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acknowledged corruption as a major impedi-

ment to economic development. More recently,
it has played an increasingly active role i n supporting
anti-corruption efforts and good governance by broad-
ening its research agenda and by disseminating results.
Thisissue of Devdlopment Outreachispart of acommuni-
cations campaign to raise awareness of these issuesin
the world community. It is being released to coincide
with the International Monetary Fund/World Bank
Annual Meetings in Singapore in September 2006,
which will include good governance and anti-corruption
as major themes.

The Annual Meetingswill be animportant forum for
discussion o the World Bank's long-term strategy to
promote good governance. A strategy paper has been
prepared at the request of the Bank's Board of
Governors Development Committee, which lays out the
mai nissues and proposed actions. The paper presentsa
policy framework and discusses the operational impli-
cations for the World Bank and its client countries,
including an increased level o support for country
efforts to strengthen governance and reduce corrup-
tion. Thestrategy paper, which will soon be made pub-
lic, hasbeen prepared with input from other multilater-
a development banks and relevant stakeholders from a
wide ranged countries.

The World Bank Institute (WBI) plays an important
roleinthese effortshy providingparticipatory action-ori-
ented learning for policymakers and national and local
government leaders, and by developingtoolsfor gather-
ing, assessing, and disseminating data on governancein-
country and worldwide. As part of the program of semi-
nars at the Annual Meetings, WBI and the International
Finance Corporation have organized aplenary session on
Partnerships to Combat Corruption: Rising to the Challenge.
Among the panelists will be some o the authors o this
special report. The Institute has aso developed a Web
Portal on Partnerships to Combat Corruption:
(http://developmentandbusiness.org/A-C/webportal) to
provide information on country-specific and regional
training opportunitiesto strengthen governance.

This issue d Devdopment Outreach aims to take the
anti-corruption message beyond the meeting roomto our
broad readership o government officialsand citizens—
thesuppliersand the consumersdf good governance.

F or the past ten years, the World Bank has

Sunetra Puri
EXECUTIVE EDITOR
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Guest Editorial

BY FRANNIE LEAUTIER, DJORDJIJA PETKOSKI, AND MICHAEL JARVIS

INTRODUCTION

CORRUPTION IS AM IMPEDIMENT TO GROWTH and poverty reduction.

As the authorsin this issue of Development Outreachwell document,
corruption limits opportunities, creates inefficiencies and forms
additionalbarriers to the smooth delivery of services. Crucially, from
the perspective of the World Bank Group, corruption cumulatively
undermines progress towards achieving developmentobjectives, not
least as its impact is most adversely felt by the world's poor. The
World Bank has taken a clear public stance-based on exhaustive

T

research—to seek waysto combat corruption. To this end we do and
must work together with other international organizations, govern-
ments, civil society groups, and the private sector. As noted by World
Bank President Paul Walfowitz, the private sector worldwide is one
of the mostimportantpartnersin this process and, withoutthe active
engagement of business, progress will be limited.'" Business action
is already showing the potential for sustainable results in limiting
opportunities for corruption, but a core theme of this publicationis
that such potential is best realized by being integrated with the
efforts of other stakeholdersin the form of collective action..
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Why should business care? , , . - .
Alotis at stake for the private sector. It is becomingincreasing-

“Corruption not only wndermines the ability of ly obvious that the private sector has a criticalrole to play, along-
governments to function properly, 1.also stifles side more traditional government and eivil society actors, in
the growth of the private sector. \\e hear it from fighting corruption. But why should business care? Continuing to

participate in, or turning a blind eye to, corrupt activities can
have significant negative consequences for the private sectorin
terms of competitiveness, the ease of doing business and the
sustainability of development efforts. As Peter Brew notes in his
article inthis issue on “The Power of Joining Forces,” corruption

investors, domestic and foreign, investors who
worry that where corruption is rampant, contracts
are unenforceable, competition is skewed, and the
costs of deing business becomes stifling. When

IS R Rl is estimated to add 10 percent or more to the cests of doing
R businessin many parts of the world. Corruptionalso renders gov-
= Paul Walfowitz, World Bank President, ernment policies less effective, which inturn produces negative
Jakarta, Indonesia, April 11, 2006 knock-onimpact on the business environment




Corruption affects everyone and exists dl over the
world—in developed and developing country contexts—and
can greatly hinder firm, national and regional-level competi-
tiveness, as well as significantly affect the attractiveness of
investment climates. According to Batra. Geeta, Kaufmann
and Stone," the level of corruption isidentified as a serious
constraint to doing business by over 70 percent d firmsin
South Asiaand almost as many in East Asiaand inthe Middle
East and Northern Africa regons. Sixty-four
percent of firmsinAfrica, aimost 6o percent o
those in Latin America, and about half in the
Commonwealth of Independent States (CIS)
and Central and Eastern Europe regions report

too real negative consequences in terms o lost business.
Some large companies may have the resources to absorb this
loss or find ingenious, but typically more expensive, ways to
supply the promised goods and service, but, for most compa-
nies, thisis not an option and they subsequently feel trapped
into accepting corruption.

Collective action and therole of associations. This sug-
gests theimportance o taking anti-corruption
initiatives to a more collective action level.
This endeavor can be private sector-led, for
example by business associations, who can act
as cheerleadersfor policy reform, develop and

corruption to be a serious impediment to pri- The per&te provide accessto trainingtools and codesrele-
vate sector devel opment. vant to their members, as well as utilize their
tor | clout that comes with representing a broader

Capacity of government to regulate is key. Sectoris swathe of business. Leading private sector
The private sector is recognizing that it isinits institutions, such as the International
own best interest to fight corruption to foster recognizing Chamber o Commerce (ICC), have a poten-
sustainable and stable business growth. Global tially important roleto play i nthisregard, asdo
businessleadersare more publicly supportive of counterpart national chambers o commerce
increased regulation to limit corruption and to thatitisinits and business associations at the country level.
ensure alevel playing field. However, as com- They can provide guidelines for member com-
monly reiterated by fellow authorsin thisissue, panies, but also utilizetheir outreach skillsand
treaties, conventions and codes are only as typically highlevel accessto decision makersto
effectiveastheir enforcement. Therefore acare- be positive agents for reform, linking with
ful assessment is needed o the capacity of gov- interes to othgr secto_rs. There is great val.ue.z in Ii_nking
ernment and international agencies to enforce, business with government and civil society to
or private sector bodies to self-regulate, these find more comprehensive solutions, as Peter
agreements, aswell as the capacity of the range fight COH‘UptiOﬂ Brew pointsout in hisarticle using the example
o companies (in size and ownership structure) o the ChinaBusiness Leaders Forum anti-cor-
to implement procedures to reduce corruption. ruption initiative. Other examples include the
Multinational businesses typically have the to foster Center for International Private Enterprise
resources to train and monitor internally, but (CIPE) country-level anti-corruption initia-
local firms, including down to the level of small . tives, and Transparency International's
and medium enterprises, will often require sustainable national integrity pacts, in which companies,
assistanceto devel op workable controls. together with government and civil society,
’ voluntarily implement anti-bribery agree-

SO, What | s Beai ng Done? mentsthat are monitored by an external party.
A RANGE OF ACTIONS ARE UNDERVWAY. hllSiﬂBSS Industry-wide efforts also hold promise.

Recent experiences show that effective and
consistent private sector efforts can be effective
in cornbating corruption. Actions can be at the
level of anindividual firm, through the collec-
tive action o business associations, and as a
result of work across entire industries.

Action by individual firms. The articles by
Mohamed Ibrahim of Celtel International and Glenn Ware of
Diligence LLC outlinewhat individual firms can and are cur-
rently doing to fight and avoid corruption, for example by
instituting and enforcingtighter ethical codes combined with
training for employees on how to manage typical situations
where pressures arise to participate in corruption. However,
corruption ishardfor onefirm to eradicate onits own—and if
afirm does attempt to uphold strict standards, it can have all
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Effective change must also be pursued at the
industry level and through global governance
channels. Industry specific initiatives among
businessesand other stakehol dershave proven
to be an effective method of tackling corrup-
tion as they impact local business practices
beyond the capacity of any single company. The
Extractive Industries Transparency Initiative
(EITD and the Forest Lav and Enforcement and Governance
(FLEG) initiative are just two examples of recent ground-
breaking initiatives, both supported by the World Bank and
International Finance Corporation, that have brought multi-
ple stakeholders together to collectively address corruption
within a particular industry sector. In further signs of this
trend, we havealso seensignificant businessand NGO invest-
ment in ensuring good practice i n specific industry segments,



such as the Kimberley Process for diamond production and
the code now under development for gold mining.

Global standards can be effective at producing peer
pressure toreform. Interms o fostering global governance,
efforts to bring together government, business and civil soci-
ety in dialogue around anti-corruption initiatives have prolif-
erated, not least through efforts to identify appropriate global
standards. The OECD Convention on Combating Bribery of
Foreign Public Officials continues to gain traction and has
been supplemented by the UN Convention Against
Corruption Treaty. As Georg Kell discusses in this issue, in
2004, the UN Global Compact added a tenth principle to its
list of principles stating that "Businesses should work against
al forms o corruption, including extortion and bribery.™
Signatories commit to mainstream these principlesinto busi-
ness activitiesworldwide.

The World Bank's Contribution

LEADERSHIP IN INTERNATIONAL EFFORTS TO COMBAT
CORRUPTION. To help foster both industry and global initia-
tivesto combat corruption, theWorld Bank Group works close-
ly with international anti-corruption organizations and net-
works, including the Partnership for Transparency Fund,
Financial Action Task Force, the Public Expenditure and
Financial Accountability program, and OECD-Devel opment
Assistance Committee Network on Good Governance and
Capacity Development. Active participation in such interna-
tional efforts illustrates how the Bank has progressed rapidly
from taking an ad hoc, low-visibility approach towards
instancesd fraud and corruption in member countries, Bank-
financed projects, and among staff, to assuming aclear leader-
ship role among multilateral institutionsin al three areas.

Increased attention toitsown loan portfolio. The grow-
ing attention the Bank pays to anti-corruption work, and,
more broadly, to public sector governance and institutional
reform, is reflected by changes in its loan portfolio. In the
1995 fiscal year, only 0.6 percent of Bank lending went to
support public expenditure, fiscal management, and pro-
curement reforms. As o the end o June, 2005, it had
climbed to 4.6 percent. Inthe 2005 fiscal year, almost half of
the new Bank projects had at | east one component addressing
governance. public sector or rule of law issues. The propor-
tion of new projects with accountability/anti-corruption
components jumped from 0.4 percent in the 1995-96 fiscal
yearsto an average o five percent i nthezoo4.- o5 fiscal years.
Within its overall loan portfolio and operations, the Bank
recognizes that it has no magic immunity to corruption.
Therefore anti-corruption initiativesrelated to itSown lend -
ing portfolio are very effectively spearheaded by the Bank's
Department of Institutional Integrity withthe strong backing
of senior management.

The power of dataand benchmarking. The International
Finance Corporation plays a proactive and innovative role in

partnership withits private sector clientsin improvingeffective
long term corporate governance through mechanisms such as
the Equator Principles and through development and applica-
tion o measurement toolssuch asthe Doing Bussness indicators.
Many countries and businesses worldwide have found the data
encapsulated in the Doing Business surveys to be critical in
benchmarkingtheir performance, not | east on good governance.

Embedding governance and anti-corruption at the
heart of country strategy. Increased Bank financing for good
governance components contributes to the core objective o
supporting anti-corruption efforts at the country level. To help
meet this goal, the Bank now requires that all Country
Assistance Strategies (CGAS) address governance issues. In
some o the higher risk countries, governance and anti-cor-
ruption have become central planks o the entire country pro-
gram. In support, the World Bank Institute (WBI), with the
benefit o fifty years of experience in capacity development,
facilitates action-oriented and participatory programs to pro-
mote good governance and limit corruption at the country
level. Deliveries, i n collaboration with World Bank Operations
and often in partnership with international organizations, are
targeted to around thirty countries—principally in Sub-
Saharan Africa, Latin America, Eastern and Central Europe,
and morerecently, Asia.

Powerful diagnosis and analytical tools help guide
actions at the country level. These efforts are supported by
rigorous empirical diagnostics and analysis. WBI publishes
data and analyses assessing many dimensions of governance
for 209 countries and territorieswhich are used extensively to
raise awareness nationally and globally and to help inform
policy reform. These indicators, which are constructed onthe
basis of hundreds of variables, measure voice and accounta-
bility, political stability and absence of major violence and
terror, government effectiveness, regulatory quality, rule of
law, and control of corruption.

Affecting both the demand and supply side of good gov-
ernance. WBI utilizessuch dataand analysisto build momen-
tum for change. The complexity and pervasive nature of the
corruption problem pushes a capacity development approach
that moves beyond conventional training to knowledge dis-
semination, policy advice based on the latest research and
operational findings. and participatory and consensus-build-
ingactivities. It is not enough to look at the symptoms of cor-
ruption. Instead we mustlook for new toolsthat will hel p tack-
le supply and demand. Individual efforts, although necessary.
arenot sufficient, and the fight against corruption needsto be
taken tothe next level." Ashighlighted throughout this publi-
cation, the challengeisto work with the range of stakeholders
in society, not least the private sector, and to maintain an
open approach that strengthens individual stakeholder
actions, but also recognizes the potential value of collective
action through bottom-up coalitions for reform.
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The Challenge of Forging Effective
Collective Action

“...fighting corruption requires a long-term

strategy that systematically and progressively

attacks the problem, and that is why any
strategy for solving the problem requires the
\ commitment and participation of governments,

private citizens, and private businesses alike."

— Paul Wolfowitz, World Bank President,
lakarta, Indonesia, April 11, 2006

COLLECTIVE ACTION ispotentially an integral part of the
solution, but is not apanacea. Asoutlined above, the Bank,
alongwith other development actors, isreviewing
approaches to combat corruption to improve efficacy.
However, scal eable impact will also require engagement from
government and civil society. So, are collective multi-
stakehol der approaches the most viable? On paper the logic
isclear —corrupt activities, and the corrupting influences
that generatethem, permeate all sectors of society, often
rendering unilateral solutionsto fighting and reducing
corruption inappropriate or ineffectiveinthelong-term.
Yet, thereisstill aneed for caution. The range o projects
reviewed inthisissue suggests there are emerging best
practices and lessons to belearned, but thereis not yet a
systematic operationalization of concrete multi-stakeholder
governance and anti-corruptionstrategies.

Multi-stakeholder partnerships are a complex and
nuanced undertalking. To date, existing documentation of
collective action and multi-stakeholder partnership anti-cor-
ruption initiatives is largely anecdotal. As Roderick Hills
pointsout in hisarticle, thevoid created by alack of empirical
research makessuch initiatives difficult to replicate, scale-up,
monitor and evaluate over time. Furthermore, factors such as
the level o political engagement and the transparency o the
business environment, as well as the capacity of individual
stakeholders to engagein partnerships, can all impact any ini-
tiative's effectiveness and long-term sustainability.
Understanding business environment indicators, as Michael
Klein points out based onthefindingsd theWorld Bank Doi ng
Businesssurveys, areindicative of specific economicand social
outcomes, amongthemlevelsd productivity, informality, and
corruption in a particular country.® It is important to study
these factors and to carefully build capacity locally and across
stakeholders before considering and engaging in collective
action initiatives. WBI is committed to doing exactly this
through its learning programs that support the efforts o the
private sector and other stakeholders, individually andin part-
nership, to fight corruption and render development efforts
more effective.
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In This Issue

THIS ISSUE OF DEVELOPMENT OUTREACH specifically con-
siders the role that the private sector can play in the fight
against corruption. Georg Kell stresses the importance o the
individual responsibility of the private sector through the
expansion and deepening o corporate citizenship and corpo-
rate governance onaglobal scale. I n order to affect this princi-
ples-based organizational change across organizations, insti-
tutions and supply chains, Kel argues, al actors in society
must be involved i n promoting organizational change, provid-
ing necessary tools and training, and supporting action cam-
paigns against corruption. Following on this message, Peter
Brew arguesthe case for collective business action in fighting
corruption, examining the prosand cons o business-led ver-
susmulti-stakehol der initiatives and providinga conciselist of
theelements necessary for effectivecollective business action.
William Laufer, however, cautions against the immediate
inclination to jJump on the collectiveaction bandwagon, stress-
ing the necessity o assessing the situation thoroughly before
adopting a multi-stakeholder partnership solution.

The overall success of reducing corruption dependson
two forces working i n parallel: government's own efforts
andthe responseof the private sector. Roderick Hills con-
tinues with a cal for business—led collective action among
academia, government and the private sector to effectively
identify corruptinginfluencesand to deal with corruption. To
this end, Worth MacMurray points out that, while govern-
ments take steps to strengthen their own anti-corruption
requirements, the private sector is a critical stakeholder
throughout thisprocess as it decidesif and how to respond to
increasing mandatory and voluntary regulatory pressure.

Implementation of anti-corruptionmeasuresispossible
wenindifficult environments. The next two articlesconcen-
trate on anti-corruption experiences at the implementation
level. Mohamed Ibrahim o Celtel International outlines in
detail how an African company hasdealt with corruption,while
operating in often corrupt and corrupting environments.
Kebour Ghenna provides a civil society perspective from
Ethiopia, focusing on private-private corruption. Ghenna
argues that, to be truly effective. ethics must play an integral
part inorganizational culture, which requiresthe mobilization
and strengthening o thecivil society sector to undertake regu-
lar monitoring, enhance public awareness and encourage
widespread private sector commitment and support. The arti-
cle by Dani Kaufmann, Aart Kraay and Massimo Mastruzzi
focuses onspecific myths and realities related to the measure-
ment o corruption and helpsset the context for assessing the
private sector's role in corruption, as well as its impact in
fighting it, rendering the private sector more o an "invest-
ment climate maker" than an "investment climate taker."
Kaufmann et.al. emphasize the value of empirical research in
problem diagnosis and the monitoring o results. However, as
thearticle pointsout. thereisstill much debate on how best to
go about these activities.



Dialogue can be a power ful tool for change. The depart-
ment Voices from the Field features two conference sum-
maries: "Research on Corruption and Its Control," by Moana
M. Erickson, and "Seeking Clarity in A World of Murky
Transactions." Thelatter coversaglobal high-level e-discus-
sion, "Towards a More Systematic Fight against Corruption:
The Role of the Private Sector," organized jointly by WBI, the
UN Global Compact and Zicklin Center for Business Ethics
Research at the Wharton School dof Business from June26 to
July 7, 2006. The impressive level of participationin the e-
discussion, aswell as the depth and breadth of the discussion
itself, reinforces the importance o information sharing. Of
equal importance is remaining open to new and innovative
ideas on how to combat corruption, while maintaining alevel
o flexibility knowing that corrupt actorswill also adapt to new
anti-corruption strategies. Corruption is a multi-headed
beast that will not beslain easily. Y

Frannie Léautier is Vice President of the World Bank Institute.
Djordjija Petkoski is Head of the Business, Competitiveness and
Development Team, World Bank Institute.

Michael Jarvis is Consultant, Finance and Private Sector, World Bank

Institute.
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INTERNATIONAL FINANCE CORPORATION:
FOSTERING GOOD GOVERNANCE

CORPORATE GOVERNANCE

To improve corporate governance, IFC works directly with
client companies from more than 80 developing countries
on their board practices, shareholder rights, internal con-
trol environment, and transparency and disclosure. Such
reforms increase shareholder value, reduce the cost of
capital, and improve long-term performance. IFC has
invested equity in about 670 companies in emerging mar-
kets, and has helped many companies grow to become
leading regional or global players today.

MAKING A DIFFERENCE IN THE EXTRACTIVE
INDUSTRIES

In association with the World Bank and MIGA, IFC has begun
implementing a set of proposals to improve the governance,
revenue management, and community involvement of the
extractive industries—oil, gas, and mining. This reflects the
recent Extractive Industries Review, which consisted of inde-
pendent evaluations of World Bank Group involvement in this
sector. The Bank Group is setting up an Extractive Industries
Advisory Group to provide advice. It will also increase its
investments in natural gas and renewable energies.

BETTER GOVERNANCE ATTRACTS INVESTMENT:
A COUNTRY EXAMPLE

Back in 2002, Kuibyshevazot Joint Stock Company, based in
the Samara region, Russia, enrolled in a corporate gover-
nance program run by IFC’s Private Enterprise Partnership

with Netherlands Switzerland.
Kuibyshevazot’s management and shareholders developed a
plan to upgrade corporate governance practices. These
efforts have made the company a regional leader in corpo-
rate governance. Furthermore, IFC assisted with an environ-
mental audit, which led to an integrated health, environment,
and safety management system that the company is now put-
ting in place. In 2005, IFC provided a $15 million corporate
loan to Kuibyshevazot to refinance a local currency bond and
finance the company’s capital expenditure program.

PRIVATE SECTOR DEVELOPMENT (PSD) FORUM
(April 4-6, 2006)

(See press release at:
www.ifc.org/ifcext/media.nsf/Content/PSD_Forum 06)

The PSD Forum panelists and participants agreed that
the continued success of World Bank Group work—and in
particular the PSD Vice Presidency led by Michael Klein—
in tackling the main three objectives of reforming the busi-
ness environment, creating jobs, and fighting corruption
will depend on several key things: the energy of Bank Group
staff, effective coordination across the Bank Group, the
menu of products and services the Bank Group can offer
clients, effective measurement of the projects' impact, and
the building of lessons learned into future operations.

Source: IFC 2005 Annual Report
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Anti-Corruption and
Corporate Citizenship

BY GEORG KELL

CORRUPTION IS ON THE GLOBAL AGENDA. Now the search
isonto find winning strategies. The business community has
amajor stakein thisand animportant role to play, and volun-
tary initiatives such as the UN Globa Compact can help to
augment positive forces of change while complementingwhat
Governmentsdo or do not do.

The case has been made with respect to why anti-corrup-
tion measures deserve the highest priority. Aid professionals

know that the quest for successful development remainselu-
sive in the absence o public and private sector governance
improvements. Corporations and Governments alike, in the
North and the South, understand in principle that corruption
undermines public trust, the precious glue that holds the
social fabric together. Corruption perpetuates moribund
political elites who hold back their own peoplefrom escaping
poverty. And, it distorts markets by rewarding cheating and
thus closing the door to responsible entrepreneurship, the
surest and arguably only reliable way to escape poverty.

-
-
-
-
-
=
-
-
=
=

-

Indonesia's top model, Five V Rahmawati (L) during a press conference in Jakarta, Indonesia. She hosts a television
anti-corruption program for the official Anti Corruption Commission.
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The business community is sensitized to the risk that cor-
ruption poses. Related scandals have shown how brands and
assetscan bedestroyed, and, asglobal supply chains expand, so
doesthe nature o enterprise risk. Corruption scandalsin far
avay places may cause disproportionately large damage in an
age of heightened transparency and instant communication.
Corruption has become asystemic risk factor and the propen-
sity to build pro-active safeguards has grown accordingly.

With the growing knowledge about the costs of corruption
has come a growing number o regulatory and voluntary ini-
tiatives trying to stem and reduce the tide of corruption. But
despitetheflurry of activities around corruption, surprising-
ly little is known about what works and what does not. All too
often, anti-corruption measuresare framed narrowly, ignor-
ing that it is a deeply societal phenomenon with great varia-
tions over time and across cultures and economies, involving
societal values, power structures and all segments o society.
Many futile efforts have been spent on making the casefor or
against regulation or for and against voluntary approaches.
Both are needed. What mattersisfindingthe right balance.

Business-led approaches must be an integral part of any
comprehensive anti-corruptionstrategy. They cannot substi-
tute for effective regulation but they can complement regula-
tory efforts. Regulation alone will not work. Even if applied
effectively, it can, at best, define a minimum floor below
which society is prepared to impose sanctions. Regulation
feeds compliance-based behaviors and cost minimization; it
does not provide for the trust-based informal socia norms,
without which markets and societies cannot function. Nor
does it stimulate innovation. This is where voluntary busi-
ness-led initiatives, such asthe UN Globa Compact, can play
an important role. These voluntary initiatives help to make
the case for good corporate performance and, thereby, can
provide animpetusfor broad-based change, especially if good
performanceis rewarded and established asa defacto behav-
ioral norm.

Thegood newsit that anti-cormption has become aninte-
gral part of the rapidly evolving corporate citizenship move-
ment, which until recently was primarily concerned with
human rights, workplaceissues and the environment. Thefact
that many human rights and supply chain dilemmas, aswell as
environmental problems, are often an outgrowth of corrup-
tion hasgreatly facilitated thistrend.

Indeed, anumber of rapidly unfoldingtrends suggest that
the corporate citizenship movement offers great opportuni-
ties to make progress or tackle corruption on a global scale
through market-ledsolutions:

Four key trends

i [ Corporate citizenshipgoes truly global

Corporate citizenship has seen explosive growth i n recent
years. For example, the United Nations Global Compact began
with roughly so participants in July zooo. Today, there are
more than 3.co0 participants and stakeholders from go

*

countries and demand, especially in emerging economies,
continuesto grow. Butit is not only the numbersthat describe
the picture. There is aso a gradual change towards higher
quality and deeper engagement. Senior management and
board responsibilities are expanding, suggesting that corpo-
rate responsibility (CR) issues are taken more seriously today
than afew years ago. This expansion reflects the recognition
that societal legitimacy goes beyond shareholders and that
risk management in aglobalizingworld and related CR activi-
ties need to be dealt with at the highest level of a company's
operations. And, as corporate responsibility creates new
materiality around the issuesit advocates, board responsibil-
ities may also now include issuesthat used to bethe exclusive
domain of governmental cooperation.

| From avoiding costs to creating value

Oneway of capturingthisoverall trendisto track the broad
motiveswith respect to why corporationshave engaged i n cor-
porate responsibility initiatives. There has been a shift from
aninitial attempt to respond to socia tensions and occasion-
a accidents towards a more pro-active, value-creation atti-
tude. Thus, along with the moral case, has come the business
casefor aprinciples-based change process. And, the business
caseisnolonger just about avoiding costsfor gettingit wrong.
Itisincreasingly about the benefitsfor gettingit right, includ-
ing improving competitive position and expanding business
opportunities.

Financial markets are catching up

Encouragingly, mainstream financial markets are now
starting to take seriously the expanding enterprise risks and
opportunitiesinaglobalized world in analysis and long-term
investment decisions. The market up-take of the IFC's
Equator Principles and the UN Principles for Responsible
Investment reflect thisimportant trend. What used to be con-
sidered "soft issues' are now gaining financial relevance.
Increasingly, for example, mainstream financial analysts are
incorporating environmental, social and governance issues
into research and processes, while institutional investors are
recalibratingpoliciesand mandatesto reflect this new reality.
Thistrend promises to recognize and reward companies that
are taking thelong view.

- A 6w Syimuiosis: corporate governance
B and corsorate resnonshbility

The rise and expanding role of corporate governance has
given mgjor impetusto theissuesbefore us. Corporate gover-
nance and corporate responsibility are now reinforcing each
other. The overall trend is one of convergence. Anti-corrup-
tion and transparency measures have been adrivingforce in
this development, in addition to agreater appreciation of the
long-term risk management dimension.
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Inspired by the pioneering work of Transparency
International and the International Chamber of Commerce,
the first summit meeting of the UN Global Compact intro-
duced itstenth principle against corruption inJuly 2004, fol-
lowingthe adoption of the UN Convention against Corruption.
Despite initial resistanceontheside o many business partic-
ipants, the tenth principle has rapidly become a source of
dynamic change, motivating a range o actions at the global
and country level —and reinforcing the convergence between
corporate governance and corporate responsibility. Global
corporations have begun to introduce no-bribe policies as
part o their citizenship agenda across global supply chains.
And, increasingly, corporations are discovering that working
withlike-minded peers and other stakeholderscan be away to
reduce risks and costs.

I n addition, thefollowing can be said:

First, effective implementation of the tenth principle
within organizations follows the same organizational change
process asfor the other Global Compact principles on human
rights, labor standards and environment. While anti-corrup-
tion may involve additional reporting requirements in accor-
dance with prevailing regulation, the overall processes to
make anti-corruption an integral part o corporate strategy
and operation are the same: leadership commitment, effec-
tive organizational change and management processes,
empowerment o employees, incentives, the capacity to assess
change and impact, and communication to shareholders and
stakeholders.

Second, when it comesto actionsin society that go beyond
the immediate sphere of influence of individual organiza-
tions, the tenth principle hasgreatly underscored theimpor-
tance of working together. More than any other principle it
encourages cooperation between corporate participants and
other stakeholders and policy makers. A number of Global
Compact local networks have already undertaken collective
action inspired by the tenth principle, in all regions o the
world. Dialoguesand joint actions have already started to take
place on quite alarge scale in places such as Malawi, Egypt,
Norway, Germany, Denmark, Brazil and Argentina. Some of
the most encouraging examples include business voices
speakingjointly to public institutions by making the case that
business can only become more competitive if publicinstitu-
tions are more effective.

The way forward

SUPPORTING CORPORATE CITIZENSHIP offers several tangi-
ble opportunities to advance the anti-corruption agenda.
Progress can be made on aglobal scale by tapping into exist-
ing market trends and augmentingthem. Thefact that corpo-
rations from emerging economies play an active role in cor-
porate citizenship also assuresthat such supportive efforts are
locally owned and thus have a greater chance to transform
societal values relevant for markets to grow.

Based on experiences made so far, avariety of supportive
measures seem suitabl e to advance the agenda:
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Promeoting organizational change

Accelerating the widespread adoption of good corporate
citizenship and governance based on universal principles by
way df recognizing, rewarding and promoting good practices
will be key. Already. hundreds of business|eaders have putin
place—in the developed and developing world—pro-active
organizational policies. Such efforts need to be supported so
that they gain further grounding and become dominant mod-
elsd behaviorism. Thiscan be done by way of identifying out-
standing “Communications on Progress". showcasing good
performance and lessons learned (Global Compact 2006).
Promoting organizational change, reducing downside risks
through prevention while heightening employee morale and
productivity is along-term effort. but the more sound busi-
ness ethics are promoted, the closer we come to changing the
culture towards no-bribe policies.

‘; Offering tools and training

In many countries, there is an enormous willingness to
embracethe corporate citizenship agenda. Emerging success -
ful entrepreneurswho aspireto compete inthe global market
place or who wish to establish linkages as suppliers are eager
to be part of the solution. But al too often thereisno practical
guidance available on how to go about this. Offeringtraining
and support on good corporate governance and responsibility
can go a long way in accelerating organizational change
processes. One way o doing so is through the UN Global
Compact's local networkswhere able and willing businessand
civil society actors have already embarked on thisagenda.

I n situations where systemic corruption prevails, creating
islands of sound business ethics may not go very far. Those
who benefit from corruption are unlikely to give up their
advantages on avoluntary basisand few corporationsare will-
ing to institute no-bribe policies if their competitors are
unwillingto do so. I nsuchsituationsit makessenseto support
broad-based movements that bring together like-minded
public and private actors. Offering platformsfor dialogue and
learning that combine global advocacy with local action can
help to overcome systemic barriers. Within the UN Global
Compact we are observing in a number o countries like-
minded corporations, global and local. teaming up with civil
society organizations, such as national chapters of
Transparency International and sometimes involving policy
makers, to reduce risks to brand while lowering transaction
costs and increasing competitiveness. Again, entrepreneurs
of emerging economies are often leading these efforts,
together with global corporations, realizing that in today's
competitive environment business cannot succeed if public
institutions are not effective. It is too early to say whether



*

i AIORY INILIA

0 United Nations €onvention against Carruption, 2005

© CED Convention on Combating Bribery of Foreign Public
Officials in International Business Transactions, 1999

© African Union Convention on Preventingand Combating
Corruption and Related Offences, 2002

© Council of Europe Givil Law Eoavention on Corruption,
1989

O Council of Europe Criminal Lav Convention on Corruption,
1999

© The European Union Conventionon the fight against
Corruption invoiving Officials of the European
Communities or Officials of Member States, 1997

© Organization of American States Inter-American
Convention against Corruption, 1996

© United Nations Blobal Compact |

© CED Guidelines for Multinational Enterprises, 2000

O The Finaneial Action Task Faree on Money Laundering
(FATF), Revised 2003

© Transparencyinternational Steering Committes on the
Tl Business Prineiples [or CounteringBribery

O The International Chamber of Commerce Anti-Corruption
Commission

© The World Economic Forum Partnering Against Corruption
Initiative (PACY)

QO International Federation of Consulting Engineers (FIBIC)

O The Extractive Industry Transparency Initiative (EITI)

O "Business against Corruption—Case stories and
Examples,” Glohal Campact, April 2608

O '"Business ag##st Corruption—A Framework for Actien,”
Global Compact, international Business Lsagers Forum,
Transparency International, December 2005

O International Chamber of Commerce Rules of Conductto
Gombat Extertion and Bribery, Revision 2085

© Transparency International Business Principles for
CounteringBribery

()] Transparency International Integrity Pacts

O The World Econamic Ferum Partmering Against Corruption
Initiative (PACI) Principles

© Transpareacy International Six-Step Implementation
Process

O First to Know—Robust Internal Reporting Programmes,
Trace, ISIS AssetManagement, International Business ‘
Leaders Forum

© TRACE Transparent Agents and Contractiag Entities

© FIDIC Code of Ethics and Business Intagrity Management
System

For updates on the Global Compact's tenth principle please refer |
to the website: http://www.unglobalcompact.org/lssues/

transparency anticorruption/index.html

these broad-based action campaigns will lead to lasting
change. But clearly, supportingsuch effortswill enhance their
chancesfor doingso.

Conclusion

IN CONCLUSION, the focus on anti-cormption and its inte-
gration in the corporate citizenship agenda are important
developments. They contribute to greater market integrity
and hold the promise o infusingimproved governanceinthe
public and private spheres alike. We may not yet know what
works best. But we do know that there are at least two viable
pathwaysahead: advancing a principles-based organizational
change process across all organizations and supply-chains,
and fostering collaborative efforts that involve al actors in
society. Inthis, continued advocacy, discourse, and research
will aso be crucial, including, and especialy through, the

voicesd civil society and astrongand free press. Y

Georg Kell is Executive Director, UN Global Compact.

References

Global Compact, April 2006, “Business Against Corruption-Case Stories
and Examples."

LESOTHO ATLAS OF
SUSTAINABLE DEVELOPMENT

By D.M. Bohra, ISBN 99911-645-02, December 2003,
pp.xxxvii+480, Size A4, Hb, US $95 (Pos'age Free)

This book portrays three critical dimensions of
sustainable development, namely, longevity,
education, and command over resources at national,
regional, and sub-regional levels. Human Development
Index (HDI) and poverty deprivation indices have been
analyzed. The book also provides a telescopic view of
the dnmographkand socioeconomic impact of the
HMAIBS | emicf;g iti:htg;tsthat,, e unabated
ad 'apm: ic with ¢ Zpemngpemrtymll
iously put a lm!ke on maehing‘  Millennium
evelopr as in much of Africa.
The book is of ?undameuw eoneem to everyone
interested in sustainable human development.

To order, contact:
jaingj@yahoo.com
OR

P.0. Box 2852
Santa Clara. CA 95055 USA




Civil Society and the

Private Sector
Fighting corruption is good business

Development Ourtreach WORLD BANK INSTITUTE

BY HUGUETTE LABELLE

NOT SO LONG AGO, when it came to
bribery, businesses in many developed
countrieswere not just givenanod and a
wink; their governmentsactively encour-
aged bribes, offering tax breaksand other
lega incentives. It was viewed as good
businessto "work with thelocals".

But bribery isn't a business strategy;
it'sacrime.

Transparency International defines
corruption as the abuse of entrusted
power for private gain. When entrusted
power is abused, the decision-making
process is distorted by greed, and the
decisions often hurt innocent people
and stand in the way o progress. The
result: reduced economic growth and
productivity, and opportunities stolen
from the poor and disenfranchised.

Local practice or
complicity?

MANY BUSINESS PEOPLE want to act
honestly and contributetothesocial and
economic welfare of the country where
they are doing business. Too often,
though, these good intentions are put to
thetest intheform of extortion, endless
red tape and demandsfor bribes. And of
course, in bidding for large contracts,
trying to improve your chances by
actively offering a bribe remains com-
mon practice. A hand under the table
may seem like an expedient and harm-
less way to advance a thorny business



transaction; it may be rationalized as respectinglocal business
traditions.

When doesfollowinglocal practice becomecomplicity? Even
small acts of bribery make a company a partner in corruption
and contribute to undermining a nation's economic and social
welfare. Such payments might be the product of a genuine
desire to maximize profits for shareholders, but they can also
result from anormalization d corporate greed, and they raise
significant questions about theethical climated business. They
can be astepping stone to corruption on alarger scale—theso-
called"grand corruption” d dictators and mega-corporations,
or the perversion o political processes—that sucks the wealth
out of poor nations, empowering corrupt government officials,
diminishing public trust, locking generations in poverty and
sometimesfeeding conflict or even terrorism.

"Creedisgood." said Gordon Gekko inthe1980sfilm Wall
Street. Since then, there has been asea-changein theway cor-
ruption is viewed. Organizations like the World Bank. which
had long considered the subject ataboo. now help drive the
debate. Businesses increasingly acknowledge the risk in
actively supporting or passively conforming to corrupt sys-
tems, having recognized both the human cost and the impact
onthe bottomline.

Companiesincreasingly acknowledgethat short-termprof-
it maximization through corruption doeslittle to create long-
term value. Recent corporate corruption scandals underscore
this. Strict disclosure and conflict o interest requirements
could have limited the damage to shareholders and staff at
Enron, Tyco, DaimlerChrysler and any number o others. And
such events speak against the idea that companies can be
entirely self-policing. As shown by cases currently before
courts in Europe and the United States, when the invisible
hand wreakshavoc, it's hard tofind an invisible wrist to slap.

Strong, vibrant and enduring companies are built on reputa-
tion, and that isavital and fragile resource. Companiesthat take
ethics serioudly, that adopt agenuine programme d ‘corporate
social responsibility' and embrace the practice o anti-bribery
aswell asthetheory, often perform better in thelong run.

T he pursuit of financial accountability
and transparency

YET BRIBERY CONTINUES. The World Bank Institute esti-
matesthat, around the world, US $1 trillion is spent in bribes
each year. A comparable amount is believed to be laundered.
Nearly every penny of thisdirty money will passthrough finan-
cial and other “legitimate” enterprises at some point. The pur-
suit o financial accountability and transparency requires a
cross-sectoral effort that civil society ishelpingto facilitate.

Such coadlition building is at the core o Transparency
International's philosophy and is a main route to tackling the
complex social, economic and political problem called corrup-
tion. Civil society playsan essential roleinincreasing awareness
and producing creative and effective solutions. It has a strong
record asacatalyst d practical anti-corruption approaches.

The landmark United Nations Convention against
Corruption entered into force following a concerted advocacy

effort by civil society, and provides a binding framework for
mutual legal assistance across borders. In practical terms, that
means Nigeriahasalegal basis—rather than existingvoluntary
agreements—for its effort to recover the billions o dollars
spirited into Swiss and other bank accounts during Sani
Abacha’s rule.

In partnership with Social Accountability International
and other organizations and companies, Transparency
International created the Business Principles for Countering
Bribery, ageneric framework for a no-bribes policy that can
be adapted to any corporate context. Anincreasing number of
companies worldwide now use this tool to develop or bench-
mark their no-bribes policies. The Principles have aso been
the basisfor sectoral anti-corruption policies brokered by Tl
with extractive industries and energy companies.

Systemic corruption can add up to 25 percent to the cost of
government procurement, and frequently results in inferior
quality goods and services, as well as unnecessary purchases.
TheIntegrity Pact, developed by Transparency International, is
ano-bribes agreement between governments and companies
biddingfor projects, so ethical participants are not disadvan-
taged by less ethical competitors. If aparty failsto comply, the
Pact specifies sanctions, which can include cancellation of the
contract, liability for damages and disqualification from future
government contracts. With provisions for oversight by civil
society, Integrity Pacts have been used in more than 80 proj -
ectsaround the world, and have been adapted for use onWorld
Bank projects. Pactsweresigned i n 2005 for the procurement
and construction of the Berlin Schonefeld airport in Germany,
and for Paraguay's national oil company Petropar. Integrity
Pacts reduce costs for business, citizens and governments,
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because bribes are no longer paid, and resources no longer
squandered.

The Business Principles and Integrity Pactsare now used in
countries around the world. For instance, Transparency
International will soon begin workin Chinato"trainthetrain-
ers" ontheir implementation.

The work o the Financial Action Task Force, created by the
Group o Sevenand now run by the OECD, hasmadegreat strides
in promulgating common standards on stemming the flow of
laundered funds, including the identification of high-risk cus-
tomers. There has aso been a diaogue between the Task Force
and the Woltsberg Group o leading private banks to develop a
framework for combating international money laundering and,
after September 1:th. guidelines to combat terrorist financing.
These standards hold banks accountablefor knowing their cus-
tomers, for carryingout increased diligenceand for cooperating
withdomestic and international authorities.

The FTSE4Good corporate citizenship indicator looks at
corporate integrity and reporting. It incorporates criteria
launched thisyear from the Business Principlesfor Countering
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Bribery, and will be vital in determining
ethical investment decisions and, poten-
tially, even credit ratings.

The UN Global Compact, a voluntary
citizenship initiative, brings together
civil society organizations and over 2500
corporate membersin acommitment to
advance universal principles on human
rights, labour, the environment and
other social issues. A tenth and final
principle—transparency and anti-cor-
ruption—was added to the Compact last
year following the intervention o civil
society groups, including Transparency
International .

The Principles for Responsible
Investing, an initiative sponsored with
the UN, wasadopted earlier thisyear by a
large representation of institutional
investors. The provisions, like so much
to do with corporate citizenship, remain
voluntary, but this is a commendable
start to developing a new concept of how
to conduct business ethically.

Voluntary compliance isavital ingre-
dient in improving corporate behaviour
but must be supported by strong and
intelligent regulation combined with
well-crafted and fully funded monitoring
and enforcement. Governments must
continue to ratchet up enforcement o the
OECD  Anti-bribery  Convention.
According to a recent Transparency
International report, two-thirds o the
signatory countries havedonelittletoful-
fill their commitments to fight corporate
bribery abroad.

This requires a visible demonstration of political will to
take forceful action against companiesthat bribetowin busi-
ness abroad. Signatory countriesaccount for about two-thirds
of world exports of goods and services. Because most major
multinational companies have their headquarters in OECD
signatory states, more effective monitoring and enforcement
of the Convention would be a substantial step in closing the
tapsonthesupply-side o international corruption.

Conclusion

ETHI CAL BUSINESS IS GOOD BUSINESS. Corruption isnot a
competitive advantage. It isa powerful threat to astableand fair
economic environment that benefits all citizens. In aliance
with business, organizations and individuals around the world,
civil society isworkingto ensure those benefitsfor all. &

Huguette Labelle is Chair, Transparency International.




T he Power of
Joiningkorces
Thecase for collectiveaction
1 faghting con-aption

BY PETER BREW

CORRUPTION IS NOW RECOGNIZED to be one o the world's
greatest challenges. It is a hindrance to sustainable devel op-
ment, with a disproportionate impact on poor communities
and acorrosiveeffect on the very fabric of society. Theimpact
on the private sector is aso considerable—it impedes eco-
nomic growth, distorts competition and represents serious
legal and reputational risks. Corruptionisalso very costly for

NO A LA CORRUPCION

business, with the extra financial burden estimated to add 10
percent or more to the costs o doing businessin many parts
o the world. The World Bank has surmised that "bribery has
becomea$ trillion industry."

Business|eadersoften take theviewthat it isaproblem they
cannot do much about, although it would bedesirableto exclude
all forms o corruption from their operations. There is a per-
ception that corruption—from petty bribery and facilitation
paymentsto state capture—isso much part o accepted business
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practices or local custom that there is no remedy for the indi-
vidual company if it isto remain competitiveinlocal markets.
Although business managers increasingly recognize that
corruption is a serious business challenge, they may not
aways accept that they have aresponsibility and akey rolein
changing practices that have become endemic. The dilemma
is to balance doing what is right against putting business
operations at acompetitive disadvantage.
Thisis not to suggest that there are circum-
stances in which corruption is acceptable,

intermediary. Such an intermediary organization can act asa
convenor and provide aneutral platform or "safe haven" from
which collective action initiatives can be built.

Any such initiative needs to be jointly owned by those
involved, but the intermediary provides "coordinating ener-
gy." Often there are already locally represented organizations
that can provide this facilitation, for example Transparency

International's national chapters, local busi-
ness chambers, and the United Nations Global
Compact's local networks. Auditing firms and

merely to acknowledge that business managers Collective larger consultancies can aso play an important
may perceive that promoting change i n accept- role in facilitating this collective action by
ed local business practices could jeopardize action working with clients who have encountered
their business interests. It is often relatively similar corruptionissues.
easy to get business managers to acknowledge With other
that it would be beneficial to both them and Supportl ng enVI ronment
their competitors if corruption were eliminat- .
ed. But it ismore difficult for them to take the BBl Although much o the effective action
first step to act together in combating corrup- against corruption has to take place at a local
tion, for fear of losing out to each other. offers an level, anumber of overarching support mecha-

. nisms are available to raise awareness and to
Understandi ng the need for effective way provide frameworks for sustainable improve-
collective action ment. Theseinclude:

to create a

IN PRACTICE. collective action with other ) Global initiatives
companies offers an effective way to create a level playlng The United Nations Global Compact's 10th
level playing field on which to compete, and Principle;
increasestheimpact onlocal business practices field on which Transparency International's Business
beyond the capacity of any one company. Principles;
Knowingthat other companiesinyour sector or to compete, The World Economic Forum's Partnering

location are committed to good practice helps
to build mutual confidence and the sustainabil-
ity of changesin behaviour.

The Extractive Industries Transparency
Initiative (EITI) is possibly the most high-pro-
file example of collective action by companies,
in this case in cooperation with non-govern-

and increases

local business

Against Corruption Initiative (PACI);
The Extractive Industry Transparency
Initiative (EITI).

the impact on

Sector-specificinitiatives
Some collectiveaction initiatives are sector-
specific, focused on the specific challenges a

mental organizations and governments, to practices particular group o companies or a particular
improve transparency and fight corruption business sector hasencountered (again, EITI is
(www.eitransparency.org). At the same time, bq ond the a good example). These initiatives have the

there are many examples from around the
world where local businessesor business asso-
ciations have combined to tackle particular
aspects o corruption that were proving to be a
barrier to business devel opment.

Recognizing the need for
facilitation/convening

THE INCREASINGLY WIDESPREAD recognition that it often
takes companiesworkingtogether to tackle corruption hasled
to agrowing body o experience and examples of companies
joiningforcesindifferentways,indifferent placesandindif-
ferent business sectors. A common thread running through
thesekinds o initiatives appearsto betheimportance of some
kind of external facilitation—abusinessorganization, govern-
ment body or non-governmental organization to act as an
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capacity of any

one company.

g

obvious advantage that they can be tailor-made
and focused interms o the issues and the out-
comes expected.

Business-led vs
multistakeholder

THROUGH THE | NVOLVEMENT o awiderange
d actors, companies, non-governmental organizations, and
governments, initiatives such as the United Nations Global
Compact can quickly obtain a high degree o legitimacy and
authority. Other multistakeholder initiatives, such as the EITI,
have come about because df the campaigning o non-govern-
mental organizations.
A potential drawback with multistakeholder initiatives is
that they often grow rapidly and consequently may become
cumbersometo manage. Also, it may be difficult to turn aspi-



DRIVEN LOCALLY:
THE CASE OF THE CHINA
BUSINESS LEADERS FORUM

In 2003 the International Business Leaders
Forum started exploring issues of corporate
governance and corruption with a group of
Chinese and foreign business leaders and
other appropriate institutions in Beijing with
the expectation that, drawing on a wider
international experience, a hasis for collec-
tive action could be developed. The result
has been the launch of the China Business
Leaders Forum (CBLF, www.chlf.org.cn) in
partnership with the Renmin University in
Beijing. CBLF provides a “safe haven” for
husiness leaders to meet around an agenda
of business standards challenges, including
governance, transparency, tendering and
procurement, recruitment and employee
development, setting and meeting expecta-
tions on product and service delivery,
improving joint venture relationships, and
the like.

rations into tangible action. As the number of participants
increases, the early dynamism and confidence o the original
smaller group o participants can dissipate.

On the other hand, business-led initiatives that arefocused
on solving specific business challenges can often be more
results-driven, but may not satisfy the expectations of other
stakeholders.

What it takes to make collective
business action happen

IFIT ISACCEPTED that making a significant impact on corruption
demands more than companies adopting stringent standards
on their own, that collectiveactionisoften required to reinforce
and achieve real progress; and that such joint solutions need
somekind o facilitation, then it is necessary to explorewhat it
takes to get such joint actions off the ground. Thefollowingare
some o the experiences that have emerged so far:

\

Local practical relevance

Collective action initiatives flourish best when they are
addressing locally relevant issues. Some initiatives, such as
Tranparencia por Colombia's collaboration withagroup of text-
book publishers, have emerged from needs identified locally.
Insuch cases, there has been relatively limited input from out-
side sources. I n other cases, organizations such as the United
Nations Global Compact, Transparency International, the
World Economic Forum, the International Business Leaders
Forum and the Ethics Resource Center have joined forces with
loca companies with the aim o initiating local projects. In
these circumstances, itiscritical that the agendais"localized"
early on and adapted to the challenges encounteredlocally.

Facilitation

Experience suggests that having a neutral party bring key
stakeholders together to determine local priorities is often
critical for progress. Facilitation islargely about managingthe
process and providing aframework of internationally recog-
nized principles and ambitions within which the practical
realitiescan be addressed. It isclearly importantfor thefacil-
itating organization to havean understandingad bothworlds—
o basicinternational research and what has emerged inter-
nationally as best practice and, onthe other hand, what chal-
lenges alocal businessman encounters.

Buildingco  dence

It takes time to build confidence amongst groups of busi-
ness leaderswho may initially be sceptical about what can be
achieved, aswell as concerned with theimplications o work-
ing with competitors and others outside their normal set of
relationships. Focusing on issuesthat haveimportant current
impactson business and the community and then conducting
a series o individual and group meetings to explore the
opportunities and barriers to cooperation are essential steps
|eadingto theformalization of any initiative.

Fundingof collective initiatives

When it isagreed that some kind o facilitated initiativeis
required, fundingisrequired to pay for suchajoint effort. The
costswill normally arise from the coordination of the initia-
tive, research, meeting arrangements, translation, access to
expertise. facilitation, travel and thelike.

Current experiencesuggeststhat there are many advantages
in sharing the costs among the companies, not-for-profit
organizations, multilateral or bilateral agencies and govern-
ment agencies involved. Organizations that make afinancial
contribution are aways more likely to remain engaged, take a
project seriously and demand practical results.

Theroleof leaders
Thesuccessful initiation and building of collectivebusiness

THE Power OF JoINING FoRcEs

continued qufpage 30
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T helmportance of
Cynicism and Humility

Anti-Corruption partnerships with the private sector

BY WILLIAM S. LAUFER

IT ISNEAR BLASPHEMY TO CHALLENGE the mechanics and
wisdom o anti-corruption regimes. It wholly misses the mark
to questioncorruptionrankings of countries asrestingon weak
empiricism; anti-corruption conventions, codes, principles,
and business association pacts as possibly ineffective, and the
construct of corruption as poorly defined and understood. Itis
indisputable that corruption impedes development, that the
enabling environment isthe key to reform, and that we need a
sea change in behavior. Critics do no more than distract those
who see the injustice and deprivation that come from corrup-
tion, understand its corrosive, delegitimizing force and,
hence, appreciate the critical need for good governance prac-
tices derived from multisectorial partnerships.

The coordinated campaign against corruption resembles
the good corporate citizenship movement that spread ethics
codesand ethicstrai ning programsin the United States over the
past decade and, more recently, a corporate governance move-
ment born from apparent failures o citizenship, compliance,
and gatekeeping. In these movements, there is little room for
those uninspired and unconvinced by the promise d strong
private sector-government partnerships combating organiza-
tional deviance. All are asked to buy into compliance incarna-
tionsd firmsthat accompany carefully crafted pleaagreements,
reports from the Fortune 1000 o social, environmental, and
humanitarian accomplishments; fierce rhetoric d regulators
and politicians that corporate predators will be brought to jus-
tice; and well-placed expendituresto be "in compliance™ with
the Sentencing Guidelines or, more recently, withthe strictures
of Sarbanes-Oxley and new exchangerules.

| maintain below that it isthe absence of constructive cyn-
icism and measured humility that actually missesthemark. In
other words, there must be room for those who remain unin-
spired and unconvinced by the jingoistic rhetoric associated
with private sector reformsin partnership with governments.
Cynicism should generally accompany campaigns or move-
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ments that involve the private sector. This is especialy true
when they aim to curb behaviorsasold ascivilizationitself, in
base rates still to this day unknown, committed by corporate
actorswho find it somehow too complex to justsay "no." Inthe
wake of regular lapses of citizenship, compliance, and gover-
nance by icons and pillars o the corporate community, rea-
sonabl e caution must accompany hopefor credible partnersin
the private sector. Hopeshould betempered by the private sec-
tor's long and distinguished track record of gaming govern-
ment partnersin past, failed partnerships against deviance.

Perhaps nothing begs for a combination of caution and
humility more than the practice of narrowly defining corrup-
tion in the context o development, pinning this blight—at
least in part—on the weak governance structures o develop-
ing, emerging and transitional economies, and then offering
inspired, prescriptive anti-corruption guidance. Thinking
about corruption as a catalyst for only greater inequality and
poverty, intermsdf lossesinforeign direct investment, and as
reductions intheinternal revenues, narrowly framesthe con-
struct. Broadening our construction of corruption immedi-
ately invites scrutiny o political, government, and private
sector corruption that generously dots our own landscape,
from city hallsto the halls of Congress, from front officesand
back offices to boardrooms, and from the money that influ-
ences state and local electionsto the Herculean influence that
must be bought to enter and compete nationally.

Looking beyond corruption to corrupting influences only
broadens the construct further. The root sources o corrup-
tion reflect ahost of independent variablesthat, quite unfor-
tunately, remain underexplored, including wide authority,
little accountability, and perverse incentives (Hills
Governance Center, 2005) Add to this "opague regulations,
weak enforcement mechanisms, barriers to business, ineffi-
cient Government agencies, absence d a public dialogue on
corruption, excessive discretionary powers in the hands o
public officias, and alack o checks and balances" (Sullivan,
2005). Intheend, itiswith healthy cynicism and humility that



the moral suasion necessary for genuine change in private
sector behavior isearned.

Partnerships, limits of law, and the
lesson of cynicism

MULTILATERAL ORGANIZATIONS greet the idea d partner-
ships with unbridled enthusiasm. Engaging business, govern-
ment, and civil society is more than an innovation, it is a
necessity. Partnerships represent a critical link in atransfor-
mative process for the United Nations System, the interna-
tional finance institutions, and donor agencies;, a move from
intergovernmental organizations to providers of capacity-
building, sustainabl e solutionsto the challengesfacing emerg-
ing and transitional economies. Multisectorial partnerships
share and enhance resources, harness underdeveloped mar-
kets, develop and implement codes o conduct, and facilitate
and leverage advocacy. Most important, partnerships create
efficiencies, pool resources, and enhance the likelihood that
interventions, such asanti-corruption regimes, will work.

When commentatorsconsider thelimitationsdf such part-
nerships, the focus turns to the need for common objectives,
the importance of an optimal "interface capacity." concerns
over the management o all stakeholders, the value o local
ownership, and the integration o a systematic evaluation of,
among other things, impact. Other challenges include the
marginalization of partners, the allocation o adequate
resources, and the difficultiesd partnership selection.

There s avery different set of challenges, however. chal-
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lenges made inevitable by the union d some very familiar
bedfellows. Elsewhere | have written about the waysin which
the private sector professes a commitment to government
prescriptions of ethicsand integrity while gaming correspon-
ding legislation and regulation (Laufer, 2006). The "old
game" o corporate ethics involves companies conceiving o
regulatory and legal compliance as a form o insurance.
Compliance is purchased as a hedge against liability and, in
some cases, raises the prospects o moral hazards. The greater
the purchase o compliance, the less likely regulators will
look, thelesslikely evidencewill befound, and the lesslikely
that significant criminal sanctionswill followinthe event that
inculpatory evidence pointsto thefirm. For some companies,
therefore, greater compliance expenditures may actualy
increase the tendency toward or likelihood o deviance.

This argument and the lessons learned about compliance
games may be extended to recent governance reforms.
Businessesare playingthe"new game" d corporate ethics, where
theidea d citizenship isincreasingly overshadowed by callsfor
changingthe responsibilities, composition, liability, and opera-
tiond boardsd directors; the responsibilities o audit, compen-
sation, and nominating committees; thelegal oversightover cor-
porate governance; and their compliance with SEC, NYSE, and
NASDAQ standards and the requirements of Sarbanes-Oxley.
Therigorsd regulatoryenforcement,the difficultiesd detection,
the integration o new governance requirements into firm-wide
complianceinitiatives, thestrength o sanctionsfor non-compli-
ance, and importantly, the direction of the sanctions, will reves
thesuccessaf any new corporate gaming.
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TABLE 1: INDICTMENTS AND CONVICTIONS OF LOCAL, STATE, AND FEDERAL OFFICIALS FOR PUBLIC CORRUPTION IN FEDERAL

COURTS (UNITED STATES)

By level of government, 1973-2004

ELECTED OR APPOINTED OFFICIAL

TOTAL FEDERAL STATE LOCAL OTHERS INVOLVED
Awaiting Awaiting Awaiting Awaiting Awaiting

In-  trialon  Con- In-  trialon  Con- In-  trialon Con- In- trialon  Con- In- trialon  Con-
dicted Dec.31  victed dicted Dec.31 victed dicted Dec.31 victed dicted Dec. 31 victed dicted Dec. 31 victed

1973 191 18 144 60 2 48 19 0 17 85 2 64 27 14 1
1974 305 Lt 213 59 1 51 36 0 23 130 4 87 80 0 52
1975 294 27 211 53 5 43 36 5 18 139 15 94 68 2 56
1976 381 199 260 n 1 101 59 30 35 194 98 100 27 70 24
1977 535 210 440 129 32 94 50 33 38 157 62 164 199 83 144
1978 530 205 418 133 42 91 55 20 56 171 72 127 171 71 144
1979 579 178 419 114 21 102 56 29 3l 211 63 151 198 66 135
1980 727 213 602 123 16 131 72 8 51 247 82 168 285 87 252
1981 808 231 730 198 23 159 87 36 66 244 102 211 279 70 294
1982 813 186 671 168 38 147 49 18 43 257 58 232 349 72 249
1983 1,076 222 972 460° 58 424 81 26 65 270 61 226 265 17 257
1984 931 269 934 408 77 429 58 21 52 203 74 196 262 97 257
1985 1,157 256 997 563 90 470 79 20 66 248 49 221 267 97 240
1986 1,208 246 1,026 596 83 523 88 24 71 232 55 207 292 84 225
1987 1,276 368 1,081 651 118 545 102 26 76 246 89 204 271 135 256
1988 1,274 288 1,067 629 86 529 66 14 69 276 79 229 303 109 240
1989 1,348 375 1,149 695 128 610 71 18 54 269 122 201 313 109 284
1990 1,176 300 1,084 615 103 583 96 28 79 257 98 225 208 71 197
1991 1,452 346 1,194 803 143 665 115 42 77 242 88 180 292 67 272
1992 1,189 380 1,081 624 139 532 81 24 92 232 91 211 252 126 246
1993 1,371 403 1,362 627 133 595 113 39 133 309 132 272 322 99 362
1994 1,165 332 969 571 124 488 99 17 97 248 98 202 247 95 182
1995 1,051 323 878 527 120 438 61 23 61 236 89 191 227 91 188
1996 984 244 902 456 64 459 109 40 83 219 60 190 200 80 170
1997 1,057 327 853 459 83 392 51 20 49 255 118 169 292 106 243
1998 1,174 340 1,014 442 85 414 91 37 58 277 90 264 364 128 278
1999 1,134 329 1,065 480 101 460 115 44 80 237 95 219 302 89 306
2000 1,000 327 938 441 92 422 92 37 91 211 89 183 256 109 242
2001 1,087 437 920 502 131 414 95 75 61 224 110 184 266 121 261
2002 1,136 413 1,011 478 119 429 110 50 132 299 118 262 249 126 188

Source: U.S. Department of Justice, Criminal Division, “Report to Congress on the Activities and Operations of the Public Integrity Section for 1991," pp. 28, 29; *

1991,"

pp. 36, 37; “1999," pp. 38, 39; “2004," pp. 36, 37. Washington, DC: U.S. Department of Justice. (Mimeographed.) Table adapted by SOURCEBOOK staff

The relevance d both new and old
compliance games to anti-corruption
initiativesissimple. Private sector-civil
society partnerships are fraught with
some of the very same complexity that
can compromise the prognosisfor rule-
based, code-based prescriptions against
organizational crime, whether these
prescriptions are voluntary or required
by law. O course, no one doubts the
importance o the guidance that comes
from prescriptions against corruption
found ininternal company controls and
other voluntary instruments. At the
same time, it is conventional regulatory
dogmathat thethreat o the criminal law
isthe ultimate lever that empowers less
formal social controls, like the self-reg-
ulation prompted by voluntary, private-
sector initiatives. "Without astrong state
capable of credible deterrence and inca-
pacitation,” as John Braithwaite notes,
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"you cannot channel regulatory activity
downto the base of the pyramid, where
trust is nurtured” (Braithwaite, 1998, p.
356) There must be a formidable and
credible weapon sitting prominently in
the background available for use when
regulatory authority meets frustration,
capture, old and new games.

The lesson that at least some cynics
have learned, however, is that private
sector-public sector partnerships often
fail to breed laws that serve as credible
background weapons, successfully
channeling activity toward the base o
theregulatory pyramid. Thisisnot to say
that self-regulatory initiativesand prin-
ciples are of little value. From the
Extractive Industries Transparency
Initiative of 2002, to the Equator
Principles of 2005, examples o impor-
tant—critically important—private sec-
tor anti-corruption programs abound.

So, too, do sound corporate governance
programsthat promote transparency in
ways that can only inhibit the demand
sidedf corruption. The point is, howev-
er, that the success o these initiatives
and programs hinge on the genuine
threat o resort to more formal socia
controls. Where this resort is compro-
mised by clever corporate stratagems,
regulatory laxity, capture, or other
strategic impediments, the rhetoric o
integrity, ethics, good governance,
transparency, and compliance is some-
timesall that remains. And thisrhetoric
is mighty convincing, with or without
any evidence to support it. Thus, the call
for cynicismisno morethan therealiza-
tion that rhetoric from these familiar
bedfellows is best verified. Evidence of
program effectiveness for corporate
agents and commercial intermediaries,
for example, and ongoing external



third-party monitoring offer needed assurance that progress
claimed is genuine and, in fact, verifiable. The adoption o
zero-tolerance policies, clear expressions o intolerance to
corruption by top management and members o theboard, the
integration o this intolerance into recruitment, incentive,
and performance reviews, and secure and accessible channels
for reporting violations and whistle-blowing may be critical
featuresd an anti-corruption program. Standing alone, they
do not constitute evidenced an effective program.

L eadership, humility and the social
construction of corruption

MULTI-SECTORAL PARTNERSHIPS require leadership that
approaches the scourge o corruption with some modicum of
humility. The deconstruction d corruption into its three con-
stituent elements revealsavery familiar, if not common pattern
d behavior inthe very partners vested with the success o anti-
corruption regimes, i.e., the misuse o power, attempts to
achievepersonal gain, and thesacrificed publicbenefit. Thisis
a challenge for leadership that has multiple meanings, after
overlooking the obviousirony that our hope for aworld without
corruption is somehow enhanced by fostering partnerships
between the most likely supply-sideand demand-si de suspects.

With a narrow construction of corruption in relation to
development, it is easy to be somewhat simple-minded about
how the private sector and governments in emerging and
transitional economies have much to learn from those with
more mature legal systems and governance practices. No
doubt they do. Research on such governance indicators as
voiceand accountability, political stability, government effec-
tiveness, regulatory quality, ruleof law, and control of corrup-
tion by Kaufmann et. al (2005) pointstosignificant if not dra-
matic differences between OECD and non-OECD countries.
That said, even acursory look at official data onfederal pros-
ecution of public corruption inthe United States, which one
must assume represents avery, very small share of actual cor-
rupt behavior, isaso impressive (see Table One). Not in any
way comparable, but impressive i n the sense that the burden
d corruption is aso borne by those who feel particularly
empowered to offer if not prescribe anti-corruption solu-
tions. Comparable official data for white collar crime and cor-
porate prosecutions, again consistingonly of federal offenses,
make the same point for good governance prescriptions.

Finding legitimacy and moral suasion

IT MAY BE ARGUED THAT these data do morethan highlight
the prudence of humility. They offer a not so subtle hint that
effective regimes to curb political and corporate corruption
are necessary here, asthey are elsewhere With state and local
data, and knowledge of those offenses not reported or known
to authorities, this point would be that much stronger. As a
practical matter this suggests the need for evidence-based
research on corruption to assure effective solutions. On aless
practical and more thoughtful note, our legitimacy and moral
suasion to affect corrupt business practices elsewhere would

L

be enhanced by recognition of our own problem with the very
same phenomenon, and a genuine commitment to effective
solutionsinserious reforms. Y

William S. Laufer is Director, Carol & Lawrence Zicklin Center for
Business Ethics Research, The Wharton School, University of
Pennsylvania.
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Busnessasa Partner Iin
FHghting Corruption?

BY RODERICK HILLS

IT IS A FINE IDEA and there are admirable companies in
practically all countries that declare their genuine desire to
reduce corruption. But whoisthe partner?Who do they fight?
What do they do? First and foremost companies must notyield
to the cynical views. "Why does it matter: Everyone does it;
Why should we buck the system?"

We have all met businessmen who are cavalier about cor-
ruption. They will say a few bribes can make an inefficient
bureaucracy work better, or they dissuadeyou from complain-
ing onthe grounds that agiven country will awaysbe corrupt;
"you can't change them," people will say. Otherswill say: "It's
acultural thingin much of the developing world that isinfest-
ed with corruption. Even the best minded business peoplein
such countries are forced to act unethically to do business."

Onthe basisdf the40yearsthat | havespent i nso many parts
of the developing world, | firmly reject the odious notion that
some civilizations are naturally corrupt. What istrue, of course,
isthat there are often more corrupting influencesin the devel -
oping nations. Why? State control of the economy puts critical
decisions that affect business in the hands o bureaucrats who
are often poorly paid. Whenever such decisions areleft to such
discretion, corruption islikely whether that discretion is held
by aMinister i n Jakartaor i n Washington, D.C.

I n 1975 the commission rates charged by stock brokers for
the sale or purchase of stock were set by the Securities &
Exchange Commission (SEC). Unable to compete for busi-
ness from the large fund managers on price, a significant
number of stock brokers competed with gifts (bribes). Some
were an elaborate dinner in New Y ork. Others countered with
similar dinnersin Parisor carsin garages. | n May o that year
the SEC stopped thefixing of commissions and stock brokers
wereforced to compete on price; they lost the ability to com-
pete with bribes.

What we in the United States need to appreciateisthat our
founding fathers gave our business community an enormous
advantage i n the fight against corruption. Those who drafted
our Declaration of Independence and our Constitution
expressed thefear they had of corrupt civil servants, primari-
ly the judgesinthevice-admiralty courtsdf England. They did
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not wish such bureaucrats to betray the people's interest in
our new country. Prominent constitutional scholars believe
that the dominant purpose of our Constitution wasto prevent
corrupt individuals— government officials and cliques of
insiders—from abusing individual rights. They point to the
clauses in Article | that are designed to prevent conflicts of
interests and to require transparency so that the majority o
our people can monitor their government and to Section s,
clause 3, that requires publication in ajournal of al votes and
debates because the English Parliament withheld that infor-
mation to conceal corrupt deals. Section 6, clause 2, bars
patronage by barring membersfrom holding or taking execu-
tive office when they have voted to increase the pay o that
office and section 6, clause 1 requires pay be set by law; and
finally, Article V1I requires ratification by popular convention
aclause that reflects 18th Century ideology that the people are
less corruptible than public officials.

What isso apparent isthat the Founding Fathers knew very
well that corruption was prevalent in the world from which
they cameand they wished to take serious stepsto keep it from
the shores o their new nation. Shaw, in speaking of the same
subject. put it differently: "Democracy substitutes election by
theincompetent many for appointment by the corrupt few."

As our Constitution was being drafted in 1780, Edmund
Burke warned: " Corrupt influence, which isitself the peren-
nial spring o al prodigality, and of all disorder, which loads
us more than millions o debt; which takes avay vigour from
our arms, wisdom from our councils, and every shadow of
authority and credit fromthe most venerabl e parts of our con-
stitution. Edmund Burke said: "Among a people generally
corrupt, liberty cannot long exist.”

The sad fact, however, isthat Voltaire may have been right
when he said that corruption"isan evil that grows respectable
with age." What then can business do to make corruption less
respectable?

By far the most important step would be for business to
accept that corruptionisone o the most, if not the most, dif-
ficult economic problem facing our world in the 21st century
and to convince their employees, their government and the
body politic of that fact. My own view is that corruption and
related problems o governance, whether corporate or gov-



ernmental, present at least as great athreat to the democratic

way of life that we value as that we once attributed to

Communism. Some examples:

= In1gg97our Justice Department estimated that sophisticat-
ed computer techniques allowed thieves to steal about $10
billion annually from America's financial institutions;

= An economist with access to classified data of the Federal
Reserve System estimates that drug trafficlung, prostitu-
tion, pornography and black market currency provide $70
to $100 hillion.

» Aprofessor at the Yde School of Lav hasidentified econo-
metricresearch indicating that illegal payoffs can increase
the costsand lower the quality o publicwork projectsby as
much as 5o percent.

= |nthefirst 6yearsd independence fromthe Soviet Union
the Ukraine attractedlessthat $2 billion of investment, but
in that same period it is estimated that $15 to $20 billion
wasillegally taken out d the country.

= The United Nations Drug Control Programme estimates
that the annual turnover o illegal drug tradeis over $500
billion.
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« TheInternational Monetary Fund states that international
drug trafficking now represents 2 percent o the world's
economy.

= Others conclude that when drug trafficking is added to
other organized crime income the total may well be as
much as 6 percent to 8 percent of theworld economy.
What business needs to accept isthat thefight against cor-

ruption is not just more laws and more police. As awag once
announced: "We have already passed more than 1o millions
laws just to enforce the 10 Commandments.” What business
candoistolead effortstoidentify the"corrupting influences"
that distort theway i nwhichthey conduct their affairsand to
both quantify and explain to their societies the cost that such
influences impose on the economy.

It is sadly a fact that the subject o corruption needs far
more attention: from our academic institutions, our govern-
mentsand the business sector. We do not know enough about
the corrupting influences o our respective societies to effec-
tively deal with them. Its extraordinary that in 1975 the U.S.
government did not realize that thefixing of commission rates
wasan incentive for stock brokersto bribe fund managers.
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Drug traffickers intercepted in the Mediterrean Sea with four tons of hashish.

The objective of the Hills Governance Program at the
Center for Strategic and International Studies istowork with
U.S. and foreign businesses, with support from the World
Bank, to establish Centers for the Study o Governance in
respected academic institutions. Our distinguished Academic
Council assists us in convincing al parties that dealing with
corruption isnot confinedto passinglaws; that thedisciplines
of sociology, political science, economics, and international
relationsare at | east asimportant aslaws.

Our Centers, with advice from supporting businesses and
advisory boards, select specific governance problems in their
region that they wishtoaddress, and organize effectiveteamsto:

Identify the corrupting influences that exacerbate the

problem,

Quantify the coststhat such problems are imposing on the

economy; and
= Developand implement plansto eliminate or reduce those

influences.

It is not easy in many countries for companies to publicly
challenge repugnant governmental policies that benefit both
officials and their own employees. This is not a problem
resented for emerging economies. Intheig7o’s President Ford
initiated a major and successful effort to eliminate the economic
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regulation o industry that protected companies from price
competition. The strident resistance o those companies that
liked the protection of fixed rates made it difficult for others to
support him. For example, tiny Frontier Airlinesin 1975 spoke
bravely for airline deregulation, while the major airlines and
airplane manufacturersfought the President's initiative.

The one objective for which all business interests should
be united in all countriesis"Rule of Law." A government o
lawsrather thanagovernment o individual fiat isthe onesure

bulwark against corruption. n

Roderick Hills is director of the Hills Center and former Chairman
of the U.S. Security and Exchange Commission.



Private Sector Response

BY WORTH D. MACMURRAY

SINCE 2001, there has been a dramatic and unprecedented
rise in enforcement actions by the U.S. Department o Justice
and the Securitiesand Exchange Commissionfor violations of
the U.S. Foreign Corrupt Practices Action (FCPA).' The FCPA
makesit a crime for U.S. companies and individualsto bribe
foreign officials in order to obtain business." This criminal
statuteisonly oned anumber o regulatory actionsthat are on
the rise globaly in the fight against corruption.
Transnationally, the Organization d Economic Cooperation
and Development (OECD) reports that there are over 40
bribery investigations ongoing within OECD member states
following implementation o the OECD Convention on
Combating Bribery i n Foreign Public Official sin International
Business Transactions On December 14, 2005, the United

*
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Nations Convention against Corruption, the most comprehen-
sive corruption convention yet adopted, entered into force,
further underscoring the increasing importance of anti-cor-
ruption enforcement. In addition to these regulatory regimes,
financial regulators themselves are becoming more promi-
nent, such as the Autorité des Marches Financiers (AMF) in
France, the Financial Services Authority (FSA) in the United
Kingdom and the Financia Market Authority in Austria. In
Europe alone, there are 28 known domestic regulators among
the member countries of the Federation of European
Securities Exchanges.+ Within the United States, the powerful
Securities and Exchange Commission and their enforcement
division have become noted transnational regulators.
Followingon the heelsof governmental regulators, interna-
tional financial institutions such astheWorld Bank, the Inter-
American Development Bank and the European Bank for

The Bill on Corporate Responsibillity positioned for President Bush's signature in July 2002.
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Reconstruction and Development are beginning to take on an
anti-corruption regulatory role by investigating and sanction-
ing companiesinvolvedin corruptionwhen their ownfinancing
is involved.® Finaly, there are a host o nongovernmental
organizations which have devoted substantial resourcesto ini-
tiatives, including raising the awareness o the global corrup-
tion crisis, recommending legislation to strengthen govern-
mentsand their institutionsin thefight against corruption, and
covertly investigating governmental abuse and corruption.®

A string of corporate scandals, such as Ahold, Enron and
World Com, and the enactment of the Sarbanes Oxley Act, as
well as the tragic events of 9-11, underlie the rising tide of
governmental and nongovernmental action against transna-
tional corruptioninthe United States.?Internationally, " con-
cerns about the impact o significant corruption on develop-
mental loan effectiveness, transparency, accountability,
ethicsand integrity underliewider initiatives, al of which are
part of the broader public agenda of promoting good gover-
nance o public and private institutions to ensure that public
money isused Faritsintended purpose.™’

Private sector response

ALTHOUGH THE PRIVATE SECTOR response to reducing the
regulatory risk arising out o these initiatives is growing, the
response has not been universal or uniform. Many companies
around the world continue to do nothing to change their busi-
ness practices of providing commissions or bribes to govern-
ment officialsi n exchangefor abusiness advantage. The risk of
detection, although increasing, remains small and many com-
panies find it to their competitive advantage to use corrupt
business practices to capture or retain market share. Others
have drafted codes of business ethics which seemingly restrict
their company's practice of paying bribes, yet dolittlein actual
practicedf reducingbribery (so-called " paper programs"). Still
other companies make sizeable investments to reduce the risk
o corruption by their managers and business devel opers seek-
ing to capture or retain business. Notwithstanding the mixed
response by the private sector, pressure mounts as govern-
ments, international organizationsand NGOs continue to press
theprivatesector to take moreaction in curbing corruption. For
examplé. Transparency International, theleading anti-corrup-
tion NGO, pushes companies to adopt their Business Principles
for Countering Bribery:?the United Nations, through its Global
Compact, has enlisted more than 2,500 companies throughout
the world to promote responsible corporate citizenship in the
area d anti-corruption;" and the International Chamber o
Commerce Anti-Corruption Commission encourages self reg-
ulation by the private sector to combat extortion and bribery."

Listed below are some o the better known initiatives that
companieshavetaken in order toreducetherisk o corruptionin
their business transactions. These programs are generally
referred to asInternal Control Programs, Compliance Programs
or Anti-Corruption Business Practices. Notwithstanding the
named the anti-corruption program adopted by a company, to
be effectivethe programs need to be integrated into the overall
business practice o acompany's control structure.”
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Elements of an effective anti-corruption
program (e.g. Compliance Program%

Code of Ethicsand Corporate Conduct

Theinitial corporate framework for specifying responsibili-
tiesdf corporateactorsisgenerally set out i n ethicsguidelinesfor
corporate conduct.'+ This Code states what is expected of
employeesinarange d areasincludingworkplacebehavior. sex-
ual harassment, conflictsd interest, gifts, feesand commissions
(e.g. bribes) to government officials. To be effective, these
guidelines should be adopted by the Board of Directors and
mandated for all company officials and employees. The Code
should state with specificity the conduct that is prohibited, the
means d seeking advice on interpretation, how to report viola-
tions, and management's responsibility when they receive an
alegation. In many codes, whistleblower protection provisions
can aso befound, which prohibit retaliation against employees
who make a complaint. |n many instances, companies set up
hotlines for employeesto makeanonymous or confidential com-
plaints o corporate wrongdoing.

ToneattheTop

I naddition to an effective anti-corruption ethics code, and
perhaps most critical to the success of a private sector anti-
corruption initiative, isthe "visible and active commitment™*
by the Chief Executive Officer and senior management o a
company or enterprise for its anti-corruption policy—the so
called "toneat thetop." Thetoneat thetop ismorethan mere-
ly making corporate announcements or strong denunciations
about corruption; it isvisible leadership, asingle point of sen-
ior responsibility, accountability and allocation of resourcesin
furtherance o the purposes o the policy or code.* For large
companies, resourcesin terms of money and dedicated staff
are required to effectively implement anti-corruption pro-
grams. For example, in many large multinational companies,
Chief Compliance Officers are being hired to create and
implement corporate ethics codes and to investigate allega-
tions o violations. Some larger companies doing business
around the globe maintain alarge staff of investigative auditors
to quickly respond to allegations, to seize evidence of corporate
malfeasance and provide it to senior management so that the
CEO and management team can take necessary action to miti-
gatethe risk of corruption. Such action may include:

a) Termination of employees found to have violated the

policy;

b) Enhancement of the internal control structure prevent

repeat violations,

¢) Corporate announcementsdenouncing the practice and

enhancingtraining of affected business units;

d) Disclosure d the matter to the Board of Directors; and

e) Disclosureto regulators.

Anti-Corruption Trainingand Accountability

Effectiveanti-corruption control requiresensuring that al
employees are trained and knowledgeable about the compa-
ny's anti-corruption policy. Best practices dictate that such
training be conducted on an annual basis and that employees



certify in writing that they have received the training and
understand the policy. The growing corporate need for train-
ing on anti-corruption isquite apparent by the large number
d accounting firms, law firmsand consulting firms who now
routinely offer anti-corruption policy and training servicesto
businesses around the globe.

Enhanced due diligence of foreign agents, consultants
and subsidiaries

One o the biggest risksfor companies doing transnational
businessistherisk that one o their local agents, joint venture
partners or subsidiaries are violating the company policy by
paying foreign officials to obtain a business advantage. In
response to this concern, companies are conducting
enhanced due diligence o their actua or intended agents,
joint venture partners or prospective acquisitions to ensure
their intended associations do not increasetheir risk of being
involved in acorrupt act. Enhanced due diligence, which can
be donein-house or by specialized companies. involves:

8 Examining the reputations, associations, activities, and

ethics o potential partners, investors or key hires;

b) Confirming or refutingallegations and rumors of crim-

inal or questionable business practices;

¢) ldentifying, early on in the deal process, any undis-

closed liabilities or questionable financial reporting;

d) Researching unusual offshore structures and unex-

plained financial arrangements associated with a potential

merger, acquisition, or joint venture targets; and

e) Clarifying the nature o relationships between target

companies and various individual's, including government

officials.

Internal Control System

Companiesthat areintent on ensuring that fundsare only
used for purposes consistent with their anti-corruption poli-
oy must have a system o internal auditing controlsin place
that is robustly and periodically tested to provide "reasonable
assurances that transactions are executed i n accordance with
the management's authorization.”” These aspirations for
anti-corruption controls are embedded in the Sarbanes-
Oxley Act, which requires these control sfor public companies
inthe United States. Many accounting firmsaround the globe
have adopted these standards as best auditing practices
regardless o the jurisdiction o the company.

Conclusion

CONTROLLING FOR CORRUPTION in the private sector is
increasingly becoming a priority for companies concerned
about the regulatory and reputational risk associated with
suchillicit activities. I nthe next decade, as more governments
strengthen their own anti-corruption requirements flowing
from the host of domestic and international initiatives, cor-
porations will be seen as critical stakeholders in reducing the
deleterious effects of the cancer of corruption. e

Worth D. MacMurray is Principal of Compliance Initiatives LLC in
McLean, Virginia.
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T heChallenge of Ethical
Leadership In Africa

BY DELE OLOJEDE

An ethical compass

I WAS BORN inasmall university town inwestern Nigeria not
that many yearsago, into alarge polygamoushousehold, avast-
ly complicated organism that neverthel ess seemed to us rather
simpleand well-ordered at thetime, under the mostly wiseand
oftenlucky | eadership of my father. Our moral universewasan
extension of thewider community around us, i n which people
clearly understood and subscribed to aset o rules governing
behavior. I nthat world raising us children was a joint venture
among the community's adults. Everyonelived under an over-
riding moral code encapsulated in the simple injunction that
you shall not bringyour family nameinto disrepute.

My duty i nthe household wasto fetch the morning papers
for my father. The vendor, who evidently had afull-time job
elsewhere, dways left the newspapers in neat stacks at the
street corner. Without fail, day after day and year after year,
buyers picked up the papers and left the money in apileright
there by the roadside. It was an honor system, not at al
uncommon throughout Africa.

Thisisthe good news. It isthe one thingthat provesto us
that despitethe appalling ineptitude and outright immorality
that permeates|eadership ranksthroughout our continent, we
are not culturally or genetically predisposed to more often
than not producethe most wretched kind o leaders.

The urgent task of improving the quality of leadership in
Africa—onethat isethically grounded, self-denying and thor-
oughly understands the concept o the common good—is evi-
dent fromthe extremely high cost of our current arrangement.

In order to overcome the ruinous cynicism of many
Africans about the prospect for enlightened leadership ever
emerging in their countries, we must be able to think of the
impact o corruption differently.

Thefirst thing to understand is that corruption kills—not
metaphorically. not even indirectly. At the end o last year a
planeload of school children crashed in southern Nigeria,
killing al on board. It was one of several airliner crashesin
that country last year, exposingthe completely shambolic state
of the regulatory agency for civil aviation, the corruption that
circumvents normal inspections and the enforcement of
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rules. So although agovernment official claimed the crash was
an act of God, the reality in Nigeriaand much o the continent
is that poorly maintained aircraft that would not otherwise
passthetest of airworthiness are routinely allowedintheskies
by bribe-taking officials.

Corruption literally makes citizens sick, when officials
routinely expropriate for personal use the resources allocated
to public health.

Corruptionasoistheprincipal cause of the massimpover-
ishment of African people, agrinding, agonizing poverty that
shrivels ambition and leaves people susceptible to the sweet
whispers o false prophets, who tell usthat poverty isafriend
d God. Religion has become atool df the kleptoeracy, which
keeps the poor in their place by encouraging their sense of
powerlessness, their superstition, their belief that their
reward isin heaven, and that they will be rescued not by the
sweat of their striving, but by divine intervention.

The widespread indifference to ethics by much o Africas
political elite has helped reinforce the view that government,
with rare exceptions, is primarily an obstacle to ordinary citi-
zens. By and large the elite that took over from the colonial
authorities has proved to be made up largely of those described
by V.S. Naipaul as"the mimic men," whosee their roles prima-
rily as exploiters i n the same way that the colonial rulers did.

While government is essential to development, in many
African countries it continues to be perceived, if not as out-
right illegitimate. then at least as something best avoided by
citizenswhenever possible.

To begin to change the relationship between governor and
governed for the better, a new kind o leader is required in
Africa. Luckily, the right examples can be found scattered
throughout the continent, where leaders are actually visibly
and actively engaged i n thehard work of building agood soci-
ety, whether i n Botswanaor South Africaor, lately, Ghanaand
ahandful o others.

Weall know the essential characteristics o ethical |eader-
ship: selflessness, honesty, imagination, ambition, moral
rectitude, sacrifice, humility, even wisdom. We know as well
that, whilethisisour fondest wish, there can be no guarantees
that wewill get any such leader.

To best illustrate this point | often quote Karl Popper, the

L Viennese philosopher, and | will quote him here again without



shame. for he most intelligently expresses my attitude to the
necessity for constraintson political leadership. Popper says"it
isnot a all easy to get agovernment on whose goodnessand wis-
dom one canimplicitly rely. If that is granted, then we must ask
whether political thought should not facefromthe beginningthe
possibility d bad government; whether we should not prepare
for the worst leaders, and hope for the best."

In other words, we must face the redlity that Africacontin-
ues to be hobbled by Big Man politics, the al-wise Father-
Knows-Best who should stay i n power indefinitely. The exam-

ht

A picture of children killed in an airplane crash in southern Nigeria as a
result of corruption in the regulatory agency for civil aviation.
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ples are al around us—in Zimbabwe, Uganda, and recently in
Nigeria, where an abortive attempt was made to do the same.

The idea o term limits for political office holders is not
necessarily the best option in al circumstances. After all, the
United Statesisalmost unique amongtheindustrialized coun-
triesforimposingitonitspresidency. Butinthe case of Africa,
where state and civic institutions are weak and the president
typically wields virtually untrammeled power, term limits are
most assuredly an essential ingredient of good governance.

We know from human experience that leaders good, just
and wise, are hard to find. As Popper
says, "itisreasonable to adopt, in pol-
itics, the principle of preparing for
theworst, aswell aswe can, thoughwe
should, o course, at thesametimetry
to obtain the best." The question we
must ask is, "how can we so organize
political institutions that bad and
incompetent rulers can be prevented
from doingtoo much damage?"

The international
community

AS WE STRUGGLE with these ques-
tions, international institutions and
powerful governments also can choose
to be our allies, not collaboratorswith
those rapacious |leaders who seek to
strip Africa bare. The dirty secret of
thewestern world isthat governments
and banking institutions, in Europe
and America, find it convenient to let
Africas ruling kleptocracy make off
with the family silver, so long as it
ends up in bank accounts in London,
Washington, and Switzerland. Just a
couple of yearsago. duringan unrelat-
ed investigation of Riggs National
Bank in Washington, Congressional
investigators found that ExxonMobil
secretly deposited more than $700
million inthe personal accounts o the
president o Equatorial Guinea,
Teodoro Obiang Nguema Mbasago.
These deposits, which could not be
adequately explained as anything
otherthan corruption, never led to any
ExxonMobil executivesbeingtried for
contravening U.S. law.

If anything good can be said to
have come out of al-Qaida’s terrorist
onslaught, it is that western govern-
ments, pushed by Washington, are no
longer so easily turningablind eyeto
money laundering. A series of
Nigerian governors have been arrest-
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Nigerian President Olusegun Obasanjo delivers a
speech during the inauguration of the Berlin
headquarters of corruption watchdog Transparency
International (TI).

ed in London with suitcases full of U.S. dollars, and some
effort is being made now to stanch the criminal flow of cash
from poor countries to western banks. But what would really
help Africais not so muchfinancial aid, but aserious collabo-
ration to stop the illegal extraction o the common wealth by
thievingleaders.

Good thingsare happeningthroughout Africa. Fitfully and
unevenly, many African countries have entered the reform
era, and this promises to have a more lasting effect because,
for thefirst time, it is not happeni ngthrough the benevolence
o outsiders but is being spearheaded by a new generation of
Africans. Many Nigerian political leaders, in significant
though not yet dominant numbers, are already succeedingin
changingtheir country's direction. Thesame criesdf reformast
that we heard in the streets of Jakartaand Surabayainthelate
gos resounded in the streets of Nairobi and swept avay an
ossified oligarchy. Ghana isturningthe corner, and an el ect-
ed Senegalese government successfully organized elections
that it thenlost, peaceably, to the opposition. Liberia elected
Africas first female leader, and the country has set about the
urgent task o rebuildingfromthe ruins of war.

To broaden the positive changeswe are seeing, and to make
them morelasting, Africans must set minimum standards for
leadership—as well as maximum tenures. o

Dele Olojede is a Pulitzer Prize-winningjournalist based in
Johannesburg, South Africa.

This article is based on 2 presentation given at the World Economic
Forum in Oxford, in March 2006.
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continued from page 17

action often depends on identifying one company or asmall
group of companies to take the lead and to act as 2 champion
for the project. This reinforces the importance o ensuring
that the issues being addressed are prioritiesfor the business
community and arelikely to deliver tangible results.

Conclusion

THE FI GHT AGAI NST CORRUPTI ON will be more effectively
fought by companiesactingtogether to reinforce and enhance
theimpact o the application df codes, policies and processes
within their own operations, supply, and distribution chains.

Businesses, often competitors, have a mutual vested inter-
estin improving the environment within which they operate,
and by acting togethier they can also be astronger influence on
other sectorsin reducing corruption. Y

Peter Brew is Director, Responsible Business Solutions, International
Business Leaders Forum (IBLF).

This is based on an article by Peter Brew and Jonas Moberg, formerly
Programme Director. IBLF, now Special Advisor, Global Compact, that
appeared in the United Nations Global Compact publication Business
against corruption, hitp://www.iblf.org/media_room/general.jsp?id=123754

The International Business Leaders Forum (IBLF) is a not-for-profit
organization, established in 1990 to promote responsible business
practices that benefit business and society and contribute to
sustainable development. Recognizingthat corruption is of major
detriment to development and to enterprise, and a contributor to
human rights abuses, IBLF launched 2 Business and Corruption
program in 2002. This program promotes the role business can play
in tackling corruption and the need for companies to work together
locally to improve the business climate. www.iblf.org

For further information email: info@iblf.org
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Fighting Corruption
the Cdtd Way

Lessons from the front line

BY MOHAMED IBRAHIM

IF YOU "GOOGLE" corruptionand Africa you get over 25 mil-
lion hits." Suchisthescale df the problem. Ye Celtel isasuc-
cess story from the poorest and, according to Transparency
International rankings, the most corrupt part of the world —
sub Saharan Africa.

Today Celtel provides 15 million Africans with mobile

phone service across 15 countries of sub Saharan Africa +
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Burkina Faso, Chad. Democratic Republic o Congo, Gabon,
Kenya, Madagascar, Maawi, Niger, Nigeria, Republic o
Congo, Sierra Leone, Sudan, Tanzania, Uganda, and Zambia.
Five of these countries are in the bottom decile of the
Transparency International Corruption Perceptions Index.'
Since 1998 Celtel has raised over $: billion from the
Western financial community and invested it in mobile tele-
coms infrastructure in Africa. Celtel's $3.4 billion 2005
acquisition by MTC of Kuwait not only demonstrated the suc-
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cess of the business, but unleashed awave o Middle Eastern
investment into Africa

Africa's development

THERE IS A CONSENSUS that Africa—the original cradle of
human civilization—today suffers from underdevel opment.
Many studies have attributed this to different
causes: climate, colonialism, cultural diversity,
geographic fragmentation, the curse d natural
resources, political instability, state ownership,
and underinvestment in education and infra-
structure.?

4

who could contribute expertise and guidance aswell asmoney.

Early examples included the Commonwealth Development

Corporation (now Actis), the British Government's develop-

ment finance arm and the International Finance Corporation

—part o theWorld Bank Group. Both had many years of expe-

rience investing i n Africa and were rigorous i n ensuring that

every Celtel investment and local partner passed their trans-
parency scrutiny.

Right from the start Celtel was run as a

Western institutionalized company (it is based

in the Netherlands). We believe good gover-

nance starts at home. So we formed a very tal-

It is clear ented and experienced Board o Directors, with

Celtel wasformed as a private sector busi- shareholder representatives and strong inde-
ness to focus on telecoms infrastructure—now that if the pendent directors from the worlds of politics
recognized as an essential driver o develop- and business such as Lord Prior, formerly a UK
ment in Africa. The Economist reported in a Millennium Cabinet minister, Dr Salim Salim, the African
study on Africa by Professor Waverman o statesman and a former Prime Minister of
London Business School: "Plenty of evidence Development Tanzania and Sir Gerry Whent, the original

suggeststhat the mobile phoneisthe technol-
ogy with the greatest impact on development.
A new paper finds that mobile phones raise

Goals are to he

founder of Vodafone.
Some might regard such aheavyweight Board
as restrictive to a start up company. But for

long-term growth rates, and that their impact achievedin Celtel thishas hel ped navigate some of the com-
istwiceas big in developing nations as devel- . plex political currents. We madeit clear that any
oped ones."" Africa, requests for political donations and the like
. would be referred to the main Board and dis-

Corruption the issue of cussed by the representatives o major donor
. nations. It showed everybody that we were seri-

THE "BLAIR REPORT" COMMISSION for Corruptmn must ous about our anti-corruption stance and it was

Africa 2005 summarized the issue as follows:
"Corruption is systemic in much of Africa
today...It isanother of Africas viciouscircles:
corruption has a corrosive effect on efforts to
improve governance, yet improved governance
is essential to reduce the scope for corruption

be addressed.
Itis also clear

that solutions

agreat protection.

It also brought recognition to Celtel: when
giving the inaugural IFC Client Leadership
award, Peter Woicke, former IFC Executive VP,
said Celtel is"acompany that setsthe gold stan-
dardfor its peersanywhere inthe world, acom-

in the first place. All this harms the poorest must come pany that isarole model for others, regardless o
peoplein particular." sector, region or country.™
It also recognized that Western countries from both
need to look hard at themselvesin the mirror: Business advantage
"After all, as the former Zairian dictator within Africa
Mobuto Sese Seko once reportedly said "It CELTEL'S RIGOROUS STANCE against corrup-
takes two to be corrupt: the corruptor and the and from tionisnot drawnfromapurely moral motive—it
corrupted.” And heshould know.™ ) is also good business practice. For corruption,
Earlier, in2002, the African Union had puta outside it. like blackmail, is insidious. Once started it is

figureonthescaled corruption acrossthe con-
tinent: $148billion or one quarter o the GDP."

Celtel approach to _
governance and corruption

ANY INTERNATIONAL BUSINESS operating in Sub Sahara
Africa needsto facetheissue of corruption. From the begin-
ning Celtel adopted a very strict set of six values, the first o
which is: "We are open, honest and transparent." We applied
thesevaluesat al levels: from the shareholders and the Board
to ahandbook for every employee.

When searching for shareholders we sought institutions
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very difficult to stop paying Far better to pass
up, as Celtel has done, afew business opportu-
nities which, while superficially attractive,
involve partners or governments about whom
onehas major doubts.

For aWestern company, thecostsdf getting it wrong can be
devastating. For obvious reasons few of the examples are well
documented. But the U.S. Courts released documents of the
SEC investigation into Titan Corp., summarized as follows by
the Wal St Journal (WS] 2005): "In the biggest foreign-
bribery penalty under U.S. law, Titan Corp. (of San Diego)
pleaded guilty and agreed to pay $28.5 millionto settleallega-
tionsthat it covered up paymentsin six countries, including



millions of dollarsfunneled to anassociate of an African pres-
ident to influence a national election Titan's foreign bribery
was uncovered by Lockheed Martin Corp. during acquisition
negotiations. Though both companies cooperated with the
ensuing investigation, delaysin resolving the probe scuttled
the $1.6 billion deal in June."

Curing corruption

SOME MAY FIND IT IRONIC that it was Lockheed Martin as
potential acquirer and Arthur Andersen as external auditor
who uncovered thisexample. But to itscredit, the USA has had
the Foreign Corrupt Practices Act in place since 1977 which
makesit illegal for U.S. corporationsto pay bribes toforeign
government officials or political partiesin order to secure or
maintain business transactions or secure another type o
improper advantage. If aviolationis established, not only can
alarge fine be levied against the corporation, but executives,
employees, and other individuals involved may be fined or
jailed or both. And whileAmerican corporationsaresubject to
the law, it is possible that it may also, be applied to overseas
subsidiaries or joint venture partners o U.S. companies.
However other countries have been much slower to recognise
the problem at home. Until 1997 bribery was still tax
deductible i n some Western countries.

Finally the OECD countries implemented the Anti-
Bribery Convention in 1997, with entry into force on 15
February 1999. But implementation has been slow and there
have been few prosecutions. Now adopted by all 30 OECD
countries plus 6 others, the Phase1 implementation monitor-
ing has been completed (compliance of national anti-bribery
laws with OECD Convention). Phase 2 (peer review assess-
ment of effectiveness) has been done by 21 countries with
remainder to be done by 2007.9

UN Convention against corruption was adopted i n October
2003 and came into force on 14 December 2005. 140 coun-
triessigned but only 52 haveratified it and we arestill waiting
for G8 countriesto participate.™

Meanwhile, Africa is starting to record real progress in
addressing the problem of corruption. One o thefirst acts by
President Obasanjo of Nigeria was to set up the Anti
Corruption Commission. Theformer President of Zambiaand
Vice President of South Africaare facing corruption charges.
Under the auspices of NEPAD,the New Partnership for African
Development, African countries are undertaking peer reviews.

Conclusion

IT IS CLEAR THAT, if the Millennium Development Goalsare
to be achieved in Africa, the issue o corruption must be
addressed. It is also clear that solutions must come from both
within Africaand from outside it.

Celtel isdedicated to "makinglife better.” In our eyesthis
means ensuring asustainable businessto continuetheinfra-
structureinvestment essential to Africa'sdevelopment. And it
means doing so inafully transparent manner, includingpub-
lishing what we pay to Governments and state owned enter-
prises. this amounted to some 35 percent of Celtel's revenue

in 2005. The Celtel story shows emphatically that it is possi-
ble, if not aways easy, to run asuccessful clean business in
Africawhich can benefit all stakeholders and help to enable
development. Y

Mohamed Ibrahim, Founder and Chairman, Celtel International.
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WHAT ROLE DOES PARLIAMENT
PLAY IN CURBING CORRUPTION?
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CORRUPTION

WHAT ARE THE COSTS,
CAUSES AND CONSEQUENCES

ms OF CORRUPTION?

HOW DOES PARLIAMENT
INTERACT WITH M E BUDGET,
MEDIA, AND CIVIL SOCIETY
N CURBING CORRUPTION?

Through ife eyes of such corruption and parliamient
experts as:

DANI KAUFMANN = JEREMY POPE = DENIS MARSHAL
KIMMO KILJUNEN = SIR PHILIP MAWER ® JOHN WILLIAMS

this book answers these important questions for
parliamentarians and parliamentary staff, development
practitioners, students of development and those
interested in curbing corruption.

Ordey thisbeok today at’thé

World Bank Publications Website:
www.worldbank.org/publications
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Dealing with Corruption
In Ethiopia

BY KEBOUR GHENNA

THE END OF THE VIOLENT socialist regimein Ethiopiainthe
early nineties opened new perspectives by shifting the focus
fromideological intereststo concernsabout effectivenessand
sustainability o development efforts. Since then, the new
government has embraced the idea that a sound political and
institutional framework is essential for achieving sustainable
economic and social development. Thisissue led to the pro-
motion of the concept o "good governance” and has since
then come to thefored the agenda o the country's develop-
ment program and cooperation. InitiativeAfrica (LA) isoned
thefew independent, non-profit organizationsintent to con-
tributeto a better understanding o the complex area covered
by this concept.

Established in 2002 by individual businessentrepreneurs,
LA has amission of improving the quality o life by bringing
together public-private initiatives to advance the concept of
good governancefor thisand future generations. Thismission
is to be accomplished through education, sharing o good
practices, and exploring innovative approaches.

One focus o TA has been the promotion o accountability
systems, administrative control and transparency towardsthe
public. Its program revolves around sharing experiences and
best practices i n fighting corruption within the private-pri-
vate and the private-public sectors.

O late, goingthrough without paying any bribein Ethiopia
isseen asan achievement by peers; corruption has, therefore,
acquired a certain 'performance feature' with its own reward
(moral) or penalty (financial and/or otherwise). Although the
incidence of corruption isincreasingly widespread, it has not
yet become systemic.

This iswhy there is growing interest o the private sector
and CSOs/NGOs and the international community in fighting
corruption. CSOs/NGOs are increasingly concerned with
poverty reduction through free and accessible information
disseminated and probed by an active opposition, free press,
and assertive civic organizations and NGOs.

Private to private corruption

WHEN THE ISSUE OF CORRUPTION is raised in Ethiopia
almost dwayswe mean the involvement of aprivate party that
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pays, or is ready to pay, money to a public figure in order to
gain advantage. Thisisgenerally referred to as private to pub-
lic corruption. Because this type o corruption is said to
impede the development of markets, drive awvay investment,
increase the costs o doing business, and underminetherule
o law, private to private corruption has not attracted the same
interest or attention. Private to private corruption is as seri-
ous as the private to public corruption. The fact that people
talk lessabout it, ascompared to the private to public corrup-
tion, may have deceived many outside the businessworld to
think it isnot significant.

Therelative lack of concern may be dueto:
= lack o knowledgedf casesinvolving private to private cor-

ruption;

« Mmany consider the cases as less threatening and having a
lesser impact on the social fabric o the country;

= lack of business accountability culture;

= lack of competition;

many assume the private sector is less vulnerable to such

problems;
= under-reporting by the media o casesinvolving private to

private corruption.

Inthe past two yearsIA haslaunched aregular round-table
seriesto publicize the private to private corruption by inviting
speakersto present concrete cases, go over the variety of cases
(bribery, commissions, gifts, under/over invoicing etc),
explain who benefits (the company or the employer), and
address the moral problem o private to private corruption.
What transpired from these dozen or more sessions was the
various confusion that exist interms d the legal treatment o
private to private corruption. For example, many private busi-
ness officials have difficulty in delineating between what they
call an acceptable marketing scheme and clear-cut corrup-
tion. An example may betheexcursiontrip related to business
offered by aseller; can this be considered unethical induce-
ment or acceptable practice?

Breach of trust, for example, although an offense, itsappli-
cation in the court of laws is rarely exercised. In many
instances the companies are not responsiblefor the behavior
of their managers. And thereisvery little, in terms of crimi-
nal law, to help prosecute corrupt behaviors. Such sessions
have helped in raisingthe awareness o business o the extent
o private to private corruption aswell as o the need to take



specific measures to prohibit, detect, prosecute cases, and ¢ Nhies collaborated with corrupt and ineffective bureaucracies.
even ensure protection for whistleblowers.

But aswe movethrough 2006, we can also see the hope offered
by emerging corrective measures and the increasing public

Brin 'mg the private and publ ic sector outcry for ethical accountability i n private organizations and
togeéler even the government. NGOs and the government by them-

selves cannot reduce corruption— business participation is a
IN MANY WAYS the division between private to private and must to attain success. Simply gettingrid of corrupt officialsis

private to public corruption does not seem to carry thesame ¢ not enough. One needs to address the underlying problems,

moral weight in Ethiopia. The for-
mer seem to carry less moral
afflictionthanthelatter. Andyet it
is the small business sector, the
backbone o the economy, that is
vulnerable to such corruption
related problems. It isour experi-
encethat the majority of SME own-
ers do not want to participate in
corrupt practice, but they lack
information and support i n avoid-
ing it. They become resigned to
corrupt practices as a necessary
cost of doing business. Moreover,
the occurrence o "private-to-pri-
vate corruption" is often precipi-
tated by efforts of private sector
players to mitigate or avoid the
negative effects of an economic
depression at any cost.

The private sector often times
plays as important a role as the
public sector, making the impor-
tance d good business practicesin
the private realm especially
important to the economic, politi-
ca and socia health o the country
or region in question. Because of
theincreasingly globalized charac-
ter o national economies, corrup-
tion occurringinoneregion can no
longer be confined within the
nation's borders. Any instance of
corruption is a global problem.
[A’s Dealing with Cormption ini-
tiative aims to keep the issue of
corruption on the national agenda
and to locate practical ways for
SMEs to break down the cycle of
corruption in their immediate
stakeholder circles.

Inthe pastyears, Ethiopiafaced
its own set of battles against cor-
ruptioninthe private sector. Early
2000 saw Well-publicized scandals
which diminished investor confi-
dence and raised concerns about
the erosion of civic responsibility.
Large, as well medium sized compa-

Children &

rally protesting corruption within the Ethiopian government
handling of World Bank funds.
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notably, weak media, excessive discretionary powers, weak
enforcement mechanisms, opague regulations, etc. Initiative
Africa is proud to contribute ideas and best practices for
reforms but also to reduce the gaps that exist between policy
intentions and policy outcomes in the struggle against cor-
ruption.

To be truly effective, ethics must be an integral part of the
organizational culture rather than an appendage grafted onto
the administrative systems. That is why LA is
mobilizing and strengthening civil society
organizations that indirectly prevent corrup-
tion, but which do not havethis as an expressly
stated goal, to lobby private companies to
appoint an officer that will instill afundamen-
tal set of valuesthroughout the organization. Of
course a mere appointment of an ethics offi-
cers cannot be sufficient, such amove must be
seen as fundamental to the organization and
prizedfor contributingto itsvalues and atmos-
phere. Ethics officers and their perspectives
must be heard and respected, especialy in
tough situations that call for organizational
self -scrutiny.

Civil society organizations believe that
adhering to the prescribed ethics process will
result in greater respect for the private as well

Civil society
organizations
believe that
adhering to the
prescribed

ethics process

tion, and dealing with fundamental issues that do not neces-
sarily demand heavy investment. Still, despite positive
response from both the CSOs and the private sector, many
insist the ethical approach, to which we give high priority, is
not sufficient to cope with corruption. They insist the need to
develop industry-based collective measuresto help individual
firms have astronger voicein theface of public or large scale
enterprise corruption. They also insist of the need to create a
"safe and neutral” mechanismfor firmsto noti-
fy incidencesd corruption.

In general there is consensus on the need to
increase awareness o citizens on the problems
o corruption. One challenge for IA is to be able
to provide basic information on national and
international standards established by public-
interest organizations and business groups and
on steps that companies can take to implement
responsible businesspracticesinthearead the
fight against corruption and bribery.
Furthermore, LA shouldlook into gathering and
sharing resources and examples that show how
leadership companies have responded to the
imperatives of combating corruption and
bribery, and, most importantly, in building a
coalition o civil society organizationsto intro-
duce a nation-wide institutional framework for

as public organizations, both from within and will result public-private cooperation in countering cor-
without. As aresult, in the past year a number ruption. By these means, LA should help indi-
o civil society organizations and private com- in greater vidual companies benchmark their programs to

panies, that have shown interest in the pro-
gram, have come together to develop recom-
mendations to instill values such as respect,
integrity, communication and excellence,
within their own organization as well as the
government. The recommendations, which are
under preparation aim to rebuild the country's
sense o propriety; they demand for example,
the enforcement of the government rules of
subjecting officials and executives, as well as
their families, to mandatory audits of financial

respect for the

as public

organizations,

combat bribery and corruption and develop and
enhancetheir ethical policiesand practices.

Conclusion

private as well

ALTHOUGH THERE ARE MANY NEW WAYS to
combat corruption, the most important factor is
the political will of Ethiopian political leaders.
For now thereisalot o inconsistency amongthe
leadersin this area. That is why LA stresses the
involvement of nongovernmental organizations,

positions— before assuming office, annually both from the media and the private sector_to build public
during tenure, and after leaving the govern- awareness of the costs o corruption and shared
ment service. They also demand the raising of o responsibility to combat it. Today private-public
penalties for financial impropriety, the within and partnerships against corruption can make adif-
reforming o the electoral processsand thelib- ference. Such partnership isthe most appropri-
eralization o the media. Such recommenda- without. ate anti-corruption model for the nation and

tions, we hope, will persuade the government
to demonstrate its commitment to stifle cor-
ruption, as well as cultivate and strengthen
integrity nationwide.

T he challenges

INITIATIVE AFRICA has consciously chosen a focused view
approach, puttingthefight against corruption asacentral ele-
ment of its governance program. Its main emphasis has been
on raising awareness focusing on private to private corrup-

P  Development Outreach WORLD BANK INSTITUTE

even for the region as awhole. We need, howev-
er, to build the following three main pillars—
encouraging Widespread commitment from the
private sector, enhancing public awareness and building the
capacitiesd committed CSOsto undertake regular monitoring
of corruption dynamics. Y

Kebour Ghenna is Director of Initiative Africa and President of the
Ethiopian Business Coalition Against HIV/AIDS.




Measuring Corruption
Myths and Realities

BY DANIEL KAUFMANN, AART KRAAY, AND
MASSIMO MASTRUZZI,

OVER THE PAST DECADE measuring corruption has become
an ever-growing empirical field. Since the mid-nineties, we
have undertaken various projectsto measure corruptionat the
aggregate and disaggregated level. Among the latter, we have
carried out and analyzed many surveys of the enterprise sec-
tor. They have provided particular insights on the private sec-
tor rolein corruption. Suchanalysisdf thisempirical work has
|ed usto question conventional approachesto addressing pri-
vate sector corruption and investment climate constraints.
This empirical analysis question the traditional notion o
viewing the firm as an 'investment climate taker' and thus
ignoringthat powerful conglomerates can also shape the busi-
ness climate and thus become 'investment climate makers.
This implies that it is warranted to move away from simply
blaming government officials for prevailing corruption, and
to question thevalue of popular initiatives such asvoluntary —
and often un-monitorable— codes o conduct.’
Progressinfighting corruptionon al fronts requires meas-
urement of corruption itself, in order to diagnose problemsand
monitor results. This recognition has renewed interest in the
World Bank, and among aid donors, aid recipients, investors,
and civil society, i n developing measures of corruption, bothin
aid-financed projects as well as more broadly in developing
countries. Thisinturn has also sparked debate on how best to
measure corruption and monitor progressi nreducingit. Inthis
context, some popular notions are espoused, which either lack
clarity or are not backed up by rigorous analysisor evidence. In
this article we highlight some o the main issues in these
debates, in the form of seven myths and their associated reali-
ties, and conclude by also pointing to some brief implications
for the private sector il :

REALITY: Corruption can, and is being. measured in many
forms. Different approachesserve different purposes, asseen
inthefollowing three broad ways o measuring corruption: *

*
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[] By gathering the informed views of relevant stakeholders.
These include surveys of firms, public officials, and individu-
als, aswell asviews of outside observersin NGOs, multilater-
d donors, the private sector and expertsin investment rating
agencies and think tanks. These data sources can be used
individually, or in aggregate measures which combine infor-
mation from many such sources. Literally dozens o such
sourcesare available, many of them coveringvery large sets of
countries, often over timefor several years. Thesearethe only
available datasourcesthat currently permit large-scale cross-
country comparisons and monitoring o corruption over time.
A By tracking countries' institutional features. This provides
information that can be related to opportunities or incentives
for corruption. such as procurement practices, budget trans-
parency. These do not measure actual corruption, but can
provide useful indications o the possibility of corruption. In
addition of not constituting a direct measure o corruption,
these efforts asyet have limited country coverage, and almost
no time dimensionyet.

[ By careful audits of specific projects. These can be purely
financial audits, or more detailed comparisons o spending
with the physical output of projects. Such audits can provide
information about malfeasance in specific projects within a
very particular context within a country, but not about coun-
try-wide corruption more generally. These tend to be one-
time confined to specific projects and countries, and so are
not suited for cross-country comparisons or for monitoring
over time.

REALITY: Since corruption usually leaves no paper trail, perceptions
of corruption based on individuals' actual experiences are some-
times the best, and the only. information we have. Perceptions
aso matter directly: when citizensview the courtsand police as
corrupt, they will not want to use their services, regardless of
what the'objective' reality is. Similarly, firmswill pay|esstaxes
if they believe that they will be wasted by corruption, and they
will invest less in their country. Further, while social norms
might affect what people view as corruption, in practice such
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IGURE 1A: BRIBERY REPORTED BY FIRMS FOR PUBLIC
ROCUREMENT

Source Authars' ealeutations based on EOS enterprise survey by Worfd Economic Forum.
MNC stands for Muitinational Corporation. headquarteredin arich 0£C2 countiy, While
LDE stands for developing country.

cultural biasin perceptionsdoes not appear to be substantial.
It istelling that perceptionsof corruption from cross-country
surveysaf domesticfirmstendto bevery highly correlated with
perceptions of corruption from expert ratings in commercial
risk rating agenciesor multilateral development banks.’

Survey-based questions of corruption have also becomeincreas-
ingly specific, focused, and quantitative. For example, we have
commissioned from the Global Competitiveness Survey coor-
dinated by the World Economic Forum the following specific
question: “When firmslike yours do businesswiththe govern-
ment, how much of the contract value must they offer in addi-
tional payments to secure the contract?’. As illustrated in
Figures 1A and 1B, the results can be very specific—and also
sobering— pointing i n this caseto the extent and frequency and
extent to which firms—including many multinationals— con-
tinue to pay bribes to obtain public procurement contracts.
Similar specific questionsare also posed by other firm surveys
like the World Bank’s Business Environment and Enterprise
Performance Survey (BEEPS). And household surveyslike the
Gallup'sVoice of the People and Global Barometer Surveysand
the Latinobarometro ask respondentsto report actual percent-
ages of corrupt officials or actual number o times they wit-
nessed actsdf corruption. Infact, these surveysrely oncitizens
and firmsresidinginthe country —even multinationals, which
are a small minority in the enterprise surveys, provide
responses through questionnaires administered in the sub-
sidiary operating in the recipient country.
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FIGURE 1B: BRIBERY REPORTED BY FIRMS FOR PUBLIE
PROCUREMENT

Source Authers' caleulations based on £0S enterprise survey by World Econamic Forum.
MNC stands for Multinational Corporation, hieadguartered in a rich OECD country, while
LD stands for develaping country,

MYTH 3

REALITY: All efforts to measure corruption using any kind of data
involve anirreducible element of uncertainty. No measure of cor-
ruption 'objective’ or subjective, specific or aggregate, can be
100 percent reliable—inthe sense o giving precise measures
of corruption. Thisimprecision or measurement error stems
from two problemsthat are common to al types of data, spe-
cific, subjectiveor otherwise:
Hl Thereis measurement 'noise' i n specific corruption measures.
Asurvey question about corruption inthe courts is subject to
sampling error. An assessment of corruptionin procurement
by acommercial risk rating agency may not be accurate. Even
adetailed audit of a project cannot conclusively distinguish
between corruption, incompetence and waste, and other
sources d noiseinthedata.
[ Specific measures ofcorruption are imperfectly related to over-
all corruption--or toanother manifestationof corruption. Asurvey
question about corruption in the police need not be very
informative about corruption i n public procurement. Even if
an audit turnsup evidence of corruptioninaproject, thisneed
not signal corruption in other projects, or elsewhere in the
public sector.

Trackingparticular fonns of corruption, and especially overall
corruption at the country level, inevitably runs into one or both




types of measurement problems. Efforts to measure corruption
should aim at minimizing measurement error and be trans-
parent about what inevitably will always remain as residual
error. For example, the Kaufmann-Kraay-Mastruzzi corrup-
tion indicator average many different data sources for each
country, inorder to reduce measurement error. Unusually, in
these aggregateindicators (measuring six dimensions o gov-
ernance, one of which is corruption), we also report explicit
margins o error,+summarizing the remaining unavoidable
noise. Unfortunately, the practice o beingexplicit and trans-
parent about imprecision in estimates of corruption or other
dimensions of governance is very uncommon, and thus
should be generalized.

Users of governance data should not confuse the absence of
explicit margins of error withaccuracy: all approaches to meas-
uring corruption, and governance and investment climate
more broadly (such as Doing Business indicators), involve
elements o uncertainty and margin of error. Nor should they
confuse specificity of corruption measures with precision or relia-
bility. Very specific measures, such as proxying for the oppor-
tunity for corruption in procurement based on a review o
procurement practices (or through specific survey questions)
are affected by both types of measurement error, asillustrat-
ed above.

REALITY: Since corruptionisclandestine,itisvirtuallyimpossibleto
come up withprecise objective measures of it. Aninnovative effort
to monitor corruption in road building projectsin Indonesia
illustrates the difficulties involved in constructing direct
objective measures of corruption.s The audit compared
reported expenditureson building material s with estimates of
materials actually used, based on digging holes in the roads
and assessing the quantity and quality of materials present.
But separating sand from gravel, and both from the soil pres-
ent before the road was built, is difficult and inevitably
involvessubstantial measurement error. Asaresult the study
could not provide reliable estimatesof thelevel of corruption,
although it wasstill useful asit could provide good estimates df
differences in corruption across different types of interven-
tions (such asalikely project audit).

One can also obtain objective data on institutional features
such as procurement practices or budget proceduresthat may
create opportunitiesfor corruption, for example through the
Public Expenditure and Financial Accountability (PEFA) ini-
tiative for monitoring financial management procedures in
the public sector. Such approaches can usefully document the
"on the books" or official description of specific rules and
procedures. But these will onlybeimperfectproxies for actual cor-
ruption, not least because the "ontheground" application of these
rules and procedures might be very different.® Given the common
gap between what procedures, policies, budgets and regula-
tions are on the books as compared with the implementation
on the ground, there should be no presumption that objective
dataisnecessarily moreinformative about the concrete reality

than reports from experts, citizens or firms on the ground—
irrespective of the extent of 'subjectivity' o thelatter. Indeed,
we have estimated the margins o error intheso called 'objec-
tive' indicators to be at |least as substantial as those in other
indicators.

REALITY: Several different surveys of firms and individuals ask
detailed and disaggregated questions about corruptionin different
areas of government. As mentioned, Figures 1A and 1B illus-
trated the kind of specific detail on procurement bribery for
instance that can nowadays be gathered through surveys.
While such detail does not aways point to what specific
detailed reforms needed (say, within procurement, or judici-
ary, etc), it is very useful in identifying priority areas for
action. Specific objective indicators of opportunities for cor-
ruption are no more "actionable"—in the sense of guiding
specific policy interventions. For example, one can measure
whether a country has an anticorruption commission or not,
or whether competitive bidding is mandated by fiat ('in the
books') for some areas of public procurement. But this does
not tell us whether such reformsare effectively implemented
and enforced on the ground, or whether implementing such
reforms in these specific areas will necessarily have a large
impact on corruption.

Moreover, tracking even quite general per ceptions about corrup-
tion can also be a useful way--even if not alone—of monitoring
anticorruption programs. | nfact, governmentsin democracies
around the world rely on polling data to set policy priorities
and track their progress.

MYTH 6

also nad rast grow

Skeptics of the anti-corruption agenda are quick to point
out countries such as Bangladesh that score poorly on most
cross-country assessmentsaf corruption,yet have managed to
turn in impressive growth performance over the past decade.
One should not confuse these exceptions to the more general
strong empirical finding that corruption adversely affects
growth in the medium- to long-run. Studies have shown that
a one standard-deviation increase in corruption lowers
investment rates by three percentage points and lowersaver-
age annual growth by about one percentage point.?

These results are at some level difficult to interpret when
we recognize that corruptionislikely to be asymptom of wider
institutional failures. A large body of recent empirical work
has documented that broader measures of institutional quali-
ty explain asignificant portion of income differences across
countries. One widely-cited study found that an improvement
in institutional quality from levels observed in Nigeria to
those in Chile would translate into aseven-fold differencein
per capitaincomesinthelongrun.® This type of evidence sug-
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FIGURE 2: CORRUPTION CONTROL (COUNTRY AGGREGATE INDICATOR) VS EXTENT OF CORPORATE

ETHICS (REPORTED BY FIRMS)

00D PR -
o
x oo
g = e ;
x5 — o -~ :
o5 80 - - . .
= .2 » o - =
§'E - S " o ol
ld—) Fasd - - st - - e il
o ‘g 60 un ﬁ-‘ »:-; "
o . L
s¢° N = T -
ES - - 0
] " I,
= 40 ~ e P =
c 2 a i W oe
O oo - nd
od - Ll
5= S e r =-0.90
@ -
= 20 - -m
2 - & - -
o b ]
o - - -
- . - N
POOR o = o - |
0 20 40 60 80 100
Share of Firms Reporting High Quality of Corporate Ethics
(Enterprise Survey)

Sources: Hortzontal axis: EOS 2005 by World Economic Forum {Questien: The corporate ethics of firms in your country is among the bestiworst in the
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gests that policymakers ignore corruption, and the institu-
tional failuresthat permit it, at their peril.

The interpretation of country indicators of corruption I
tends to ignore the role o the private sector in corruption. |
Specifically, oftenthe measurefor corruptioninour aggregate |
governance indicators tends to be associated exclusively with
the extent of corruption within the public sector, often
because there is a mistaken perception that these aggregate
governance indicators are solely based on assessments by a |
few experts (residing in selected capitals of the rich world). |
Thisisincorrect. First, the dozens of institutions from which ,
we gather data for our governance indicators are based in
many countries and regions around the globe. Second, the
data does not only draw from expert assessments, but also
prominently from the responses from surveys o citizensand |
o firmsworldwide, who report ontheir experience withcor- |
rupt practices. 1

Firmsurveysreport onfirms' behavior regarding payment
of bribes, as mentioned above. Such individual measures of
corruption that serve asan input to our aggregate governance
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indicators provide specific information on the private sector
propensity to pay bribes to public officials from the perspec-
tive o the private-sector "briber". Indeed, as seenin Figure
2, thereisavery high correlation between the extent of corpo-
rate ethics by firmsin a country and overall country corrup-
tion as measured by our aggregate country indicator on cor-
ruption. Further, the bribing practices by firms (which we do
measure, including bribes for licenses, connection to utili-
ties, tax evasion, procurement, judicia rulings, capture o
policies, laws and regulations, and the like), are explicit
inputs into the corruption index i n the aggregate governance
indicators. Unethical behavior by the private sector in its con-
duct with the public sector is thus also encompassed within
the overall cross-country corruption indicators.

I'n conclusion, for monitoring purposes, corruption can and
is being measured through a wide variety o innovative
approaches. Given the imperfections o any individual
approach, it isappropriate to rely onawide variety of different
indicators, both subjective and objective, individual aswel as
aggregate, cross-country as well as country-specific. This is
important to monitor results ontheground, assessthe concrete
reality of corruption, and develop anticorruption programs. We
continue to further refine the aggregate indicators of gover-
nance and corruption. With thelatest release of theseindicators
in September 2005 We are also making public avast dataset of




virtuallyall of theunderlying individual datasourcesthat gointo
our aggregategovernance indicators. Thisdata, and accompany-
ing papers, and web-based analytic tools, are available at
www.worldbank.org/whi/governance/govdata.

Such data, with the accompanying dose o caution for
interpretation (as detailed in the papers, in the web, and in
thisarticle), may continue to serveauseful purposefor gover-
nance and anti-con-uption monitoring and analysis. They will
also challenge conventional notions— often devoid of empiri-
cal evidence—onwhat actually is transpiring on the public and
private side of the corruption equation, and what can be done
about it. Y

Daniel Kaufmann is Director of Global Programs, The World Bank
Institute.

Aart Kraay is Lead Economist, Development Research Group
(DECRG), The World Bank.

Massimo Mastruzzi is a Consultant, Global Programs, The World Bank

Institute.
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Endnotes

1 For details on the rationale for rethinking conventional approaches to
address corruption, and the specific recommendations as an alternative tn

conventional initiatives to mitigate the private sector side of corruption
(which overall have not been seen as bearing results) , see "'Click Refresh
Button: Investment Climate Reconsidered,” by D. Kaufmann, in Development
Qutreach, March 2005 issue.

2 Kaufmann, Kraay and Mastruzzi (2005) provide an exhaustive list of 22
different data sources that provide perceptions data on corruption. Examples
of measuring institutional features that create opportunities for corruption
include the Public Expenditure and Financial Accountability (PEFA) frame-
work, and the Public Integrity Index of Global Integrity. Examples of audits
include Olken (2005}, Hsieh and Moretti {2006).

3 The correlation between corruption ratings from the Global Competitiveness
Surveys and expert polls such as Economist Intelligence Unit, and Global
insight, or Multilateral Institution ratings such as the World Bank's Country
Policy and Institutional Assessments (CPIA) are very high. A related critique
is that assessments of corruption produced by think-tanks and commercial
risk-rating agencies display ideological biases, generally pro-market and pro-
right-wing. In Kaufmann, Kraay, and Mastruzzi (2004) we develop a test for
such ideological biases and find that they are quantitatively unimportant.

4 How much measurement error is reduced by aggregation depends on the
extent to which individual data sources provide independent estimates of cor-
ruption. In Kaufmann, Kraay, and Mastruzzi (2006) we develop tests of this
independence assumption and show that it is not unreasonable.

5 Olken (2005).

6 See for example Kaufmann, Kraay, and Mastruzzi (2005) who show that
much of the difference between objective measures of business entry based
on statutory requirements and firms' perceptions of the ease of business
entry, can be explained by the extent of corruption.

7 Mauro (1995). See also Knack and Keefer (2005)

8 Acemoglu, Johnson and Robinson (2001). Other studies include Knack
and Keefer (1995), Rigobon and Rodrik {(2005), Rodrik, Subramanian and
Trebbi (2004), Hall and Jones (1999), and Kaufmann and Kraay (2002).
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Research on Corruption

~and Its Control

1 /e State of the Art

BY MOANA M. ERICKSON

THE CSIS-HILLSPROGRAM ON GOVERNANCE, in part-
nership with the World Bank Institute and Wharton
School of Business, brought together |eading academics
on corruption for a comprehensive workshop entitled:
"Research on Corruption and its Control: The State of the
Art." The principal objective of theworkshop wasto high-
light cutting edge research on corruption and to identify
needed areas of research for the purpose o reducing cor-
ruption and improving curricula on the subject.

The Workshop dealt with corruption in practical
terms, recognizing that free markets are distorted by
corruption and that the rule of law is rendered ineffec-
tive when bribes are paid to police, prosecutors and law
enforcement officials. A survey of developing economies
suggests that firms in countries with high levels of cor-
ruption achieved half the output growth of firmsin coun-
trieswithfar lower levels of corruption.

At theWorkshop's opening dinner on March 3rd, His
Excellency Ernesto Zedillo, former President of Mexico,
stressed that enforcing the rule of law with an impartial
judiciary, is the most important weapon in the war
against corruption. Without afocused effort on strength-
ening the rule of law. corruption flourishes and policies
for economic development and reform are undermined.

Paul Wolfowitz. President of the World Bank, in his
remarks viavideo, noted that cor-
ruption coststhe developing world
about $80 bhillion a year—an
amount approximately equal to the
total of all development assistance.
Notice was made d the enormous
lossto corruptionfromthe admin-
istration of the $64billion oil-for-
food program in lrag between
1996 and 2003. Fighting corrup-
tionisnow apriority for theWorld
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Bank. and it plansto do its part by imposing heavy sanc-
tionsonfraud connected to World Bank projects.

A number of themes emerged in the Workshop rang-
g from the accuracy of corruption perception indexes,
to sources o political corruption, to an analysis o the
psychological causes of corruption. Following are some
o thehighlights.

T'’he micro-level study of corruption

THE BROAD-BASED PERCEPTION INDEXES, whileuse-
ful in capturing the general atmosphere in a particular
country, fail to offer specific steps and solutions, such as
whereto concentrate policy resources. They do not meas-
ure real instances o corruption, nor do they distinguish
types and causes o corruptionin acountry. On the other
hand. detailed studies of corruption in asingle country
and sector would offer policy-makers more concrete evi-
dence of stepsthat must be taken to root out corruption.
One type of micro-level study of corruption, the
"Randomized Field Experiments." produced empirical
dataonthe effectiveness of various anti-corruption meas-
ureson asingle public works project, such asaWorld Bank
village-level road building project in Java, Indonesia.
Another instance o auseful micro-level tool to fight
corruption is the pre-shipment inspection (PSl) as an
anti-corruption measure in customs agencies. PSl firms
are multinational companies that
inspect goods prior to shipment
then send theinformation on value,
quantity and tariff classification o
the shipment to theclient, typically
the government o the recipient
country. PSI programs on average
have been extremely effective at
reducing corruption in customs
agencies. Implementation of PS
programs increased import duty
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revenue by 15 to 3o percent within g5 years after imple-
mentation. P programs have also proven to be cost
effective. Further research should include “mystery
shopping,” a tactic employed by firms to monitor cus-
tomer service. "Mystery shopping™ could be used to mon-
itor provision of public services in sectors like public
health and business licensing that frequently suffers
from inefficiency and graft.

The investigation of capital markets can be used to
measure market distortion caused by corruption. Aprime
minister or cabinet member on the board of afirmisa
strong political connection. If the market believesacom-
pany's profitability is the result of political connections
rather than operational ability, the market should reduce
afirm's value when its political connection is jeopard-
ized. This proved to be the case in Indonesia under
Suharto, and in Brazil and Thailand where crony capital-
ismisprevalent. I ncontrast, Halliburton's stock was not
negatively affected by Cheney's heart problems. A well
diversified company in a more transparent democracy
may belessdependent onany single political connection.

Sources of political corruption

IT 1S GENERALLY BELIEVED that corruption is not
caused by any single political or economic factor.

part of a campaign
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Consequently, future corruption research
must seek to identify thefactorsthat facil-
itate an environment o corruption. While
corruption may reduce the amount of
development dollars that reach their
intended recipient, growth can occur in a
corrupt environment, creating difficulties
for researchers intent on measuring the
detrimental effects o corruption.
Corruption is different in every nation-
state and must be treated as a non-linear
problem. Furthermore, political corrup-
tion posesadifferent set of problems than
typica bribery or diversion o funds. It
involvesan element o deceit. Therefore, it
requires a new definition: holding out
democratic norms to the public, but in
actuality acting on undisclosed pecuniary
motives.

Political corruption must be studied on
three levels: the local level, the bilateral
level, and the multilateral level. At the
local level, charges of corruption against
politicians are as disruptive to democratic
elections as actual corruption. In emerg-
ing democracies such as Kazakhstan and
Belarus, political competitors are elimi-
nated from elections by charges o corruption. Chargesof
corruption at the bilateral level may be based on foreign
policyinterestsrather than ethical norms. Atthe multilat-
eral level. the forum for action on corruption is primarily
the DohaRound of WTO negotiations, where corruption is
addressed under the guise of ""government procurement.”

Psychological causes of corruption

PSYCHOLOGISTS HAVE RECOGNIZED for sometimethat
corrupt behavior is conditional upon expectations. The
expectations that influence social norms include what
people know is expected in a situation, as well as what
people believe is expected in a situation. Research on
ambiguoussituations, wherethe ethically correct pathis
not clear, illustrates that people choose the ethical path
when they are reminded of ethical norms before the
experiment, while those facing an ambiguous situation
without ethical guidance are more likely to transgress.
People who behave unethically without areason arerare.
Thisisimportant i ninstitutional settings becauseit sug-
gests people will act ethically where opportunities for
corruption are minimized and ethical norms are publi-
cized. The availability of information about acceptable
practicesisimportant ininstitutional settings.
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Anti-corruption efforts by
multi-lateral donors

THERE ISAN ABSENCE o regulatoryframeworks togov-
ern how multi-lateral development banks (MDBs) deal
with internal corruption, but MDBshaveincreased anti-
corruption measuresthat affect the lendingprocess. The
World Bank's Institutional Integrity Unit hasinvestigat-
ed hundreds of reportsdf fraud involving Bank projects,
as well as conducted due diligence onloansfrom partic-
ular sectors to ensure better safeguardsin the expendi-
ture process. Analyzing the World Bank's corruption
database would be valuable. If MDBs can measure the
impact of money lent and the discount dueto corruption,
MDBswill be able to determinethe cost effectiveness of
loans, allowing them to better manage resources.
Opening the MDBs database to outside research would
alow external monitoring, which if conducted inde-
pendently of the World Bank, would pressure other
MDBs and member countries to be more transparent
about their own experience with corruption, alowing
privateinvestorsto benefit from MDB experience.

Political corruption and democracy

THE COMPLEX RELATIONSHIP between political cor-
ruption and democracy includes the study of social net-
works, clienteles and patronage inherent in many devel -
oping countries, as well as corrupt networks both within
and outside o the official realm. A prominent factor in
this context is the creation of effective anti-corruption
agenciesby nationswith disruptive corruption problems.
The first best practice rule for success is not to place
police in charge o the new institution. The Philippines
government staffed a new anti-corruption agency with
personnel from their corrupt police force, dooming it to
failure. In contrast, Singapore and Hong Kong have suc-
cessful anti-corruption agencies. Both began by assign-
ing anti-corruption enforcement to the police force: but
the policeforce failed severely in both countries prompt-
ing the establishment o independent anti-corruption
agencies administered by officials with proven integrity.
These new autonomous institutions have since been suc-
cessful intheir mission to reduce corruption.

Business and corruption

WHEN COMPANIES SEEK to do business in countries
where corrupting influencesare prevalent, difficultsitu-
ations and conflicting interests arise, An example of a
challengingsituationisillustrated whenacompany hires
alocal consultant who guarantees the ability to land a
particular contract. Turning a blind eye to the destina-

tion o the consulting fee could invite prosecution under
the Foreign Corrupt Practices Act To reduce the risk of
prosecution, the company should request due diligence
onthe consultant: information about his/her ties tolocal
government; how he/she could assure landing the con-
tract; information about his/her past consultancy con-
tracts; whether he/she has ever been accused of bribery;
and information about his/her financial history.
Furthermore, the consultancy contract could not run
afoul of any local lawsor procurement regulations.

Conclusion

IN SUM. ANTI-CORRUPTION researchers have made
substantial progress in collecting accurate data on cor-
ruption and developing new methods for studying anti-
corruption measures. Morework must be done to inves-
tigate the causes of corruption and corruptinginfluences
indifferent political-economic environments. Anti-cor-
ruption research would benefit from micro-level studies
that identify thevariablesthat facilitate corruptionindif-
ferent sectors. Weaknesses exist in macro-corruption
perception indexes aswell asin micro-case studies, but
both are useful. Further research on the effectiveness of
different anti-corruption programs would provide poli-
cy-makers with hard evidence o successful strategies.
Where personsin power have astake in corrupt govern-
ment, theinternational community must promote media
exposure of corruption and unilaterally penalize parties
that take part in foreign corrupt practices. The many
manifestations o corruption preclude a silver bullet.
Instead, governance weaknesses must be addressed using
tailored approachesthat include strong and streamlined
institutions, frequent audits, transparency, accountabili-
ty and judicial enforcement.

Moana M. Erickson, Executive Director, CSIS-Hills Program on
Governance.

This article summarizes the workshop, "Research on Corruption
and its Control: The State of the Art," organized by the CSIS-
Hills Program on Governance, in partnership with the World
Bank Institute and Wharton School of Business, on March 3rd
and 4th, 2006. For more information on this workshop, a list of
participants and the agenda, please visit the World Bank
Institute Web Portal on Partnershipsto Fight Corruption:
http://developmentandbusiness.org/A-C/webportal.

A comprehensive CD-ROM of the event, including video clips,
audio clips, presentations, and resources, compiled by the
World Bank Institute is also available.
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VOICES FROM THE FIELD

Seeking Clarity in aWorld
of Murky Transactions

BY MICHAEL JARVIS
AND AMINA EL-SHARKAWY

WHAT ARE THE DOCUMENTED effectsdf corruption on
the business environment and competitiveness? What
arethe best private sector approachestofightingcorrup-
tionindifferent contexts? Do collective action initiatives
and multi-stakeholder partnerships hold real promiseto
reduce corruptionon alarger scale? Asthere isincreased
global attention to the issue of corruption and as more
and more organizations seek to find ways to tackle the
problem, there is no shortage o questions to address.
The sharing of knowledge, not least discussion of what
has worked and what has not, becomes al the more
important to avoid duplication o efforts, repeating the
same mistakes and failure to capture opportunities that
could have a major impact.

Recognizingthe need to get thelay of theland in com-
bating corruption in terms o private sector-led and
multi-stakeholder approaches, the World Bank
Institute's Business, Competitiveness and Devel opment
(BCD) Team partnered with the UN Global Compact and
the Zicklin Center for Business Ethics Research at the
Wharton School of Business, to organize a high-level
global e-discussion.' The resulting dialogue, Towards a
More Systematic Fight against Corruption: The Role of the
Private Sector, took placefrom June 26—July 12,2006, and
brought together forty invited experts and practitioners
from the public, private and civil society sectors, aswell
as academia. This group also represented viewpoints
from an impressive list o countries, including Brazil,
Canada, Denmark, Mexico, Norway, Slovakia, South
Africa, Spain, the United Kingdom and the United
States, and relayed news o projectsin many more coun-
tries. Given the complexity and potential sensitivities
inherent to dialogue on this topic, the e-discussion was
conducted in a closed format that ensured a frank and
candid exchange of views and ideas. expertly moderated
by representatives of Transparency International, the
Center for International Private Enterprise, United
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Nations Global Compact, and the Wharton School. A
brief article cannot do the wide ranging debate justice.
but does provide asampling o the discussion.'

The participants recognized the pervasive presence of
corruption that can permeateall sectors of society, often
rendering unilateral solutions ineffective and unsus-
tainable. Hence, close attention and steadfast commit-
ment to fighting corruption must comefrom the range o
stakeholdersinorder toaddressitsroot causes: aswell as
its symptoms. The private sector is increasingly recog-
nizing that it isin its own best interest to address and
eliminate corruptionin order to foster a stable business
environment, but the discussion highlighted the limita-
tions o individual firm actions and the difficulty of
implementing them across international and local busi-
nesses alike. Recent experiences, ranging from Vietnam
to South Africa to Colombia, suggest that effective and
consistent private sector efforts have great potential
worldwide, particularly when aligned with NGOs and,
potentially, government partners. However, the chal-
lenge of moving from individual examples to finding a
model that works in different settingsremainsgreat.

Echoing and reinforcing the closed format of the e-
discussion itself, one theme emerging from the discus-
sion was the need and importance for a"safe space" in
which counterparts, colleagues and competitors can
freely talk about the realities of corruption. Varyinglev-
els of mistrust amongst these parties, as well as the fear
of negative repercussions arising from a candid
approach, such as negative effects on reputation and
brand, and the threat of blackmail. can be major factors
limiting the ability to discuss corruption issues openly
and to organizing collective effortstofight it. Moreneeds
to be done by all sectors to break the taboo around cor-
ruption. As with other sensitive development related
issues, such as fighting HIV/AIDS, half the battleliesin
admittingthe problem exists. Only after afrank recogni-
tion of corruption can substantive and systematic action
be taken. Many leading development institutions and
donors have only relatively recently become leaders in
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taking on corruption. I nthe case of theWorld Bank, cor-
ruption has come front and center on its agenda only
over the past ten years, begun under the presidency o
JamesWolfensohn and continuing under the activel ead-
ership o Paul Wolfowitz.

Of course, in order to actually be able to discuss cor-
ruption in the first place, especially across sectors and
geographic regions, it iscritical to utilize acommon lan-
guage. There existsalack of common definitionsfor cor-
ruption and its associated terminology, causing confu-
sion and frustration. There are many ways to define cor-
ruption, and asthe e-discussion participants highlighted,
there remains muchtalk o different "types," such aspri-
vate-public corruptionand private-private corruption, or
even"levels' o corruption. Yet it ishard to decide if one
form is more egregious than another. Where does one
draw the line on what is acceptable practice? Given the
ambiguity, taking a hard lineisoften the only way to bring
clarity. However, situations on the ground are often far
more complicated. For example, it came clear over the
coursedf thee-discussionthat there remains no consen-
sus across sectors on facilitation payments, which are
unofficial payments madeto procure or speed up thepro-
vision o goodsor services. Facilitation paymentsfall into
an ethically gray area asthey areanormal (and legal) part
o doing businessinsome countries, but are outlawed in
others. This creates adilemmafor multinational compa-
nies who are prohibited from making facilitation pay-
ments in their home countries, but may face a need to
make these paymentsinthe countriesinwhichthey oper-
ate. Recognizingthat there are not yet clear protocols or
standards for such situations, e-discussion participants
found agreement on the need to address corruptinginflu-
ences, as well as limiting opportunitiesfor the corrupt
transactions themselves, for example with educational
campaigns backed by enforceablesanctions.

Dovetailing with the need for more universally
accepted definitions of corruption is the need for more
empirical research and quantitative data on corruption
and anti-corruption initiatives. This was a point of
agreement not just among academics, but practitioners,
too. Armed with a solid business case for fighting cor-
ruption, quantifiable economic costsof engagingin cor-
rupt activities, and empirical evidence linking engage-
ment in corrupt activities to decreased firm, national,
and regional-level competitiveness, those in the field
are better equipped tofacilitate thescaling up and repli-
cation of successful initiatives, as well as implement
more effective mechanismsfor the monitoring, evaluat-
ingand reporting o initiatives.

When conductingand collecting this research and data
it isimportant to include small and medium enterprises
(SMES). The mgjority of anti-corruption solutions and
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initiatives are typically geared towards larger firms, over-
looking the SMEs who often want to engagein anti-cor-
ruption initiatives but feel helplessto do so or cannot dis-
cern a viable entry point. While the amounts may be
smaller, the toll of corruption on SMEs is heavy as their
profit margins are also smaller. They arelessabletolet an
order fall through or ashipment languish in awarehouse.
Duringthe e-discussion, participantsfromseveral differ-
ent regions reiterated the findings o different surveys
suggesting that SVIE owners almost universally find the
pressure to engage in corruption distasteful and harmful
tobusiness. Ye just asuniversally,"theyfeel trapped by it"
as noted by one private sector consultant from Slovalkia,
reflecting results from a range d Integra Venture anti-
corruption reports completed i n recent years.’

Building the capacity o SMEs to reject participation
i n corruption isaconcern increasingly shared by larger
firms who contract SMEs within their supply chains.
They do not want to be held responsiblefor corrupt prac-
tices further down (or up) the chain. Recognizing the
dynamics impacting al levels o the supply chain, the
participantsinthe e-discussion emphasized the impor-
tance o understanding the business environment o a
specific country or sector. Corruption—be it in the cus-
toms house, the banking system or property markets, is
onefacet of this business environment. and thegovern-
ment has core responsibility for the functioning of this
environment. As one participant noted, whilethe private
sector has arole to play, in the end "Governments, not
companies, are responsible for managing the legal and
regulatory framework." Therefore, for asuccessful broad
anti-corruptioninitiative, obtaininggovernment buy-in
and securing political will isvital.

Thisisnot to say that the private sector cannot play a
strong role in changing the environment in which it
operates. The e-discussants agreed that effective legal
prohibition of corrupt behavior isin the interest of all
(or amost all) private companies, aseffectivelegal sanc-
tionschangetheincentive structure avay from the pris-
oners dilemma constellation that makes it difficult to
break cyclesdf corruption. Asone academic argued. this
means that business associations, or simply groups of
individual industry |eaders, should, theoretically at | east,
be the strongest proponents of effectivelegal mandatory
ruleson company behavior. As aprivate sector represen-
tative in turn pointed out, "Business associations can
play aroleinlobbyinggovernments by making clear what
the costsd failure to reform will be. I n many casesthey
may be able to provide technical advice. The objective
should be to work together to address acommon prob-
lem. That process is unlikely to begin until it is made
clear to government that there is a problem, and how
much it costsin lost revenue and lost business."
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Even with private sector lobbying for reform,
improvementsi n the business environment aretypically
alengthy process. Ensuring transparency and commit-
ment to fighting corruption i nany sector can take along
time to assess and put into motion, and an even longer
time for implementation. In the meantime, what
approach should business take? Several participantsin
the discussion pointed to the conflicting pulls between
thelong-term ideal that afirm might havefor an operat-
ing space where corruption can be avoided altogether,
and what is feasible in the short-term. Companies
therefore do look for shorter term solutions to find and
fight corruption. One newer mechanism, highlighted in
the e-discussion, is the use of private enforcement
actions, which are utilized more to level the playingfield
than to eliminate corruption for a broader ethical pur-
pose. Private enforcement actions involve companies
initiating investigations o their competitorsin order to
procure evidence on whether or not they are engagingin
corrupt activities. Such actions, in and o themselves,
bring up issues of ethics and transparency, particularly
in regards to how the information uncovered by private
enforcement actions is used. As in the case o private
enforcement actions, new strategies and practices
ensure that the range of stakeholderscontinually need to
monitor and evaluate their appropriate stance, and, if
necessary, their appropriate response.

Industry approaches, such as the Extractive
Industries Transparency Initiative (EITI), may provide a
more transparent mechanism for competitors to share
information and "level the playingfield." However, EITI
and other industry-led collection action initiatives, raise
their own set of issues. For example, participantsin the
e-discussion debated how best to deal with state-owned
enterprises that, even if they do sign up to such agree-
ments, are not held accountablei nthesameway asinter-
national publicly traded firms. Sometrends offer oppor-
tunities to require more transparency, including the
moves of many national firms, such as oil companiesin
India or China, to partially list on international stock
exchanges. They might then be subject to requirements
to detail payments in order to retain a stock exchange
listing, but such solutionsare partial at best. As noted by
one major oil company representative, such schemes
would still not capture the universe of companies com-
petingin the oil sector.

Additionally, industry approaches, such as EITI, are
typically voluntary mechanisms which face issues of
enforcement, credibility and verifiability. The partici-
pants comments in the e-discussion duly reflected the
broader global debate that appliesto corporate responsi-
bility standards as well as anti-corruption regimes. on
findingthe right balance between mandatory and volun-

4

*

tary regulations with a consensus emerging that a mix-
ture of both is necessary, as they reinforce each other.
The caveat is that appropriate combinations will vary
from country to country, sector to sector, and circum-
stance to circumstance. The concluding sentiment is
that, although there are no easy solutions, it is worth-
while to continue to refine collective approaches to
fighting corruption. Dialogueamong the different play-
erswill becrucial tothesuccessd such collectiveefforts.
Reassuringly, the e-discussion suggests there is great
willingness from leading busi nesses, NGOs and academ-
ics to share knowledge, collaborate and continue that
dialogue. The networksformed through such discussions
are crucial in supporting individual actors and creating
opportunitiesfor wider scale impact.

Michael Jarvis and Amina El-Sharkawy are Consultants, Finance
and Private Sector. World Bank Institute.

Endnotes:

1 The e-discussion was one of a series of events leading up to the UN
Global Compact workshop Collective Business Action and National
Initiatives on Anti-Corruption, July 10— 11, 2006 in Barcelona, Spain,
and the plenary session Partnerships to Combat Corruption: Rising to
the Challenge on September 17. 2006, during the Program of
Seminars at the [MF/World Bank Group/Board of Governors Annual
Meetings 1n Singapore. The agenda of the e-discussion was designed
in alignment with the issues to be covered during these two events.
Weekly summaries and further information on the BCD Team's anti-
corruption programs and events can be found on its Web Portal on
Partnerships to Combat Corruption:
http://developmentandbusiness.org/A-Clwebportal

2 Commentators for the e-discussion included representatives from
The Control Risks Group, the US Department of Commerce,
Tecnélogico de Monterrey, Chevron, and Diligence LLC.

3 Integra Venture, Anti-Corruption Project Slovakia Report, September,
2000, http://iintegra.infotech.sk/downloads/13_Publications1_en.pdf ;
Integra Venture, Anti-Corruption Project Croatia Report, November,
2001, http:/fiintegra.infotech.sk/downloads/14_Publications2_en.pdf ;
Integra Venture, Anti-corruption Project Bulgaria Report, July 2002,
http://iintegra.infotech.sk/downioads/15_Pubtications3_en.pdf
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CORPORATE BODIES AND

| GUILTY MINDS: THE FAILURE
OF CORPORATE CRIMINAL

| LIABILITY, William S. Laufer.
University of Chicago Press, 2006.
Inthistimely work, William$S.
Laufer arguesthat evenwith recent
- legal reforms—andthose about to
be enacted— corporatecriminal lav
continues to beineffective. The
book outlinesthe many reasonswhy thisisso. But none
d these factors, according to Laufer, trumpsthefact that
thereis nosingle constituency or interest group that
strongly and consistently advocatestheimportance and
priority o corporate criminal liability. In the absenced a
new standard o corporateliability. the power of
regulators to keep corporate abusesin check will remain
insufficient. A necessary corrective to our current climate
o graft and greed, Corporate Bodiesand Guilty Minds will
be essential to policymakersand legal mindsalike.

CORPORATE BODIES
D GUILTY MINDS

FIGHTING CORRUPTION IN EAST ASIA: SOLUTIONS
FROM THE PRIVATE SECTOR, Jean-Frangois Arvis and
Ronald E. Berenbeirn, World Bank, 2003.

Although attention hasfocused on public sector
initiatives to fight corruption on the demand side, private
companiesin every region have developed programsto
fight it on the supply side. Based on case studies of
international and regional corporations, thisbook looks
at the content of the programsand at issues pertaining
implementation and effectivenesssuch astherole of the
business culture. It also analyzesthe incentives, internal
and external, that drive the adoption and implementation
d those techniques. Many examples o actual
mechanismsand alliancesto disseminate good practices
are presented, often involving partnershipswiththe
public sector or thecivil society.

DOING BUSINESS 2007: HOW
TO REFORM, TheWorld Bank,
2006.

Thefourth annual Doing Business
report focuseson reform. The
report presents quantitative
indicators on business
regulationsand their
enforcement compared across 175
countries—from Afghanistan to Zimbabwe—and over
time. Top reformers are identified and best practicesin
how to reform are highlighted. Published annually,
Doing Business reports investigate global regulations

that enhance business activity and those that constrain
it, ranking countriesontheir "ease o doing business."
Thisyear, analysisis presented fromso casestudies o
reform. Visit theweb sitefor more information, to order
copies, or to generate your own reportsusingthe Doing
Business data: www.doingbusiness.org

THE GLOBAL
COMPETITIVENESS REPORT
2005-2006, Augusto Lopez-Claros
et al., eds., Palgrave Macmillan, new
edition, 2005.

The World Economic Forum
continuesitstradition of
excellencewiththe 26th edition of
the annual Global Competitiveness
Report featuring the latest national statisticsand results
o the Executive Opinion Survey. which capturesthe
perception of over 10,000 businessleaders. The report
provides the most comprehensive assessment of 117
developed and emerging economies. Produced in
collaborationwith adistinguished group of international
scholarsand aglobal network of over 100 leading
national research institutes and business organizations,
thereport presentsindividual detailed country profiles
highlighting the competitive strengths and weaknesses
of each economy aswell asan extensive section o data
tables containing country rankings for over 160
indicators.

THE FUTURE OF
SUSTAINABILITY,

Marco Keiner, ed., Springer, 2006.
Thisbook provides abroad
discussion on sustainable
development, rethinking and
improvingitseffectiveness asa
paradigm d today and tomorrow
by bringing together thevisions
and contributions o highly
esteemed thinkers on the subject
(such asHerman E. Daly, Ernst Ulrichvon Weizsacker,
Mikhail Gorbachev, Dennis Meadowsand others).
Communities, states, and transnational corporations
must take stepsto transform engrained practices and
priorities. If they fail to do so, Sustainable Devel opment
will remain an abstract concept or asuperficial
catchword and will not become reality.

Thra2 Future of
Sustainability
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ANTI-CORRUPTION IN TRANSITION 3: Who Is
Succeeding... and Why, JamesAnderson and Cheryl Gray,
World Bank, 2006.

Thisreport isthethird inaseries o studiesexamining
the patterns and trendsin corruption intheformer
socialist economies of Eastern Europeand Central Asia.
Thefindings show that reformsintheregionin cutting
red tape, simplifying taxes, and strengthening audits,
among others, are reducing the opportunitiesfor
corruption. Firmsreport bribery to be lessfrequent and
insmaller amounts. However, corruptionisnot fallingin
al countriesor al sectors, and even the most successful
reformersstill tend to have higher levelsd corruption
than in Western Europe. Corruption continuestoweigh
most heavily on new private firmsthat arethe engine of
growth and employment in the region.

TEMPTATIONS OF THE WEST:
How to Be Modern in India,
Pakistan, Tibet, and Beyond,
Pankaj Mishra, Farrar. Strausand
Girouz, 2006.

I'n his new book, Panka Mishra,
author of An End to Suffering,
brings literary authority and
political insight to bear on travels
that are at once epic and
personal. Travelingin the
changngcultures o South Asia. Mishra seesthe
temptations of Western-style modernity and prosperity,
and teases out the paradoxesof globalization.
Temptations of the West isabook concerned with history
still inthe making—essential reading about a conflicted
and rapidly changing region.
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IDENTITY AND VIOLENCE: The
lllusion of Destiny, Amartya Sen,
Norton, 2006.

ArnartyaSen proposesinthis
sweeping philosophical work that
the brutalities that plaguethe
world are driven as much by
confusion as by inescapable
hatred. Conflict and violence are
sustained by theillusion of a
unique identity, overlookingthe
need for reason and choice in deciding on bonds of
class, gender, profession, scientific interests, moral
beliefs, and even our shared identity as human beings.

AMARTYA SEN®
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CREATING PROSPERININ
AFRICA: Ten Keys to Get out of
Poverty, Eugene Nyambal, Inkwater
Press, 2006.

Theauthor analyzes Africa's
performance in the global
economy. He shows how Africacan
designitsownfuture and create
more wealth for its people, while
abandoning thespirit of aid
dependency. Also, headdressestheroled leadershipin
fostering economic development and arguesfor anew
modus operandi for international financial institutions.

GLOBAL DEVELOPMENT FINANCE (GDF), The World
Bank, 2006.

Thisreport ispart of atwo-volume annual publication.
Volume!: Analysisand Statistical Appendix reviewsrecent
trendsinfinancial flowsto developing countries. Volume
II: Summary and Countrytables (GDE), published annually
by Development Data Group (DECDG), contains
statistical tables on the external debt of the 135 countries
that report public and publicly guaranteed debt under the
Debtor Reporting System (DRS). Itisthe sole repository
for statistics onthe external debt of developing countries
onaloan-by-loanbasis.

OTHER TITLES OF INTEREST

BUSINESS AGAINST CORRUPTION: CASE STORIES
AND EXAMPLES, UN Global Compact, April, 2006.

DISPELLING CORRUPTION MYTHS: WHAT WORKS
AND WHAT DOESN'T, Aleksandr Shkolnikov and Andrew
Wilson, Center for International Private Enterprise. June 2005.

BUSINESS ETHICS: A MANUAL FOR MANAGING A
RESPONSIBLE BUSINESS ENTERPRISE IN
EMERGING MARKET ECONOMIES, UN Global Compact,
April, 2006.

BUSINESS AGAINST CORRUPTION: CASE STORIES
AND EXAMPLES, US Department of Commerce,
International Trade Administration, Washington, DC, 2004.

SMALL BUSINESS DEVELOPMENT AND CORRUPTION,

UN Office on Drugs and Crime (UNODC) and UNIDO,
Discussion Paper, March 2006
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TRANSPARENCY
INTERNATIONAL (IT),
aglobal civil society
organization leadingthefight
against corruption, brings
peopletogether i n a powerful
worldwide coalition to end the
devastatingimpact of
corruption on men, women
and children around theworld. TI's missionisto create
changetowardsaworldfree of corruption.

VW rangparency.org

WORLD BANK INSTITUTE
WEB PORTAL ON
PARTNERSHIPS TO COMBAT
CORRUPTION providesan
introduction to the BCD
Team's Learning Program on
Business Ethics and Anti-
Corruption. The Learning
Program consistsof aseries o activities leadingup to and
following the plenary session " Partnershipsto Combat
Corruption: Risingtothe Challenge" that will take place at
the 2006 IMF/World Bank Board of GovernorsAnnual
Meetings i n Singapore. It also serves as a resource center
for business and NGO leaders, policymakersand future
leadersinterested in business-led partnerships,
perspectives and solutions onfighting corruption.
http:/finfo.worldbank.orgletools/bcdwebportal

GOVERNANCE DATA: WEB-
INTERACTIVE INVENTORY OF
DATASETS AND EMPIRICAL
TOOLS provides an inventory
o theavailable datasets on
governance, in order to
facilitate the user's accessto a
broad spectrum of such data.
Thetotal number of datasets in
thisinventory exceeds14.0, and goeswell beyond the
obvious, such asthe WB Governance I ndicators Dataset,
Transparency International Corruption Perception Index,
and the WEF Global Competitiveness program. The site
only includes datasets and associated empirical tools
where actual data exists and is made accessible to the user.
www.worldbank.org/wbi/governance/govdatasets/index.htm!

Development Outreach  wORLD BANK

ETHICSWORLD isan
independent, not-for-profit
forum designed to contribute
to thestrengthening of global
ethicsand governance.
EthicsWorld isfor
professionals in business,
government, civil society, and
academia aswell as students and the media. Itsgoal isto
provide knowledge through news, research, and best
practices, and encourage an active exchange of views.
www.ethicsvarldorg

HUMANITARIAN
ACCOUNTABILITY
PARTNERSHIP (HAP)
isthe humanitarian sector's
first international self-
regulatory body, strivingto
make humanitarian action
accountableto itsintended
beneficiaries. those people whoselivesareat risk dueto
armed conflict or other calamitousevents. It sharesa
commitment to making humanitarian action accountableto
disaster survivors. At the heart o thisendeavour liesHAP's
Principlesd Accountability.

www.hapinternational.org

COMBATING
CORRUPTION: A POLICY
TOOLKIT isapage d the
~— | website featuring the
Center for International
Private Enterprise (CIPE),
anon-profit affiliate o the
U.S. chamber of
Commerce and one d thefour coreinstitutes of the
National Endowment for Democracy. This pagelistsa
number of practical recommendationsfor policymakers to
combat corruption, which can beimplemented right away.
These recommendationsinvolvethe supply side aswell as
the demand side.
http://www.cipe.orglprogramslcorruption/corruptiontoolkit.php
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INTERNATIONAL
COMPLIANCE
ASSOCIATION(ICA) isa
non-profit professional
organization dedicated to
thefurtherance of best
compliance and anti money
laundering practicein thefinancial servicessector. It
supports and educates compliance o professionalsinthe
fight against terrorist financing, corruption, money
laundering and financia crime.

www.int-comp.org

WHITE COLLAR CRIME
isdesigned to help people

understand and recognize such
fraudsas bribery and
corruption, and teach them
how to stop them. Thissiteisa
joint project between the South
African Police Service's KwaZulu Natal Commercial Crime
Division, BusinessAgainst Crime's KwaZulu Natal White
Collar Crime Task Group, and J. Blindell. It will provide an
electronic version of BAC's Dealingwith White Collar Crime
handbook.

www.whitecollarcrime.co.za/news.php

THE INTEGRA VENTURE
isanetwork of Community
Economic agenciesin Central
and Eastern Europe that offers
practical and professional help
to entrepreneursto start and
grow their business. It aso
promotes marketplace ethics
and corporate social responsibility, thushelpingto
strengthen civil society, democracy and thefree market
economy i n those countries.

www.integra.sk

DOING BUSINESS
DATABASE provides
indicatorsd the cost of
doing business by
identifying specific
regulations that enhance or

KNOWLEDGE RESOURCES

constrain businessinvestment, productivity, and growth.
The Doing Businessindicators are comparable across 155
economies. They are developed by the Private Sector Vice
Presidency of the World Bank Group in cooperation with
the Lex Mundi Association o law firmsand the
International Bar Association.

www.doingbusiness.org

PARTNERSHIP FOR
TRANSPARENCY FUND
(PTF) isaninternational
non-governmental
organization dedicated to
helping civil society play an
effectiverolein the design,
implementation and monitoring of national anti-
corruption programs. PTF believesthat civil society is more
efficient i nfostering anti-corruption and good governance
programs whenit isfinancially independent from
government or direct bilateral or multilateral funding.
www.partnershipfortransparency.info

ANTICORRUPTION AND
GOVERNANCE LIBRARY
isaweb-based part o the
Library of Learning Objects
developed and maintained
by the Internet Strategy &
ApplicationsTeam at the
World Bank Institute. Many
of the WBI publications and presentations are accessible
through the Library, which provides quick accessto al of
these documentsinauser-friendly interfacethat offersan
excellent search function.
www.worldbank.org/wbi/governance/library.html

TRANSNATIONAL CRIME AND CORRUPTION CENTER—
CAUCASUS OFFICE (TRACCC CO0) isthe research
organization of agroup of Georgian scholars, which
connectsprofessionals, politicians, academicsand
representativesdf different NGOs, aswell as members of
international organizations. The Caucasus Officecarries
out joint projects and exchange of information between
scientific, governmental and independent organizations
of different countries.

www.traccc.cdn.ge

www.american.edu/traccc
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@ CALENDAR l

‘ OCTOBER 2006

/ 1-3 Sub-Regional Workshop on Education
1 for Sustainable Development

Seoul, Republic of Korea
1 hhtp://events.unesco.org

2 World Habitat Day
Naples, Italy

| www.unhabitat.org

1 25-27  World Congresson Communication
for Development
Rome, Italy

J weed@worldbank.org

| www.devcomm-congress.org

NOVEMBER 2006
| www.imf.org/external/am/2006/about.htm
J 2-3 Inclusion and Integration throtigh Innovation:
} L earning Environmentsfor Studentswith
Specia Needs
J Antalya, Turkey

1 www.oecd.org

J 23-24  World Economic Forum

[ Connecting Regions— Creating New
Opportunities

‘ Istanbul, Turkey

| turkey@weforum.org
www.weforum.org
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Web Portal on

Partnerships to Combat Corruption

Rising to the Challenge

http://developmentandbusiness.org/A-C/webportal

A New WBI Resource on Private Sector Roles in Fighting Corruption

VWORLD BANK INSTITUTE

Promoting knowledge and learming for o beter workd

IN THE FIRST ISSUE:

WORLD BANK RESEARCH DIGEST
AVAILABLE IN SEPTEMBER 2006

The Research Digest is a quarterly publication which
has the aim of communicating, in an accessible and
timely way, the findings of World Bank research relevant
for policy and useful for the development community.
Available at http://econ.worldbank.org/research_digest

Money for Nothing, t he Dire Straits of Medical Practice in Delhi
Jishnu Das and Jeffrey Hammer
Why We Need a World Bank Research Digest
Francois Bourguignon
Bank Supervision and Corruption in Lending
Thorsten Beck, Asli Demirgtig-Kunt, and Ross Levine
The Distributional Incidence of Residential Water and Eledriaty
Subsidies .
Kristin Komives, Jonathan Halpern, Vivien Foster, Quentin Wodon
Child Labor and Agricultural Shocks
Kathleen Beegle, RajeevDehejia, and Roberta Gatti
Market Access for Sale
HiaulooiKee, Marcelo Olamreaga, and Pesi Silva
Disclosure Strategies for Pollution Control
Susmita Dasgupta, Hua Wang, and David \Wheeler




g Business 2007

How to reform

Available on September 6,2006

The report presents quantitative indicators on
business regulations and their enforcement
compared across 175 countries—from Afghanistan
to Zimbabwe—and over time. Top reformers are
identified and best practices in how to reform

are highlighted. This year’s report focuses on reform
strategies, updates indicators developed in the
three preceding reports, and covers 20 additional
countries.

Published annually, Doing Business reports
investigate global regulations that enhance
business activity and those that constrain it,
ranking countries on their “ease of doing business.”

Cosponsored by the World Bank and the
International Finance Corporation (IFC) - the private
sector arm of the World Bank Group - the Doing
Business reports give policymakers the ability to
measure regulatory performance in comparison to
other countries, leam from global best practices, and
prioritize reforms. The indicators are used to analyze
economic and social outcomes, such as informality,
corruption, unemployment, and poverty.

Mark william Sundberg
62205 1
MC 4-402

Visit the Web site for more information, to order copies, or to generate your own reports using

the Doing Business data: www.doingbusiness.org



