  -0.0639" -0.1020"" -0.1237"" -0.2986" " 0.2847"" 1
GDP 0.0224  0.08017 0.0935""  0.0324 029227 -0.3660" -047797 1

* ** and *** indicate significance at 10%, 5%, and 1% levels.



Table 2.

Pooled Probit results for ex-ante state capture

N M M /S MO}
Growth 0.17 0.17 0.17 0.16 0.16 0.17 0.16 0.32 0.18

(0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.16) (0.03)
Debt 0.43 0.42 0.43 0.42 0.45 0.44 0.42 1.12 0.56"

(0.29) (0.30) (0.29) (0.30) (0.30) (0.30) (0.30) (0.77) (0.32)
Deficit 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.09 0.00

(0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.09) (0.04)
GDP -0.02 -0.03 -0.02 -0.03 -0.01 -0.03 -0.01 0.15 -0.03

(0.18) (0.18) (0.18) (0.18) (0.18) (0.19) (0.18)  (0.35) (0.19)
Ini. Government -0.12

(0.12)
Ini. President 0.32
(0.67)
Ini. Lower House 0.20
(0.12)
Ini. Upper House -0.60
(0.43)
Ini. Urgent -0.04
(0.23)
Elect. Parliamentary -0.04
(0.15)
Elect. Local 0.92"
(0.51)
Elect. President 0417
(0.18)

Constant -2.85 -2.60 -2.84 -2.83 -2.98 -2.81 -2.86 -8.29 -3.32

(2.22) (2.24) (2.22) (2.22) (2.22) (2.24) (222) (5.78) (2.41)
N 1363 1363 1363 1363 1363 1363 1363 1363 1363
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v 48.63°° 4938”7 4887

51.207

50.23"

48.62""

48.73"

4.16"

k%

33.40"7

* ** and *** indicate significance at 10%, 5%, and 1% levels.
t statistics based on robust standard errors in parenthesis
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Table 3.

Pooled Tobit results for ex-ante state capture

L0 0 66 60 6_ 0
GDP Growth 0.13 0.13 0.13 0.13 0.13 0.13 0.13 0.14 0.13

(0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Gov. Debt 0.34 0.32 0.33 0.32 0.35 0.34 0.35 0497 041

(0.23) (0.23) (0.23) (0.23) (0.23) (0.23) (0.23) (0.23) (0.23)
Gov. Deficit 0.01 0.01 0.01 0.00 0.00 0.01 -0.00 0.03 -0.00

(0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03)
GDP per capita 0.14 0.12 0.14 0.13 0.15 0.14 0.12 0.22 0.15

(0.14) (0.14) (0.14) (0.14) (0.14) (0.15) (0.15) (0.15) (0.14)
Ini. Government -0.13

(0.10)
Ini. President 0.25
(0.55)
Ini. Lower House 0.17"
(0.09)
Ini. Upper House -0.52°
(0.29)
Ini. Urgent -0.00
(0.18)
Elect. Parliamentary 0.11
(0.12)
Elect. Local 037"
(0.11)
Elect. President 027"
(0.12)

Constant 3447 315 3447 23400 357 3437 334 47T 377

(1.75) (1.76) (1.75) (1.75) (1.75) (1.76) (1.75) (1.78) (1.75)

(0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04)

25



Obs. 1363 1363 1363 1363 1363 1363 1363 1363 1363
Left censored obs. 68 68 68 68 68 68 68 68 68
Right censored obs. 67 67 67 67 67 67 67 67 67
v 87.86° 89.70"" 88.07 91.05° 91317 87.87" 88.80" 10038 93.29"

* ** and *** indicate significance at 10%, 5%, and 1% levels.
t statistics based on robust standard errors in parenthesis
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Table 4.

Pooled Probit results for ex-ante state capture and government spending (saving)

O @__ 6 _ & 06 6 0
Finance 0.84 0.82 0.91 0.84 0.83 0.84 0.86
(0.07) (0.07) (0.09) (0.07) (0.07) (0.07) (0.08)
GDP Growth 013" 014 0137 0137 0137 0137 0137
(0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03)
Gov. Debt 0.54" 0.66" 0.63" 0.64" 0.63" 0.53" 0.53"
(0.32) (0.32) (0.32) (0.32) (0.32) (0.32) (0.32)
Gov. Deficit 0.01 0.03 0.03 -0.00 -0.00 0.01 0.01
(0.04) (0.05) (0.05) (0.04) (0.04) (0.04) (0.04)
GDP per capita 0.05 0.13 0.14 0.04 0.04 0.06 0.05
(0.20) (0.20) (0.20) (0.19) (0.19) (0.20) (0.20)
Elect. Local 0317 047
(0.15) (0.17)
Elect. Local*Finance -0.25"
(0.14)
Elect. President 038" -043"
(0.17) 0.21)
Elect. President*Finance 0.07
(0.19)
Elect. Parliamentary -0.04 0.04
(0.16) (0.19)
Elect. Parliamentary*Finance -0.12
(0.16)
Constant 419" 5437 5437 449 447" -4.20" -4.20"
(2.40) (2.48) (2.49) (2.40) (2.39) (2.41) (2.40)
N 1363 1363 1363 1363 1363 1363 1363
v 183.29™" 185.87 184.89"" 187.14°"" 187.08"° 183.41"" 183.38
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Table 5.

Pooled Tobit results for ex-ante state capture and government spending (saving)

O @ 6 & 6 6 0
Finance 0.63 0.62 0.66 0.63 0.64 0.63 0.61
(0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04)
GDP Growth 0077 008" 0077 0077 007 0077 007
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Gov. Debt 0.32 0.39" 037 0.38" 0.38" 0.33 0.34
(0.21) (0.21) (0.21) 0.21) (0.21) 0.21) (0.21)
Gov. Deficit 0.01 0.03 0.03 0.01 0.01 0.01 0.01
(0.03) (0.03) (0.03) (0.03) (0.03) (0.03) (0.03)
GDP per capita 0.12 0.16 0.15 0.13 0.13 0.10 0.11
(0.13) (0.13) (0.13) (0.13) (0.13) (0.13) (0.13)
Elect. Local 0.16" 0.22%"
(0.10) (0.10)
Elect. Local*Finance -0.13"
(0.08)
Elect. President 0247 023"
(0.11) (0.11)
Elect. President*Finance -0.05
(0.09)
Elect. Parliamentary 0.11 0.09
(0.11) (0.11)
Elect. Parliamentary* Finance 0.07
(0.09)
Constant 3157 3757 3637 3457 3447 305 3127
(1.57) (1.61) (1.61) (1.58) (1.58) (1.58) (1.58)
Obs. 1363 1363 1363 1363 1363 1363 1363
Left censored obs. 68 68 68 68 68 68 68
Right censored obs. 67 67 67 67 67 67 67
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v 4112277 4147177

417.26"

417.677°

417917

412.56""

412.72"

* ** and *** indicate significance at 10%, 5%, and 1% levels.
t statistics based on robust standard errors in parenthesis
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Table 6.

Pooled Probit results for ex-ante state capture and business restrictions (freedom)

O @_ 06 o 06 ©_ 0
Business 1.63 1.62 1.87 1.62 1.58 1.63 1.71
(0.09) 0.09)  (0.34)  (0.09) (0.10) (0.09) (0.11)
GDP Growth 0117 012" 0127 o011 o011 0117 0127
(0.03) (0.03)  (0.04)  (0.03) (0.03) (0.03) (0.03)
Gov. Debt 1507 16777 15877 15477 15177 14977 1507
(0.39) (0.40)  (0.49)  (0.39) (0.39) (0.39) (0.39)
Gov. Deficit 013" 016 018" 013" 0.13" 0.14” 0.13"
(0.05) (0.05)  (0.06)  (0.05) (0.05) (0.05) (0.05)
GDP per capita 0897 1017 1.047 088 085 0907 089
(0.25) 0.25)  (0.30)  (0.24) (0.24) (0.25) (0.25)
Elect. Local 0407  0.62°"
0.18)  (0.22)
Elect. Local*Business 0.57"
0.21)
Elect. President -0.28 -0.35
0.21) (0.23)
Elect. President*Business 0.25
(0.27)
Elect. Parliamentary -0.08 0.02
(0.20) (0.20)
Elect. Parliamentary*Business -0.34"
(0.19)
Constant -15.0177 216877 -16.82°7 -15.08"" -14.7477  -15.0377 -15.117
(3.02) (3.16)  (421)  (3.02) (3.02) (3.03) (3.00)
Obs. 1363 1363 1363 1363 1363 1363 1363
v 331797 3313177 31307 333.70° 33255 332.197" 331.66

* ** and *** indicate significance at 10%, 5%, and 1% levels.
t statistics based on robust standard errors in parenthesis
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Table 7.
Pooled Tobit results for ex-ante state capture and business restrictions (freedom)

O__@_ 06 & _ 6 _ 060
Business 0.85 0.90 0.91 0.90 0.92 0.90 0.89
(0.03)  (0.03) (0.03) (0.03) (0.03) (0.03) (0.03)
GDP Growth 0.04 0.05 0.057 0057 0057 0057 005
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Gov. Debt 0707 078" 07777 0777 078" 0757 0757
(0.16) (0.17) (0.17) (0.17) (0.17) (0.17)  (0.17)
Gov. Deficit 0.06 0.07 007" 006 006 005 006
(0.02)  (0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
GDP per capita 0417 0507 05077 04877 0487 045 046
(0.10)  (0.11) (0.11) (0.11) (0.11) (0.11)  (0.11)
Elect. Local 0.13 0.13
(0.08)  (0.08)
Elect. Local* Business -0.05
(0.06)
Elect. President 0.16" 0.17"
(0.09)  (0.09)
Elect. President* Business -0.09
(0.07)
Elect. Parliamentary 0.12 0.13
(0.09)  (0.09)
Elect. Parliamentary* Business 0.08
(0.07)
Constant 67177 27967 78577 77077 7737 74377 749
(1.24)  (1.33)  (1.34) (1.30) (1.30) (1.30) (1.30)
Obs. 1363 1363 1363 1363 1363 1363 1363
Left censored obs. 68 68 68 68 68 68 68
Right censored obs. 67 67 67 67 67 67 67
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v 11947 1176

11777

1178

1178™"

1174

1176

* ** and *** indicate significance at 10%, 5%, and 1% levels.
t statistics based on robust standard errors in parenthesis
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Table 8.

Pooled Probit and Tobit results for ex-ante state capture and additional control variables

Q) ) 3 G 8) (6) @) (®) ) (10) (11 (12)
Finance 085" 070" 082" 065" 082" 0697
(0.23) (0.11) (0.08) (0.04) (0.07) (0.04)
Business 1507 1.04™ 1507 092" 1.597" 092"
(0.35)  (0.10) (0.11)  (0.03) 0.36)  (0.03)
Demo 0.11 017" 0.25" 0.10"
(0.11) (0.06) (0.14)  (0.06)
Demo* Finance 0.01 -0.02
(0.10) (0.05)
Demo*Business 0.03 -0.06
(0.14)  (0.04)
EU 0.06 0.14 0.64""
(0.15) (0.09) (0.17)
EU*Finance 0.14 0.09
(0.14) (0.08)
EU*Business 0.36" -0.03
(0.19)  (0.06)
Crisis 0517 -0.10 -0.43 0.06
(0.19) (0.10)  (0.28)  (0.09)
Crisis*Finance 0.22 -0.18
(0.23) (0.12)
Crisis*Business 1.28 -0.06
(0.47)  (0.08)
Constant 14577 21,007 -1.6877 0557 -12177 066 -1.3277 203177 -1.067  -0577  -1.117T 0337
(0.28) (0.16) (0.36)  (0.15)  (0.10) (0.06) (0.12)  (0.04)  (0.08) (0.05)  (0.28)  (0.04)
N 1363 1363 1363 1363 1363 1363 1363 1363 1363 1363 1363 1363
r 175.717"° 384.69"" 32776 1106 177.36 382.03 332.07 1098 184.86" 380.60° 19.87 1099

* ** and *** indicate significance at 10%, 5%, and 1% levels.

t statistics based on robust standard errors in parenthesis
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