Exporting Corruption

Privatisation, Multinationals &

Bribery

THE
CORNER
HOUSE

1. “Fund Management Guru Reveals Doubts”,
Financial Times, 8 December 1998.

2. quoted in “Corruption: the search for the
smoking gun”, Euromoney Magazine, Sept.
1996, p.2.

THE CORNER HOUSE
PO BOX 3137

STATION ROAD
STURMINSTER NEWTON
DORSET DT10 1YJ

UK

TEL: +44(0)1258 473795
FAX +44 (0)1258 4734748
EMAIL:
<cornerhouse@gn.apc.org>
WEBSITE: http://icaap.org./
Cornerhouse/

June 2000
The CornerHouse

“There is always somebody who pays, and international businessis

generally the main source of corruption.”
George Soros

International financiert

“Corruption hasbeen going up geometrically over thepast 10 years.”
Raghavan Srinivasan
World Bank chief procurement adviser?

orruption has become amajor international concern. The
topic of international conferences, policy forumsand min-

isterial speeches, it is also the subject of arecent OECD
Convention and the focus of an international non-governmental
organisation, Transparency International. Corruption is increas-
ingly cited as areason for withholding foreign aid or debt relief.
If a country’s inability to pay interest on its loans is due to its
leaders siphoning off national earnings into their own bank ac-
counts, the reasoning goes, surely extending aid or cancelling the
debt will merely sanction further graft.

Most commentators on corruption — and on the “good gov-
ernance” initiatives instigated to combat it — dwell on develop-
ing countries, not industrialised ones. Most scrutinise politically-
lax culturesin the South, not the North. Most call attention to the
petty corruption of low-paid civil servants, not to the grand cor-
ruption of wealthy multinationals. M ost focus on symptoms such
as missing resources, not causes such as deregulation of state en-
terprises. Most talk about bribe-takers, not bribe-givers.

Thisfocus needsto be shifted. If corruption isgrowing through-
out theworld, it islargely aresult of the rapid privatisation (and
associated practices of contracting-out and concessions) of pub-
lic enterprisesworldwide. This process has been pushed by West-
ern creditors and governments and carried out in such away asto
allow multinational companies to operate with increased impu-
nity. Thus multinational s, supported by Western governments and
their agencies, areengaging in corruption on avast scalein North
and South alike. Donor governments and multilateral agencies
such as the World Bank and International Monetary Fund fre-
guently put forward anti-poverty and “good governance” agen-
das, but their other actions send a different signal about where
their prioritieslie.
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Fiddler, S., “Defence contracts ‘ pervaded by
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Cockroft, L., letter to Financial Times, 19
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Control Risks, Corruption and Integrity:
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World, Control Risks, London, 1996, cited
in“Crime—Corruption: The World's Growth
Industry”, Inside Eye, October 1998.
Export credit agencies are government bod-
ieswhich use public money to provide com-
panieswith insurance against themain com-
mercial and political risks of operating
abroad. See CornerHouse Briefing 14, Ex-
port Credit Agencies, Corporate Welfare
and Policy Incoherence, The CornerHouse,
Dorset, 1999.
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10. Transparency International, (TI) based in

11.

Brussels, was founded in 1993, primarily
by former World Bank staff. Its fundersin-
clude the US and European governments,
the World Bank, several foundations and
business, including Enron, Exxon, GEC,
Ford, General Motors, Lockheed Martin,
Placer Dome, Rio Tinto Zinc, Shell, Texaco
and Westinghouse. Itsannual incomeisnow
just over $2.5 million.

The record on corruption and human
rights of some of its business backers is
patchy. Enron was criticised in a 1999 Hu-
man Rights Watch report for allowing se-
curity guards at Dabhol Power in India, in
which Enron had a50 per cent stake, to beat
up and harass local opponentsto its energy
project. The project has been dogged by
corruption allegations. Canadian mining
company PlacerDome hasbeen criticised for
causing extensive environmental damage at
the Marcopper Mine in the Philippines,
where corruption allegations also surfaced.
In 1995, Lockheed Martin pleaded guilty
to paying a$1 million bribe to an Egyptian
member of parliament and was fined £21.8
million by the US government.

TI focuses largely on the “passive” cor-
ruption of government officials who accept
bribes, rather than the “active” corruption
of the corporations who pay them. Thisfo-
cusis perhapsdueto two factors: first, mul-
tinationals have a propensity to take legal
action against any statement which could
harm their businessinterests, but politicians
rarely do so; second, Tl is bound to find it
hard to criticise its supporters in public. Tl
produces a widely-publicised league table
of countries that are perceived by business
executives as corrupt. The table has been
criticised for being “unjustly biased against
developing countries’. Tl doesnot deal with
thefact that the growth of privatisation cre-
atesfar greater incentivesfor corruption. See
TI Newsletter, December 1998.

Atkinson, M. and Atkinson, D., “The Bung
Bang”, The Guardian, 13 December 1997,
p.26.

Effective action against corruption has to involve effective sanc-
tions by developing countries against multinationals which engage in
corrupt practices; greater political transparency to remove the secrecy
under which corruption flourishes; and resistance to the uncritical ex-
tension of privatisation and neo-liberal economic policies.

The Globalisation of Corruption

Corruption takes many different forms, from the routine cases of brib-
ery or petty abuse of power that are said to “grease the wheels’ to the
amassing of spectacular personal wealth through embezzlement or other
dishonest means.

For multinationals, bribery enables companiesto gain contracts (par-
ticularly for public works and military equipment) or concessionswhich
they would not otherwise have won, or to do so on more favourable
terms. Every year, Western businesses pay huge amounts of money in
bribes to win friends, influence and contracts. These bribes are con-
servatively estimated to run to US$80 hillion a year — roughly the
amount that the UN believesis needed to eradicate global poverty.® In
1999, the US Commerce Department reported that, in the preceding
five years, bribery was believed to have been afactor in 294 commer-
cial contracts worth US$145 billion.* In 1996, the magazine World
Business reported that the bribes paid by German companiesalonewere
over $3 hillion.®

Not just companiesareinvolved. According to aFFrench secret serv-
ice report, the official export credit agency of France paid around $2
billionin bribesto foreign purchasers of “defence equipment” in 1994.°

Such bribery may be pervasive, but it is difficult to detect. Many
Western companies do not dirty their own hands, but instead pay local
agents, who get a 10 per cent or so “success fee” if a contract goes
through and who have access to the necessary “slush funds’ to ensure
that it does. Bribery isaso increasingly subtle. It often takes the form
of semi-legal feesor “commissions’, and inflated or marked-up prices.’
In contracts guaranteed by export credit agencies,® such “commissions’
areincluded in the costs and thusin the total contract value covered by
the guarantee. “It is obvious,” comments Transparency International,
“that this practice constitutes an indirect encouragement to bribe which,
in future, brings it close to complicity with acriminal offence”.® Until
recently, bribery was seen as a normal business practice. Many coun-
tries including France, Germany and the UK treated bribes as legiti-
mate business expenses which could be claimed for tax deduction pur-
poses.

Paying the Price

Corruption poses a serious problem for public authorities and the pub-
lic because it makes services more costly, undermines devel opment,
and distorts democratic processes and rational decision-making. The
amount of money lost to corruption which could, and should, be di-
rected towards public services and to the development of democratic
ingtitutions is significant. Transparency International®® estimates that,
on average, five per cent of public budgets go astray.™

Ultimately, corruption hurts the poor first and foremost, whether in
the UK or Africaor Asia. From the scandal in Britain of Westminster
council leader Dame Shirley Porter selling public housing for votes (at
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aloss of £27 million to the council) to pilfered aid resourcesin India—
former Prime Minister Rajiv Gandhi once told the Indian parliament
that only 15 per cent of aid money got through to itsintended benefici-
aries — corruption makes the poor poorer. It isthey who get squeezed
out of decision-making and pushed to the political margins in situa-
tions where money buysinfluence. It isthey who lose out when money
that could have been spent on improving services or basic living stand-
ardsisdiverted to big expensive projects with lucrative “ commission”
potential. It is they who end up themselves having to pay bribes for
basic services or who lose out because they can’t afford to. As British
Member of Parliament Hugh Bayley noted in a speech to the House of
Commons:

“The cost of bribes falls primarily on the poor. When a corrupt
contractor from this or some other rich country pays a 15 per
cent bribe, he adds that to the price of his contract. His power
station or irrigation scheme will cost more, and the little people
—thosewho buy the electricity or the water toirrigate their crops
—will pay the price of that bribe. Bribery is a direct transfer of
money from the poor to therich” .12

Corruption and Privatisation in Europe

European countries embarked on privatisation and associated practices
of contracting-out long before many other countries. The systems of
corruption that have evolved there, accordingly, aredistinctive and more
mature.

Britainisacasein point. The single greatest source of corruptionin
the UK islarge public sector contracts and concessions issued to pri-
vate companies, both of which have increased under privatisation. Po-
lice estimated that there were 130 cases of serious public sector fraud
in 1996:

“The overwhelming majority of corruption casesin Britain are
connected to the award of contracts. Compulsory contracting-
out in local government, and the new Private Finance Initiative
have produced an explosion in the number of such deals’ .23

The Confederation of Construction Specialists has said that the use of
illegal paymentsfor contractsiswidespread, onereport estimating costs
to the UK construction industry at £539 million each year.4

Bribery appears to be such anormal practice for some UK compa-
nies that they employ people to recover bribes if the recipients do not
deliver the promised “benefit”. In a1996 BBC radio programme, Vin-
cent Carratou, founder of a corporate investigation firm, emphasised
that his job was not to investigate the bribes that work but to get back
those that have failed to deliver:

“We're called in where people have paid for certain things to
happen, to be done, and they aren’t done. So we are brought in
rather than the police, or rather than officials, because they say
‘Well, wait aminute, we have paid alot of money for something
to be done and it hasn't happened. We want our money back or
we want what we paid to happen to happen.’ It's as simple as
that” .1

UK multinationals routinely pay commissions to gain contracts from
other governments — and at least one UK government minister has
assisted them in this process. Jonathan Aitken, a former Minister for
Defence Procurement, was jailed in June 1999 because helied in court
about his visits to France and Switzerland in 1993 to attend a secret
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“Bribery is a di-
rect transfer of
money from the
poor to the rich”

The single greatest
source of
corruption in the
UK is large public
sector contracts
and concessions.

. House of Commons, Hansard, Column 374,
25 February 1998.

. The Guardian, 3 October 1996. A rash of
court cases from 1990 to 1996 confirm this
statement; see Public Services Privatisation
Research Unit, Private Corruption of Pub-
lic Services, London, 1994, and The Priva-
tisation Network, London, 1996. The Pri-
vate Finance Initiativeisagovernment pro-
gramme which gives|ong-term concessions
to private firms which fund the construc-
tion of public works such as new roads,
hospitals or computer systems.

14. H&V News, 23 March 1996.

15.

Speaking on BBC Radio 4, Talking Poli-
tics, in 1994, quoted from official transcript
of Bribes, transmitted by BBC Radio 4 on
28 April 1996.



Western businesses
spend at least $80
billion a year on
bribes.

16. The Guardian, 5 March 1999.

17. The Guardian, 6 March 1999.

18. Speaking on BBC Radio 4, op. cit. 15. The
chief of the London Metropolitan Police
stated publicly in 1997 that corruption was
amajor problemin the capital’spoliceforce.
Several Conservative Members of Parlia-
ment, meanwhile, have been found guilty
of improperly accepting cash from busi-
nesses — a major issue in the 1997 elec-
tion defeat of the Conservative government.

19. The French water system is critically ap-
praised in a report, La Gestion des Serv-
ices Publics Locaux d'Eau et
Assainissement, by France's state auditor,
the Cour des Comptes, Paris, January 1997.

20. Reuters, 1 July 1997.

21. Le Monde, 10 December 1998.

meeting to negotiate contracts for an arms deal. Three UK companies
(GEC, Marconi and VSEL) were hoping to obtain contracts to supply
weapons systems to Saudi Arabia after they had paid “commissions’
into a Swiss bank account for Saudi agents. The bribes ranged from
three to 10 per cent on orders worth hundreds of millions of pounds.*
Such practices were not limited to deals with Saudi Arabia:

“Thearmsgiant GEC . . . confirmed that it had agreed to sign a
further similar commission deal only last year [1998], thistime
relating to Poland. It was to pay 10 per cent of the value of pos-
sible Howil'gzer salesto an account controlled by Jonathan Aitken's
solicitor.”

So much for the claim of Lord Young, aminister in the government of
privatisation enthusiast Margaret Thatcher, that “when you're talking
about kickbacks [bribes] you're talking about something that’s illegal
in this country and that, of course, you wouldn’'t even dream of do-
ing”.1

France, meanwhile, pioneered the system of privatisation of public
utilitiesthrough contracting-out or gestion dél éguée— delegated man-
agement. This system has led to widespread corruption, overcharging
for services and weak control over the privatised companies.’® In
Grenoble, for example, a former mayor and government minister, to-
gether with asenior executive of the private water company Lyonnaise
des Eaux (now Suez-Lyonnaise), received prison sentencesin 1996 for
receiving and giving bribes to award the city’s water contract to a
Lyonnaise subsidiary. In Angouléme, a former mayor and one-time
minister was jailed for two years for taking bribes from companies
bidding in public tenders, including Général e des Eaux (now Vivendi).
Executives of Générale des Eaux were also convicted of bribing the
mayor of St-Denis (lle de Réunion) to obtain the town’s water conces-
sion.

Suez-Lyonnaise and Vivendi (together with Bouygues), the largest
construction companiesin France, have been investigated for “an agreed
system for misappropriation of public funds’.? The companies ran a
cartel over building work for schoolsin the lle-de-France region around
Paris between 1989 and 1996. Contracts worth about US$500 million

Time was when the World Bank
and IMF regarded corruption as a
“political” problem outside their
purview.

No more. Corruption has now
moved to the top of the Bank’s
agenda and increasingly to that of
the IMF. At an anti-corruption
conference in 1999, World Bank
President James Wolfensohn said
that industrialised countries “do
not want to give money for
development assistance that ends
up in offshore bank accounts”.

Accordingly, the Bank has
begun to help design and support
national anti-corruption strategies,
stress anti-corruption in the design
of economic reforms, and press

The Contradictions of “Designing Out” Corruption

for strengthened “governance” and
public sector management. It now
plans to spend US$3 million annually
on anti-corruption measures, including
support for anti-corruption agencies.
Already, some $5 billion of its $29
billion annual lending goes for “gov-
ernance” — civil service reform,
budget management, tax administra-
tion, legal reform, judicial reform and
institution-building.

The IMF, although slower than the
Bank to take up the anti-corruption
fight, agreed in 1997 to take “a more
proactive approach” in trying to
“eliminate opportunity for rent seeking,
corruption and fraudulent activity.” It
has begun to demand that borrowing
governments draw up anti-corruption

action plans and strategies. “Good
governance” is to be a feature of the
IMF’s new Poverty Reduction and
Growth Facility (which is to replace
the much-criticised Enhanced
Structural Adjustment Facility).
Such measures, however, tend
to be at odds with the broader
macro-economic policies which
many donor countries insist on —
policies that do little to stop corrup-
tion and much to exacerbate it.

Sources: Sweeney, P., Global Finance,
Oct. 1999, pp.111-113; “The role of the
IMF in Governance Issues: Guidance
Note”, adopted July 25, 1997; IMF,
Poverty Reduction and Growth Facility:
Operational Issues, 13 Dec. 1999
(www.imf.org/external/np/pdr/prsp/
poverty2.htm)
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were shared out by the three groups. The system involved systematic,
almost bureaucratised, political corruption: alevy of two per cent on
all contracts was paid to finance all the major political parties in the
region.?? A director of one of the companies was |ater indicted for cor-
ruption, bribery, favouritism and anti-competitive practices.?

In Austria, Belgium, Spain and Italy, too, leading paliticians have
accepted bribes from major companies.?* In Germany, thereisan “es-
tablished system of illegal acquirement and excessive allowances for
public contracts’.?s In 1999, the entire European Commission, the high-
est political body in the European Union, resigned because they had
lost the confidence of politicians and the public as a result of several
corruption scandals. One case involved the BFr 600 million (£12 mil-
lion) annual security contract for the EU’s buildings in Brussels, in-
cluding the Commission’s headquarters, which was held by a private
contractor, Group 4 Securitas. According to press reports, the contract
“was apparently obtained by the above-mentioned firmin an irregular
manner, as it had prior knowledge of the bids made by rival firms so
that it could adjust its own bid” .

The action taken against such corruption is often weak. Despite the
prison sentences imposed in France, the water companies in question
still hold concessions covering over two-thirds of the country’s water
industry (although some local authorities have taken the opportunity to
insist on “savage” renegotiations of these contracts.) In the region of
Hessein Germany, the local authority’s ban on contracts with 60 com-
panies convicted of corruption lasted only six months. Hesse's district
auditor argued in 1995 that further action should be taken:

“Bribes do not flow of their own accord. Corruption beginsin

the chief executive's office in the private sector, and thereis a

stronger measureto fight it than legal prosecution. Corrupt com-

panies shouldn’t get any more public contracts. . . Thesix-month
banis. .. far too short. So far, the state has concentrated far too
much on those who are corrupt. And too little on those who try

to corrupt others.”?’

Inthe UK, threefirmsnamed in court in 1993 as paying £1.5 millionin
bribes to a Ministry of Defence official for ammunition contracts re-
mained on the government’s list of approved tenderers.?®

The EU’s directives on public procurement provide every public
authority in Europe with the power to exclude acompany from bidding
from any contract if it isknown to have engaged in corrupt behaviour.?
There is little evidence, however, that this provision is much used by
public authorities.

The private sector faces similar problems of corruption involving
its own contractors, especialy in infrastructure projects. German car
manufacturer Volkswagen, for instance, has uncovered systematic brib-
ery by firms seeking lucrative construction contracts with the com-
pany. The head of purchasing at Chrysler identifies big, one-off con-
tracts as the worst problem because they “do not offer the chance to
make comparisons, especially on aregular basis’.*° Faced with similar
problems, General Motorswasdriven toimposea* draconian new code
of ethics’ on staff and suppliers:

“Employees were forbidden from accepting hospitality of all but

the most mundane nature, and from accepting gifts. Even anin-

vitation from a supplier to play golf was considered potentially
compromising.” 3t
In the UK, meanwhile, police investigations uncovered a network of
multinationals behind bribes offered to UK oil company executivesin
the early 1990s:
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“The state has
concentrated far
too much on those
who are corrupt
and too little on
those who try to
corrupt others.”

22. Le Monde, 10 December 1998.. The full
political spectrum of French political par-
ties was covered, according to the reports.

23. Jacques Durand, commercial director of the
Vivendi construction company, GTM. See
ibid.

24. Recent books indicating the prevalence of
the problem include Robert, D., Pendant les
Affaires, les Affaires Continuent, Stock,
Paris, 1996; and Rugemer, W., Wirtschaften
ohneKorruption?, S. Fischer Verlag, Frank-
furt, 1996.

25. According to the district auditor for Hesse,
quoted in Siddeutsche Zeitung, translated
in The Guardian, 23 February 1995.

26. Agence Europe, 21 August 1997.

27. Suddeutsche Zeitung, op. cit. 25.

28. Hencke, D., “Watchdog attacks ministry’s
failure to track bribes’, The Guardian, 10
March 1995. The firms were Gebruder
Junghans of Germany; Fratelli Borletti of
Italy; and Raufoss of Norway.

29. Article 29 of the Directive on Public Serv-
ice contracts (EC 92/50) states that “Any
service provider may be excluded from par-
ticipationinacontract who: . . . () hasbeen
convicted of an offence concerning his pro-
fessional conduct by ajudgement which has
theforce of resjudicata; (d) has been guilty
of grave professional misconduct proven by
any means which the contracting authori-
ties can justify.”

30. Financial Times, 12 June 1997.

31. Ibid.



Corruption
practised by
multinationals In
the South
undermines
development and
exacerbates
inequality and
poverty.

32. Independent on Sunday, 4 August 1996.
33. Lloyds List, 26 August 1996.

34. quoted in Easton, A., “Philippines to scrap
nuclear albatross’, The Guardian, 7 Sep-
tember 1999, p 15. After Marcos was over-
thrown in 1986, the Philippine government
brought a US civil action alleging bribery
and corruption in 1988 against
Westinghouse and put a case before the In-
ternational Chamber of Commercein Swit-
zerland. The civil action was rejected, but
threemonths beforethe International Cham-
ber of Commerce was to make a decision,
Westinghouse agreed to pay the Phillipines
government under President Ramos com-
pensation of $100 million (including acash
payment of $40 million and two state of the
art gas turbines worth $30 million). The
Westinghouse settlement, however, doesnot
cover even one year’'sinterest payments on
the debts the country incurred to build the
plant. See“Westinghouse Electric—Peacein
our time between Westinghouse and Ma-

nila’, Power in Asia, 30 October 1995.

“The trail led to a series of firms including Thyssen, Mannes—
mann, Sulzer and giant Japanese trading houses Itochu and
Marubeni. An ltochu employee was subsequently cleared of con-
spiracy despite admitting the charges. It was common practice at
Itochu and other Japanese firmsto pay middlemen to gain acon-
tract edge, the court heard, and the employee, Shigeki Furatate,
only inherited established practice. The trial meanwhile of a
Marubeni executive was cancelled after he skipped bail and fled
to Japan. One of thelargest contractswas a£33.5 million onefor
thereplacement of BP'sForties export pipeline, which Thyssen's
steelmaking subsidiary Thyssen Stahl Union won after allegedly
paying £1.4 million of commissions.”*

British Petroleum is suing both individuals and multinational s, includ-
ing Thyssen and the Swiss company Sulzer, for compensatory and ex-
emplary damages. A BP spokesperson said the company hoped both
“to recover money which we believe we havelost and also to deliver a
message that we are not prepared to allow illegal inforamtion brokers
to intervene in our business.”

Exporting Corruption to the South

Multinational corporations' corrupt practices affect the South in many
ways. They undermine development and exacerbate inequality and
poverty. They disadvantage smaller domestic firms. They transfer money
that could be put towards poverty eradication into the hands of therich.
They distort decision-making in favour of projectsthat benefit the few
rather than the many. They also increase debt; benefit the company, not
the country; bypass local democratic processes; damage the environ-
ment; circumvent legislation; and promote weapons sales.

I ncreasing Debt

Bribes put up the prices of projects. When these projects are paid for
with money borrowed internationally, bribery adds to a country’s ex-
ternal debt. Ordinary people end up paying this back through cutsin
spending on health, education and public services. Often they also have
to pay by shouldering the long-term burdens of projects that do not
benefit them and which they never requested.

The US company, Westinghouse Electric Corp, provides an infa-
mous example. Westinghouse won acontract in the early 1970sto build
the Bataan nuclear plant in the Philippines. It was alleged that it gave
President Ferdinand Marcos US$80 million in kickbacks. The plant
cost $2.3 billion — three times the price of a comparable plant built by
the same company in Korea. Filipino taxpayers have spent $1.2 hillion
servicing the plant’s debts — even though the plant has never produced
asingle watt of electricity because it was built at the foot of avolcano
near several earthquake faultlines. The Philippine government is still
paying $170,000 aday in interest on the |oans taken out to finance the
nuclear plant and will continue to do so up to the year 2018. Com-
mented Philippines Treasurer Leonor Briones recently:

“Itisaterrible burden which never failsto dlicit feelings of rage,

anger and frustration in me. We're talking of money that should

have gone to basic services like schools and hospitals’ .3
Benefiting The Company, Not The Country

Bribing high-level officials ensures profits and hel ps off-load risks. In
many power projectsin Asia, for example, there has been, according to
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the World Bank, both “a high level of corruption” and a tendency to
overestimate demand for electricity.®

In Pakistan, some 21 Western companies were investigated by the
national anti-corruption agency in 1998 for alleged kickbacks to the
previous government of Benazir Bhutto and for over-pricing.*Bhutto’s
government had signed so many contracts with power companies —
some of which werefor installationsin totally inappropriate locations®
— that Pakistan was set to produce far more energy than it could possi-
bly consume until 2010.3 Yet the government was contractually bound
to buy all the electricity produced.

Although all the companiesfiled sworn statements denying corrup-
tion, six of them subsequently confessed to offering bribes.® So seri-
ous were the allegations that the World Bank sent in a special team of
investigators.®’ Yet far from receiving support from Western govern-
ments for its anti-corruption efforts, Pakistan was warned by the Brit-
ish, US, Japanese and Canadian governments that its clash with the
power companieswould put off other investors.*! TheMF, meanwhile,
went so far as to make a new package of loans at the end of 1998
conditional on the government’s dropping the charges against the com-
panies.*?

Bypassing L ocal Democr atic Processes

Bribery can be a useful way of getting around local opposition to a
project and of bypassing the usual democratic processesinvolved with
awarding contracts. Take, for example, the Norwegian mining com-
pany, MINDEX, which wantsto carry out nickel and cobalt strip min-
ing on the Philippine island of Mindoro. The local population believes
the minewill seriously damage the environment and ruin their commu-
nities.

MINDEX has responded by attempting to buy off local leaders. It
gave gold watches to paliticians in local authorities at a critical stage
of the project’s Environmental |mpact Assessment, which had to prove
that the mine was socialy acceptable to local people. MINDEX has
also paid for local district leadersto go on a“ study tour” to aluxurious
holiday island, built anew house for alocal priest, and paid local jour-
naliststo write articlesfavourableto the company. MINDEX claimsits
giftsare a“sign of friendship”. Local people, who oppose MINDEX,
believe that such gifts are an attempt to manipulate the local tradition
of utang na loob or “debt of gratitude” towards those who carry out
small acts of generosity, and could be against Filipino law.*

MINDEX has also gathered local signatures given to mark attend-
ance at ameeting and used themto indicate local support for the project.
At least one signature was actually a protest against MINDEX's
project.* The Mindoro Clergy felt obliged to issue a disclaimer:

“We refute the categorical statement of MINDEX that the local

population of Oriental Mindoro welcomes the mining project.

Our people have consistently manifested their strong opposition

to mining operation in aseries of protest actions. . . We are one

with our people in declaring our vehement opposition against

mining activity in our province.”*

Destroying the Environment and
Getting Round Regulations

Some companies use bribes as a way of getting round environmental
regulations. A report into logging in Papua New Guineain the 1980s
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35. Montagnon, P, “Doubts at World Bank on
infrastructure sell-off”, Financial Times, 27
July 1999, p.6.

36. “1PP crisis—Pakistan risksfinancial collapse
over private power policy”, Power Econo-
mist, 30 June 1998, p.13; Davis, N., “Na-
tional Power reported ready to split off in-
ternational operations’, Energy Daily, 14
September 1999; Kielmas, M., “ Expropria-
tion by 2 countries is alleged—Pakistan, In-
donesia criticized”, Business Insurance, 2
November 1998; “Cover Story: an affair to
remember”, Project and Trade Finance, 10
May 1999.

37. Business Insurance, ibid.

38. “IMF deal brings relief for Pakistan IPPs’,
Power Economist, 31 December 1998, p.15.

39. Ibid.

40. Dunne, N. and Fidler, S., “World Bank
helped Sharif in corruption probe”, Finan-
cial Times, 12 November 1999, p.12.

41. “Pakistani court blocks Hubco remittance”,
Reuters, 11 May 1998.

42. Power Economist, op. cit. 38.

43. Eraker, H.,”Go Home to Norway,
MINDEX!", Philippines International Re-
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tion, crime”, The Times of India, 11 May
2000.

48. Bassett, C., “Gold and Poison”, Americas
Update, Vol. XX, No. 1, 1999, pp.15-18.
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reported that companies were “roaming the countryside with the self-
assurance of robber barons: bribing politicians and leaders, creating
social disharmony and ignoring the laws in order to rip out and export
the last remnants of timber”.® In May 2000, meanwhile, the Asian
Development Bank warned that the forests in Cambodia were in an
“alarming state” because of corruption. Environmentalists have warned
that, at the present rate of destruction, Cambodia's forests will be gone
by the year 2003.4

Sometimes such bribes come in the form of illegal political dona-
tions. A 1999 audit by the Nicaraguan government revealed that a Ca-
nadian mining company, Greenstone Resources, which controls 70 per
cent of the mined areas of Nicaragua, donated $20,000 to President
Arnoldo Aleman. The company was alleged to have made further do-
nations to other people in Aleman’s Congtitutional Liberal Party and
bribestolocal officialsinthe areawhere Greenstonewasmining. Nica-
raguan law states that donations can be given only by Nicaraguan citi-
zens from within the country.

In return for itsmoney, Greenstone has consistently been allowed to
get away with flouting environmental laws and regulations. It carries
out massiveillegal logging around the mining area, and pollutes water
sourcesand thelocal environment at the expense of local peopl€e shealth.
Says Magda Lanuza, aNicaraguan activist:

“You can smell the cyanide when you are near the mine. Chil-
dren have headaches, and there are other health problems. The
technicians who visited the area with us say the water is harm-
less, but when we ask them to drink it, they refuse.”*

Despite such evidence, Greenstone has received favourable environ-
mental impact assessments from Nicaraguan officials. Ministry of En-
vironment personnel visit thefirm’ssites only when the company wants
them, and pays them, to do so.

Promoting Arms Sales

Half the bribery complaints received by the US Commerce Depart-
ment concern international defence contracts. A 1999 report noted that
allegations of bribery were made in 55 contracts between 1998-1999
worth some US$37 billion (£23.6 billion) in total.*

Swedish armaments manufacturer Boforswasinvolved in “the big-
gest bribery scandal in the history of independent India’. In 1986, the
Indian government paid Bofors $1.3 billion (£802 million) for 400
Howitzer field gunsfor the Indian army. Within months of the weapons
being delievered, Swedish radio claimed that £30 million worth of kick-
backs had been paid to Prime Minister Rajiv Gandhi and his associ-
ates. In June 1988, the Indian press published documents from the
Swedish auditor-general identifying shell companies that had aleg-
edly channelled Bofors' pay-offs. In October 1999, the Indian Central
Bureau of Investigation brought chargesof “ criminal conspiracy” against
Indian business people and Bofors middlemen and employees. What-
ever the outcome of this court case:

“the affair has been disaster for the sub-continent. With all the
juicy alegations of larceny and intrigue to savour, it is easy to
forget that Bofors guns added to the ever-growing armouries of
India and Pakistan, which now face each other in an unstable
nuclear ‘balance of power’ . .. The consequences for Indian
democracy havebeen asdire. .. The Boforsscandal led to Rajiv
[Gandhi’s] defeat inthe 1989 general election and the emergence
of the BJP as the dominant Indian party.”
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H di ng The Loot

Vst ern Banks and Third Vorl d Asset s

"Mbney | aundering i s t he

handnai den of i nternational

corruption. . . Those who t ake

bri bes nust find safe i nternationa

fi nanci al channel s t hr ough whi ch

they canbank their ill-gotten

gai ns. Those who provi de t he

bri bes nay vel | assi st the bri be

takers toestabl i sh safe fi nanci a

channel s and | aunder t he cash. ”

Frank Vogl

Transparency | nternat i onal

“Aneri ca cannot have it bot h
vways. W cannot condenn
corryptionabroad beit officials
taking bribes or looting their
treasuries, andthentol erate
Aneri can banks naki ng fort unes
off that corruption.”

US Senator Garl Levin

Pri vat e banki ng servi ces and
offshore financial centres arethe
n&j or condui ts and repositories for
bribes and corrupt gai ns. An

esti nat ed USH40 bi | | i on frompoor
and f or mer comuni st econom es
findsits way into USor European
banks every year, nuch of it
illegitinately gained. Sone $30
billionof Vésternaid“used as part
of the ol d Vér gane of w nni ng
friends” has ended up i n Swi ss
bank account s al one. Leaders from
sone African countries have
collectively hadupto$20 billion
ondeposit inSwtzerland s banks.
Haiti’'s “Baby Doc” Dvalier is
known t o have kept $300- 900

ml |ionin offshore banks, while
Phi | i ppi ne Presi dent Marcos sal ted
anay vel | over $2billionin

Vést er n banks.

Pri vat e Banki ng

Today, privat e banki ng —i ncreas-
ingly used for confidentia services
tointernationa elites —s believed
to be worth as much as $17
trillionworldwde, andis experi-
enci ng phenonenal growt h.

Gobal ly, private bankingis
predicted to growtwo tothree
tines as fast as ordi nary consuner
banki ng i n the next fewyears.

The pri vat e banki ng boomhas
itsoriginsinthedebt crisisandis
a g or reason for the conti nued
i ndebt edness of nany poor

countries. Because of the debt crisis
inthe late 1980s onwards, Véstern
banks had f ener opportunitiesto
lendto Third Veérld countries and
thus started to pursue weal t hy
individualsintheThirdWridto
encour age themt o pl ace their weal th
i nprivate bank accounts. The resul t
was arevol ving door. | nternati onal

| oans t o devel opi ng countri es were
creaned of f by those i n power and
“transferredintobanks. . . ironically
oftento ‘ private banki ng' branches
of the very sane i nternati onal banks
that hadissuedtheinternational |oan

. inthefirst place.” This has been
at least as profitabl e for the banks as
for theindividua s naki ng t he
deposits. The average rate of return
to banks for privat e banki ng ac-
counts i s over 20 per cent.

An esti mat ed 80 per cent of
| oans made by conmer ci al banks
during t he 1980s never reached t hei r
destined countries, renaining instead
i n Nort hern bank accounts. InLatin
Anerica, two-thirds of total debt is
t hought to have been deposited in
Nor t her n banks.

A t hough t he pri vat e banki ng
boomi s a gl obal phenonenon (i n
Latin America, for exanpl e, the
narket is al ready estinated at $450
billion), thebiggest beneficiaries
have been US banks. According to
Raynond Baker, afinancial specialist
at the Brookings Institute, the S
“has, accordingtoall credible
estinat es, becone the | ar gest
repository of ill-gottengainsinthe
vorl d,” not | east because of |ax or
i nadequat e over si ght. A 1999 US
Senate i nqui ry reveal ed that 350 of
A tibank’ s 40,000 clients were
seni or forei gn governnent officials or
their rd atives, includ ng:

® President Qrar Bongo of
Gabon, who transferred $100
nl |'ion through personal
accounts in dtibank’ s New Yor k
branches. Bongo had two
private accounts in t he nane of
shel | (or dunmy) corporations
as wel | as a special account to
recei ve paynent s fromoi |
conpani es (whi ch i ncl uded
al | eged bri bes or “donati ons”
fromt he French gover nnent’ s
oi | conpany H f-Aqui tai ne).
d ti bank nmade nore t han $1
mllionayear net fromBongo' s
account s.

® Asif Ai Zardari, the husband
of forner Pakistan prine
mni ster, Benazir Bhutto, who
transferred sone $40 ml | i on
through @ ti bank accounts, of
vhich $10 nmllionis believed
t o be fromki ckbacks on a
gol dinporting contract.

® Thethree sons of Ngeria's
General Sani Abacha, who
hel d sone $110 nl lionin
QG tibank accounts, incl udi ng
sone i n the nane of shell
corporations set up by
dtibank. The bank | ent two
sons $39 nil liontodeposit in
anot her bank account in
Shitzerland after the new
N geri an gover nnent began
investigationsintocorruption
in 1998.

® Raul Slinas, the brother of
forner Mexi can Presi dent
Gl os Sl i nas, who trans-
ferred$80to 100 millionin
al | eged drug noney out of
Mexi co bet ween 1992 and
1994 t hrough d ti bank’ s
account s.

InSatzerland, too, private banks
still hidethe assets of Bongo' s and
Abacha’ s famlies, as vwell as those
of Mali’s Mbussa Traore and

Zaire' s Mbbut u Sese Seko. The

pri vat e- banki ng depart nent at

UBS, neanwhi | e, handl es account s
for the famly of Kenyan Presi dent
Dani el Arap Mi .

d f shor e Banks and
Conpani es

"There i s no honest reason for
bei ng of f shore. Bank secrecy and
t he of f shor e noney i ndustry have
no pl ace i n a gl obal i zed econony. ”
Jack Bl um
O f shore expert & UNconsul t ant

 f shor e banks and conpani es are

anot her part of the system

t hr ough whi ch noney i s si phoned

out of poor countries and hi dden

vel | avay fromits citizens.
Gfshore financia centres

becane proninent in the 1960s

w t h bank deposits i ntax havens

increasing from$ll billionin

1968 t0 $385 bi | lionin 1978. By

1989, there was an esti nat ed

$1.5trillionoffshore; by 1998, $5
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trillion. In 1999, accountsinsone  of their noney in such conpani es Recovering S ol en
61 of f shore centres around t he rather than as indivi dual s. Wo these Veal t h
vorldheld$8trillion. Inthe conpani es real | y represent becones
Cari bbean and Sout h Paci fi c even nore di fficult totrace when .
I'sl ands al one, the CECD f ound they are owned by yet ot her of f shore I nter pat ! pnal SIS =S
that deposits had i ncreased fi ve- conpani es i ndi fferent jurisdictions. rm)untlng.lnrecent years toreturn
fol d bet weeen 1985 and 1994, to money whi ch has been stol en from
$200 bi | 1ion. publ i c treasuri es and st ashed anay
S nce the 1980s, of f shore WK T f shore Tax Havens i n st er n banks and offshorg tax
finance centres or tax havens have  and Banki ng Secr ecy havens. Soveral precedent s exi st
been a nagnet for money from for the return of such funds:
Third Verl d countri es, both cl ean Mbst of fshore financial centres are ® 1n 1998, US$500 mllion of
and dirty. Inthe nid-1980s, a | ocat ed i n UK Orer seas Territories forner Philippi nes Rresi dent
Mbrgan Guaranty Trust study of and British G own Dependenci es. Fer di nand Marcos’ neney vas
“capital flight” fromdevel opi ng Some £400 bi | i on, for instance — returned fromSai ss banks to
countries found that, i none year nore than hal f Britain's @P—i s themlll_pplnggovernnpant._
aone, atota of $198hbillion hel d i nthe country’s tiny of fshore Thegeds'&f”“a‘ G;”""Sts'o"
di sappear ed of f - shore from18 i sl ands. 1n 1997, bank depositsin ZPt or OW c;:r\/\nar;egepsoese duflas
devel opi ng countries. Gfshore Jersey al one stood at £100 bi | lion — et aEralll sai Gl
centresinposelittleornotlax%, up from£8 billionin 1980. Sone billionof the$5hilliontha
of fer thensel ves to. non-r esi dent s 90, OOQ anonynou.sl y- owned the M coses squi rrel ed avay.
to escape taxationintheir own conpani es are regi stered on the
country, donot exchange informa-  islanuk. ® In March 1999, the H gh
tion, |ack transparency, and attract Bet ween 1972 and 1988, Qourt in London ordered the
shel | conpani es —busi nesses Channel |Island firns hel ped | aunder freezing of all accounts
“wth no substantial activities’. $1.2 billion that Prince Nohammed bel ongi ng to forner N gerian
Because of the secrecy with of Saudi Arabiarecei vedin bribes ruler Seni Abachasfan_nly. I
vhi ch t hey operate, offshore channel ed t hr ough f or ner WK Crochsr 220, It iz SN.SS
centres have becone excel | ent M ni st er Jonat han Ai t ken (see pp. 3- ggxlfr r:rre?t cellz Onalf' ve
pl aces to | aunder t he proceeds of 4). |sl and branches of Barcl ays Bank S Lo Irecze sever
. . account s hel d i n the nane of
crime anq corru_ptl on. They have wer e used by arns dgal er Rudol ph Abacha’ s son, Mbharmmed,
beemnphcatecjmalnmstall Wl | enhaupt to sell mllions of and t hought to contain
noney- | aunder i ng_schemas. In pouqu worth of arns to t.he f or ner hundreds of nil lions of ddlars
1996, the | M esti nat ed t hat presi dent of Gngo-Brazzaville, pl under ed fromt he N geri an
$500 bi I 1'i on —bet ween 2-5 per Pascal Li ssouba, whi ch were then central bank and oi | revenues.
cent of global @GP —i s | aundered deployedinacivil var. I n January 2000, Swi ss banks
of fshore every year. Three years Even nor e noney —f ul | y one- froze £390 m! i onin accounts
later, the IMFput thefigure at thirdof theworld s of fshore weal th bel ongi ng t o Abacha and hi s
anywher e bet ween $590 and —is heldin 17 Gari bbean of f shore associ at es. Four nont hs
$1,500 billion. A1997 UNreport centres, nost of which are WK earlier, the N gerian govern
|'i kew se cal cul ated that | aundered Overseas Territories. Sone esti nat es nent had announced that it
gl obal revenues fromcorruption, suggest that between one-third and had al ready nanaged to
fraud, pornography and prostitu- one-hal f of this noney consists of recover sone $700 ml |ion of
tionstood at between $500 billion  the proceeds of crine. Caribbean Abacha’ s money. Inall,
and $1,000 bi | lion. Arns deal ers havens ar e beconing i ncr easi ngl y Abacha i s bel i eved t o have
al so of ten use of f shor e bank i nportant as ot her banki ng countri es stashed $1.5hillionin
accounts to hidetheir tracks. such as Swi tzerl and, Luxenboug and enbezz| ed funds in Véstern
Wien dirty noney di sappear s Li echtenst ei n are bei ng f or ced by L
offshore, it becones nore difficult international pressure to open up ® | n Novenber 1999, the Bank
for governnents to tackl e corrup- thei r books. of Engl andidentifiedand froze
tion. The power of crine nafias Wthinthe WK at the sane tine, t he London bank account s of
grows, bringi ng yet nore corrup- non-resi dent s have deposi t ed an Angol @ s rebel | eader, Jonas
tioninitstrainandhelpingto estinated £1,000billion. Infact, the Savi nbi , who was unti |
“mafiani ze the state’. K “nai nl and” i s such a nagnet for recent!y ai ded and abetted as
I n sone of f shor e havens, new crimnal funds and noney | aunderers an anti - communi st “freedom
conpani es can be set up for as that the US S ate Departnent ranks fighter” by several Veéstern
little as £100. Such conpani es, Britai n ahead of many of f shore governnent s, i ncl udi ng those
whichcanbeset upinaslittleas  centres as vul nerabl e to noney- of the USand LK
24 hours, arenct requiredtofile | aunderi ng by cri mnal s because of
annual returns or accounts, or to the country’ s banki ng secrecy.
di scl ose ownership. Infact, in A though t he Bri ti sh gover nnent d osi ng The Loophol es
sone of fshore centres, it isa disputesthis, thefact that nllions
crinetodivul ge any i nfornation of dollars of | M-l oans to Russi a Mor e sweepi ng attenpts to recover
about t he owner shi p of banks, ver e | aunder ed t hr ough t he London stol en noney w il require both
deposi tors or sharehol ders of an branch of the Bank of New Yor k promul gating an i nternati onal
of f shor e busi ness. Not surpris- under WKregul ati ons suggest s convent i on and cl osi ng | oophol es
ingly, weal thy cri mnal s hol d nuch ot herw se. that alowill-gottengainstol eave
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countriesinthefirst place. up i ts own banki ng act by regul ati ng nent, June 1998; Hanpton, M,

d osi ng down of f shore centres pri vat e banki ng and endi ng banki ng “Were Qurrents Meet: The (ff shore

isvital tostoppingthelaundering secrecy. Stronger “Know Your s o9 B @e Al e, EAEe/S
o " . Fi nance Cent res and Econoni ¢

of corrupt noney and t he drai ni ng ClJ_st oner _I aws ai ned at _bank Devel oprent”, | DS R etin, Vol 27, No
of resources fromthe Third Veérl d. clients naking | arge deposits, as wel | 2, 1996; Toussaint, E, Your Mney or
I'n poorer countries, however, the as at their paynasters, shoul d be put Your Life: The Tyrrany of G obal F nance,
process Wil have to be gradual , in on t he books. Banki ng secrecy —as H uto Books, London, 1999; Pallister, D,
order to provide tineto buildup opposed t o cust oner confi dentiality The Quardi an, 15 May 1998; Report on
other local industries. Mny snall  —shoul d meanvhi | e be abol i shed. the Second Conm ssion Report to the

. . . Eur opean Par| i anent and t he Gounci| on
Cari bbean and ot her i sl ands and Thl s \Aoql d engbl e Sout hern coun- the | mpl enent ati on of the Noney
snal | states set up of fshore triestoinvestigate accountsin Launderi ng O recti ve, 26 February 1999,
centresinthefirst placeonly Nor t her n banks hel d by peopl e b(6); Wod, B. and Pel enan, J., The
because t hey needed t o di versi fy suspect ed of corruption, as well as Arns Fixers: Gntrolling the Brokers and
out of touri smand agricu ture. In nake it harder for public officiasto %Pg”fbﬁgig;frlz‘gf““;?;:”g

: : : A A f f Vi ; i i

the neanti ne, public di scl qureof deposit ill-gottengainsinVéstern Havens, Banki ng Secr ecy and Money-
offshore_cqrporateomnershl p, as banks. | aunderi ng’, UNDOCP (Lhi t ed Nati ons
vell as filing of conpany accounts, Gficefor Drug Qntrol and @i ne
isanurgent necessity. Sources: Vogl, F., “The Supply S de of Prevention), 1998, p.2; A nancial Tines

The Vést al so needs to cl ean Gobal Bribery”, A nance and Devel op- Fraud Report, Gctober 1999, p. 4.

Global Policies and Corruption

“Huge international capital flows have meant an absolute boom in
the amount of money entering emerging countries. Thereisno ques-
tion that this phenomenon has fuelled grand corruption in a major

way. Frank Vogl

Transparency International®

“It is not tenable to argue for political freedoms while at the same

time promoting policies that make the poor worse off. DS Bulletir

AsWestern governments and the World Bank and IMF shout ever more
loudly about corruption (see Boxes, pp.4, 17), their own policies are
making it worse in both North and South. Particularly at fault are de-
regulation, privatisation, and structural adjustment policies requiring
civil service reform and economic liberalisation. In 1997, the World 51. quoted in Sweeney, P, “The World Bank

. Battles the Cancer of Corruption”, Global

Bank a$erted that' Finance, 1 October 1999.
“any reform that increases the competitiveness of the economy 52 [Can Ald promote good goyertiance s |0
will reduce incentives for corrupt behaviour. Thus policies that 53, The Satein & Changing Verid, werld De-
lower controls on foreign trade, remove entry barriersto private velopment Report 1997, World Bank, Wash-

industry, and privatize state firmsin away that ensure competi- ington, DC, p.105.
tion will all support the fight 153 54, www.worldbank.org/html/extdr/pb/
' pbcorruption.htm. The Bank’s thinking ig-
The Bank has so far shown no signs of taking back thisview. It contin- fores ;Teer;:t;:j{'s igcr?fd't_”gnt% Jéxa“;’;:
. . . i uptioni s

uesto claim that corruption can be battled through deregul ation of the of%e,east corrupt econoﬁqiwmhewor,d
economy; public sector reform in areas such as customs, tax adminis- ghel&anﬂ?;avianf;:whtefethetre has
. o e . ) . . . . along nistory o e intervention in
tration and civil service; strengthening of anti-corruption and audit the economy. It is also ignores the fact that
bodies; and decentralisation.> corruption often hascomplex, historical and

. H . . local features which cannot be treated with
Yet the empirical evidence, much of it from the World Bank itself, a“one sizefits all” approach,

suggeststhat, far from reducing corruption, such policies, and the man- 55. Cook, P. and Kirkpatrick, C., “Reflections

ner in which they have been implemented, havein some circumstances on Privatization in Developing Countries:
. . Positive and Negative Lessons’ in Devel-
increased it. opment Policy Management Network Bul-

letin, Privatization in Africa: Trends and
Lessons, Vol. V, No. 1, Dec. 1998. See also

Privatisation Hildyard, N., The World Bank and the State:
Spurred by structural adjustment programmes, privatisation of state oot 700 Box 100, Lonciom SE1 TRT
enterprises increased dramatically in the late 1980s and early 1990s — UK), 1998. -
four-fold in Latin Americaand three-fold in Asia® More than 10,000 | ° e D, the Batiamas Citizens Sy o
state-owned companies were privatised between 1988 and 1998.5 March 1098, '
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57. Mutume, G., “The ‘P word's no longer so
dirty”, Mail and Guardian, 28 March 1997.

58. “Pros and cons of sell-offs’, Weekly Mail
and Guardian (based on paper commis-
sioned from Professor Ben Finefor National
Institute for Economic Policy) April 1997.

59. Stiglitz, J., “More Instruments and Broader
Goals: Moving Towards the Post-Washing-
ton Consensus’, 1998 WIDER Annual Lec-
ture, January 1998.

60. quoted in Montagnon, P, op. cit. 35.

61. The ESAF isthe successor to the Structural
Adjustment Facility, theIMF'sconcessional
lending programme to low-income coun-
tries. Loans are made in return for a three-
year commitment by the government to
“comprehensive macro-economic and struc-
tural adjustment programmes’; these gen-
erally include cutting public spending, pri-
vatising state enterprises, removing price
controls, raising interest rates, devaluing the
currency and promoting exports. Asof Feb-
ruary 1999, the IMF had lent $9 billion to
51 countries under 79 ESAF agreements.
A 1997 interna review by the IMF found
that countries under structural adjustment
programmes had lower economic growth
than countries that were not under SAPs.
In late 1999, the IMF renamed ESAF the
Poverty Reduction and Growth Facility. See
World Development Movement Briefing,
“Can the IMF deliver on recent poverty re-
duction promises?’, May 2000.

62. External Evaluation of the ESAF, Report by
aGroup of Independent Experts, IMF, 1998,
p.94.

Between 1988 and 1994, governments raked in $110 billion from the
sale of 3,000 state-owned enterprises.®” Privatisation is acomponent of
70 per cent of structural adjustment loans and 40 per cent of sectoral
adjustment loans made by the World Bank.%®
In many instances, privatisation has been accompanied by wide-
spread corruption. Joseph Stiglitz, ex-Chief Economist at the World
Bank, admits that “it has proved difficult to prevent corruption and
other problems in privatizing monopolies’:
“Advocates of privatization may have overestimated the ben-
efits of privatization and underestimated the costs, particularly
the political costs of the process itself and the impediments it
has posed to further reform.”°
The head of the World Bank’s Asia-Pacific branch, Jean-Michel
Severino, confessed that infrastructure privatisations in the region be-
camea" horror story” inwhich “therewasahigh level of corruption”.®
The“horrors’ come about partly because of theinflexible and hasty
deadlines set by the IMF and World Bank. Public services are priva-
tised without enough time being allowed to set up workable frame-
worksfor regulation. Astherecent External Evaluation of the Enhanced
Structural Adjustment Facility (ESAF)5! noted with some puzzlement:
“In most . . . ESAF countries undertaking programs of public

sector reform, the privatization process has aways begun before
an appropriate legal framework in the form of a divestiture im-

plementation or state enterprise law is passed.” ¢

The results are many-fold:

* Governments are often unable to arrange transparent and open bid-
ding processes or promulgate needed regulatory laws,

* Managers and employees, fearful for their future and confident of
their ability to escape punishment, commonly strip the assets of the

entities undergoing privatisation;

* Many interested parties are able to engage in insider dealing and
political manipulation of the process for their own profit;

The i ndependent accounting firm
appoi nted by the Wrl d Bank t o

i nvesti gat e corruptionin Bank
projects has itsel f been caught
payi ng bribes i n one of the
countries it was asked toinvesti -
e

Soci ét é Gnéral e de Survei | -
|l ance (SG5 of Switzerland
admtted in Decenber 1997 to
havi ng pai d a “substanti al conmis-
sion” in 1992 to obtai n a govern-
nent contract for i nspection
servi ces i n Paki stan. The paynent
was channel ed t hrough Jens
Schil egel mi| ch, a Geneva- based
| awyer.

Sxteennonths later, inApril
1999, Pakistan’s forner president,
Benazi r Bhutto, and her husband
vere found gui I ty of accepting
bribes worth US$9 nil l'i on from
SGS sentencedtofiveyearsin
pri son, and banned f romhol di ng

The Wor | d Bank’ s Gorrupt Auditors

seats inparlianent for seven years (a

j udgenent t he def endant s have
appeal ed). The case had ori gi nat ed
when a Swi ss j udge st arted proceed-
i ngs agai nst Bhutto and an SGS
seni or executive, citing ki ckbacks
that SGSand a forner SGS subsi di -
ary, tecna, had al | egedl y pai d
RPistan officids.

Prior tothese devel opnents, in
Sept enber 1996, Wr | d Bank
Presi dent Janes V@l f ensohn had
hired SG5 the worl d' s | argest
i nspecti on and t esti ng conpany, to
conduct “spot audits” in Pol and,
Kenya and Paki stanto try to uncover
any corruption i n Bank- sponsor ed
projects. “Vé want to put the fear of
@d intheni, Raghavan i ni vasan,
the Bank’ s chi ef procur enent
advi ser, saidat thetine. The Lahore
H gh Gurt has since barred t he
Paki stani gover nnent from“al | ocat -
i ng any busi ness to SC5'.

I n August 1999, nor eover,

SGS was banned fromoperati on
for fiveyearsinBhiopia forillegd
activitiesincludingtax evasi on and
wor ki ng wi t hout proper wor k

|'i cences.

Anot her firm Price VMt er house
@oper's, whi ch hel ps the Vérl d
Bank’ s Internal Audit Depart nent
was found gui |ty i n January 2000
by the US Securi ti es and Exchange
Gonmi ssi on of “not only a | ack of
sufficient global safeguards, but
alsoasystenaticfailureby
professionals. . . toadhereto
eventheir ownfirms existing
control s.” SECfound t housands of
i nstances of Price Vdt er house
(oopers’ staff and part ners hol di ng
shares i n conpani es t hey audi t ed.

Sour ces: Eurononey, 30 Sept. 1997;
H nanci al Tines, 17 Dec. 1997, 20
Aug. 1998; 7 Jan. 2000; Asia
Intelligence Wre, 22 Aug. 1999.
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* Many state enterprises do not have the time to become economi-
cally viable before being sold off, leading to frequent sales of indus-
tries at below market value despite heavy government spending on
recapitalisation.®®

Insufficient timeisnot the only problem. Some governments would be
unableto control the processeven if they were given moreliberal dead-
lines. As Kamal Malhotra, formerly of the NGO, Focus on the Global
South, pointsout, under governmentswhich are secretive, lacking strong
regulatory ingtitutions, and already corrupt, “ privatisation cannot pos-
sibly be the dream cure”:

“Indeed the scope for corruption could greatly increase as are-

sult of privatisation in this context leading to costly and bad

privatisations.” %
In Nicaragua, 341 out of 351 state enterprises were sold off between
1990 and 1994, despite thefact that no law regulating privatisation was
in place. Most of the dealslacked proper bidding procedures, and com-
panies wound up being sold at up to 75 per cent below market price.%
Some government officials were allegedly bribed to sell the national
sugar mills for sub-market prices.%®

“Downsizing” and Undervaluing Civil Services

Efficient, accountable, adequately-paid and well-motivated civil serv-
ices are essential for combating corruption, and civil service reform
has been amajor component of structural adjustment lending since the
1980s. Yet for the World Bank and IMF, reform primarily means
“downsizing”.

Asthe Bank itself has discovered, these cuts have produced neither
greater efficiency nor increased revenue. Eight out of 15 countriesin
Africaactually increased their wage bills after downsizing because of
pay-offs to retrenched workers. In 40 per cent of cases, laid-off civil
servants had to be rehired.®” In the Bank’s own words, the links be-
tween downsizing and economic gains are “tenuous’.

An internal World Bank staff report noted in 1999, moreover, that
civil servicereformswere eroding governance.® Theratio of civil serv-
antsto population in Sub-Saharan Africaisnow one per cent compared
to seven per cent in richer countries. A 1999 review of World Bank
assistance for civil service reform found that just 33 per cent of cases
had “ sati sfactory outcomes’ and concluded that “ Bank-supported [civil
service reforms] were largely ineffective in achieving sustainable re-
sults in downsizing, capacity building and institutional reform”.%

At the same time, structural adjustment programmes have led to a
large decline in wages for civil servants who remain employed. IMF-
prompted wage reductions — 44 per cent in Nicaragua since 1990, an
average of 14 per cent in 20 African countries over the same period™ —
have resulted in lack of motivation, low morale, and increased risks of
petty corruption.”™

Development funders' attitudestoward Southern civil serviceshave
furthered corruption in other waysaswell. In Africa, the use of outside
experts, funded by technical assistanceloans, has hampered the growth
of local expertise and hands-on experience of governance.” Seeing high
salaries paid to outside experts demoralises civil servantsin poor coun-
tries, encouraging them “to seek complementary resources by illegal
means.” ® In Bangladesh, consultancies awarded to bureaucrats who
supported structural adjustment were found to distort incentives and
undermine the civil service.™ In many poor countries, civil servants
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Szeftel, M., “Misunderstanding African
Politics: Corruption and the Governance
Agenda’, ROAPE, No. 76, p.233.
Malhotra, K., “Public Good vs. Investor In-
terest in Private Infrastructure Develop-
ment: Whose Interests Should Regulators
Protect and How?’, presentation at semi-
nar, “ Private Interest vs. Public Good: Gov-
ernance Dimensionsof Regulatory Frame-
works for Private Sector Infrastructure De-
velopment”, organised by the Asian Devel-
opment Bank and the OECD, Switzerland,
28 April 1998.

Vargas, O. R., Corruptionin Nicaragua, re-
port for Christian Aid, July 1999.
“Nicaragua sugar production seen up 14%
in 96-7", Reuters, 20 March 1997.

Rama, M., “Efficient Public Sector
Downsizing”, Finance and Development,
Sept. 1997, p.2.

“Socia and Environmental Aspects: A Desk
Review of SECALs and SALs Approved
During FY98 and FY 99", draft document
from Environmentally and Socially Sustain-
able Development Unit, World Bank, Wash-
ington, DC, 24 May 1999.

“Civil Service Reform: a Review of World
Bank Assistance”, Sector Study No. 19599,
Operations Evaluation Department, World
Bank, Washington, DC, 8 April 1999. http:/
/www. wbln0018.worldbank.org/oed/
oeddoclib.nsf

Lienert, |.and Modi, J., “ A Decade of Civil
Service Reform in Sub-Saharan Africa’,
IMF Working Paper, Fiscal Affairs Depart-
ment, Dec. 1997, p.18.

Hentic, |. and Bernier, G., “ Rationalization,
decentralization and participation”, Inter-
national Review of Administrative Sciences,
Vol. 65, 1999, p.199.

Rama, M., op. cit. 67, p 2. See also Hibou,
B., “The Social Capital of the State as an
Agent of Deception”, in Bayart, J.F., Ellis,
S. and Hibou, B., The Criminalization of
the State in Africa, Longman, London,
1999, p.98.

de Sardan, O., “A Mora Economy of Cor-
ruption”, The Journal of Modern African
Sudies, Vol. 37:1, 1999, pp.32-3.
Strucural Adjustment Periticipatory Review
Initiative, Bangladesh. http://
www.worldbank.org/research.sapri/
banglad.tor.htm.

Developing countries are al so being asked
to introduce new schemes that even devel-
oped-country civil services, with their
greater levels of resources and experience,
cannot yet implement. For instance, an in-
vestigation by the UK Parliament’s Public
Accounts Committee in 1998 into corrup-
tioninthe state’ stax-coll ecting department,
the Inland Revenue, found that: 40 per cent
of staff responsiblefor collecting taxeswere
unfamiliar with the code of conduct for tax
inspectors; therewas no facility for aconfi-
dential reporting system for external com-
plaints; there was no financial vetting sys-
tem of staff; and annual declarationsby staff
that they have complied with the code of
conduct were not required. Yet developing
countries are being forced to push through
rapid reforms which have taken devel oped
countries years to put in place and which
canonly really work properly if they are seen
as long-term projects rather than quick-fix
solutions. See Select Committee on Public
Accounts Ninth Report: Inland Revenue
Specia Compliance Office: Prevention of
Corruption, http://www.publications.
parliament.uk/pa/cm199899/cmsel ect/
cmpubacc/77/7703.htm.
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75. Findings, Africa Region, No 38, March
1999.

continue to receive wages just above the poverty threshold, increasing
the likelihood of corruption and ineffectiveness.

Liberalisation

“Unless carefully managed,” the World Bank concedes, “ economic lib-
eraization . . . can open new avenues for corruption.” ™ Many of these
avenues are now open for traffic. In countries like Russia which were
expected to make arapid transition to a market economy, open capital

Vér | d Bank Privatisation and Qorruptionin Wanda

Wyanda i s consi der ed a nodel

i npl enenter of |M-reforns. In
1992, it set about privatising sone
142 publ i c enterprises. The Verl d
Bank esti nat ed t hat the process
voul d bringin $500 mllion,

poi nting out that the gover nnent
was payi ng $200 nil | i on annual | y
intheformof subsidiestostate
busi nesses.

I'n 1998, however, the process
was hal ted tw ce by Wanda’ s
parlianent because, accordingto
the chair of aparlianentary sel ect
commttee, TomQmngol e, it had
been “derai | ed by corruption.” A
the end of 1998, the gover nnent
bank account set upto hol dthe
proceeds fromprivati sati on was
enpty.

AVWr| d Bank nmission sent to
Uganda report ed “w despread
accusations of non-transparency,

i nsi der deal i ngs and corruption”.
Qorrupti on was uncovered i n 12
contracts, w th one researcher
estinatingthat 20 per cent of
privatisations had seri ous corrup-
tion praobl ens.

The nost comon al | egati ons
wer e of underval ui ng, | ack of open
and transparent bi ddi ng process,
and non- paynent by the buyer. In
June 1998, for instance, purchas-
ers of privatised conpani es stil |
owed t he gover nment $14 mlli on.
I't has al so been cl ai ned that funds
fromprivatisation were used for
thePesident’spditical party's
el ecti on canpai gn.

Accordingtothe current head
of the FrivatisationUhit of the
Uganda gover nnent, Emmanual
Nyrinki ndi, the Wrld Bank and
| MF shoul d t ake sone responsi bi | -
ity for the probl ens. Nyrinki ndi
says that consul tants Mrgan
Genfel |l advi sed agai nst the
privatisation of the Wanda
Gommer ci al Bank, as didthe
Wandan Parl i anent .

Nonet hel ess, the Wr| d Bank
advi sed t he Ugandan gover nnent

bad”, the Bank “di sappear ed of f the Burges, a WK funded t echni cal

radar screen’. advi ser tothe Mnistry, the | MF

The pri vati sed bank was bought never provi ded a sati sfactory
by a Mal aysi an engi neeri ng conpany, explanationfor howit arrivedat its
Wst nont, with financi ng froma benchnar ks for civil service
bank |inked to the President’s braot her reduct i on.
and Seni or Presi dential Advi ser on Ref or m— whi ch unti| 1999,
Def ence and Security Myj or - Gener al nmai nl y neant “downsi zi ng” — has
Sal i mSal eh. | n Decenber 1998, been so fast that the gover nnent
Sal eh resi gned anid accusat i ons of has been unabl e t o pay retrench-
conflict of interest andinsi der nent packages on tine. | n 1998,
deal i ng. The bank had t o be t he backl og anount ed t o US$7. 9
renational i sed after runninginto mllion
troublegivingout nllions of dolars The speed of reformhas al so
wort h of dubi ous | oans. crestedd fficutiesinfind ng

The Wrl d Bank and | MF re- resources. Miny ministries are
sponse t o t hese probl ens has been vorried about the “highlevel of
tocall for greater concentration of vacanci es . . . whi ch have not
authority inthe hands of the Presi- been fil | ed because of resource
dent —t hus decr easi ng account abi | - constraints.” Inonevillageinlate
ity —and for newprivatisation 1999, three teachers were
gui del i nes. Wi | e many of the new teachi ng 800 students. The
rul es are sensi bl e, one of themhol ds teachers had not been pai d f or
that contracts should gotothe over ayear.
hi ghest bi dder —a cl ause t hat Wii | e Wyanda has rai sed ci vi |
br eaks Wr | d Bank procur enent servants’ sal aries, it has done so
gui del i nes that contracts shoul d be unevenl y, benefitingthose at the
awar ded “to the | onest eval uat ed toprather than at the bottom For
and r esponsi ve bi dder”. exanpl e, Permanent Secretaries

recei ved i ncreases of 42, 464 per
cent while prinary teachers went

Gvil Service Reform up just 930 per cent. Thisisinline
wi th Wrl d Bank and | M- advi ce to
According to Prof essor Tul yanuhi ke, increase wage di fferential s to
alocal consul tant who has wor ked “i ncrease i ncenti ves”.
oncivil service reformsince the Sone di sgrunt | ed retrenched
early 1980s, naj or changes tothe civil servants have reported y been
Wandan ci vi| service, whil e nuch- provoked i nto j oi ni ng opposi ti on
needed, have been pushed t oo f ast and guerrillagroups. Gitsinthe
by the Wrl d Bank and | M~. Under civil serviceare a so often seen as
structural adj ustnent, Uganda was havi ng i ncreased i ncent i ves for
supposed toreduceits civil service asset-stripping and bri bi ng as
toone-sixthof itsorigina size from insecure staff trytoassure

320, 000 peopl e t o 55, 000, between thensel ves of abetter future.

1995 and 1997. I n 1998, the

andan gover nnent was requi red Sources: The East A'rican, 17 Dec.
to g q 1998, 14 June 1999; African News,

tour?dertakefurther Iargescal ecivil 20 March 1999; Fonan, J., * Procur e-
servicereforns, includinglayoffsand  gnt Policies Under Bank A nanced

nerging of mnistries, wthinsix Proj ect s | nci dence i n Prevent i ng Fraud
nont hs. and Qorruption”, paper givenat 8th
Tul yanuhi ke rel at es howt he | MF International Anti-Qorruption Qnfer-

ence, 7-11 Sept. 1997, Peru; Rublic
Servi ce Review2002, Mni stry of
Publ i ¢ Servi ce, Wganda 1998; “Wganda

once “rang the Mnistry of Public
Servi ce fromVéshi ngt on and asked

to push ahead wi th the sal e. Then, how nuch t hey coul d reduce t he sets newgui del i nes to i nprove
Nyrinki ndi says, “whenit went wage bi | |.” Accordingto Qris privatisation’, Reuters, 13 My 1999.
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accounts turned out to be “an invitation to strip assets and ship wealth
abroad.” " By undermining the political credibility and regulatory ca-
pacities of many states, liberalisation, according to one 1996 research
report:
“has contributed to a more generalized process of political de-
cay. This reduces the incentives for probity on the part of offi-
cials and politicians, and creates a widespread social alienation
from the political process’.”
Another, more recent, report highlighted the increased opportunities
for corruption and money-laundering created by liberalisation. Regu-
latory mechanisms have been weakened; thereisno longer any need to
provide economic justification for money transfers; and it has become
far easier to exchange and transfer currencies and capital.™

Decentralisation

In theory, decentralisation — regarded by the World Bank as essential
for combating corruption —isabout bringing decision-making closer to
local people and improving services. Over 56 developing and transi-
tion countries have now embarked on decentralisation programmes,
many of them with World Bank advice and supported with World Bank
loans.

The catch is, as the World Bank itself points out, decentralisation
cannot work if it does not provide adequate resources and training for
local governments.” It must be long-term and have the full participa
tion of local people. It must build the ability of local civil society to
monitor resources. Where decentralisation has worked, it has gener-
ally been where local governments have been able to raise revenue
locally, especially through progressive tax reform.&

In practice, however, the type of decentralisation urged by multilat-
eral development agencies has often gone forward without local bu-
reavcraciesbeing adequately prepared and without the necessary transfer
of financial resources.® Oneresult has been increased corruption. When
Indiaand Taiwan devolved some bureaucratic power, for instance, “the
opportunitiesfor bribe-collecting multiplied.”® Even the World Bank’s
vice-president for Asia, Jean-Michel Severino, recently admitted that:

“decentralisation will lead to less governance and more corrup-

tion spread around the country, disruption of public service and
afiscal burden.”®

In Uganda, according to grassroots research in rural villages:

“Decentralisation was blamed for the perceived increase in cor-
ruption . . . It was noted that if corruption is not curbed, it will
continue to erode the value of decentralisation and may ruin it
altogether.”8
Other research found that there were not enough checks and balances
to keep local government in Uganda accountabl e.®®

Cleaning Up Their Act

“There is no question that reforms in many countries would be
strengthened if there were more visible evidence that leading
international organizations and Western governments were
evenhanded in their anti-corruption campaigns, attacking the bribe
giverswith just as much force and fury asthey now use to attack the

bribe takers.”
Frank Vogl

Transparency International®
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Although Western
governments, the
World Bank and

the IMF now shout
about corruption,
their policies make
it worse in both
North and South.

76. Former World Bank chief economist Joseph
Stiglitz, cited in Reuters, 30 April 1999.

77. Harriss-White, B. and White, G., “Corrup-
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78. Hibou, B., op. cit. 72.

79. Entering the 21st Century, World Develop-
ment Report, 1999/2000, World Bank,
Washington, DC, 1999, p.9. The report
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governments have had to bail out local gov-
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ticipatory Budget of Porto Alegre, Brazil”,
a study for Christian Aid, London, Oct.
1997, p.9.

81. Hentic, . and Bernier, G., op. cit. 71, p.202.

82.“A global war against bribery has at last
been declared”, The Economist, 16 January
1999.

83. Crampton, T., “Official warns Asiato fight
corruption”, International Herald Tribune,
12-13 February 2000, p.13.

84. “Perspectives of the Poor”, draft report of
Uganda Participatory Poverty Assessment
Project (UPPAP), Ministry of Finance, Plan-
ning and Economic Development, Kampala,
November 1999, p176.

85. Goetz, A.M. and Jenkins, R., “Creating a
Framework for Reducing Poverty: Institu-
tional and Process Issues in National Pov-
erty Policy”, draft consultancy report for
SIDA and DfiD, 1999.

86. Vogl, F., “The Supply Side of Global Brib-
ery”, Finance and Devel opment, June 1998.

15
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tries, including European countries, the US,
Japan, Australia, New Zealand, Finland,
Mexico, the Czech Republic, Hungary, Po-
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Germany and Austria, for instance, wanted
the Convention to mirror only domestic laws
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Foreign Affairs, Sept/Oct 1998, p.19.

92. OECD Bribery Convention, article 8, 1.
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the Ministerial meeting. It will be followed
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International bribery is nothing new. A major late-1970s bribery scan-
dal involving the US arms giant Lockheed led to talks in the UN and
the Organisation for Cooperation and Development (OECD) on meas-
ures to curb bribery.#” One outcome was the 1978 US Foreign Corrupt
Practices Act (FCPA), which made bribing a foreign public official a
criminal offence.

Not al US companies were happy with the results. Some began to
complain that bribery by companies based in countrieswith no compa-
rable legislation was undermining the ability of US companiesto win
contracts. The US Commerce Department claimed in 1997 that US
companies had lost nearly $15 billion that year because they were un-
ableto offer bribes.® During the 1990s, accordingly, the US pushed for
an international agreement on bribery.

OECD Convention on Combating Bribery

After seven years of work by a special bribery working group at the
OECD, aninternational Convention on Combating Bribery of Foreign
Public Officials in International Business Transactions was drawn up
and signed in December 1997 by 29 OECD members plus Argentina,
Brazil, Bulgaria, Chile and Slovakia,®® and finally ratified in February
1999. The Convention requires that each signatory enact national 1eg-
islation making it a criminal offence to bribe a foreign public official.
Theterm “foreign official” is meant to include anyone holding a“leg-
islative, administrative or judicial post in aforeign country” aswell as
anyone in public sector companies and international organisations.*®
Bribery is prohibited not just in procuring orders but also in regulatory
proceedings (including thoseinvolving environmental permits), tax and
customs matters, and judicial proceedings.®® The Convention also re-
quires governments to:

* Ensure proper punishment for bribery of aforeign official (includ-
ing prison sentences and hefty fines);

* Tighten accounting and auditing requirements by prohibiting “the
establishment of off-the-books accounts, the making of off-the-books
or inadequately-identified transactions, the recording of non-existent
expenditures, the entry of liabilitieswith incorrect identification of their
object, aswell as the use of false documents by companies. . . for the
purpose of bribing foreign public officials or of hiding such bribery” ;%

* Providefor international legal cooperation, including extradition of
guilty parties;

* Take steps to end tax deductibility for illicit payments (a measure
which France and Germany agreed to as soon as the Convention was
signed, and that was already on the booksin Denmark, Norway, Poland
and The Netherlands).*

Asof November 1999, 18 of 34 signatories had passed national legisla-
tionto incorporate the Convention. According to the OECD’santi-brib-
ery unit, however, there have been no prosecutions so far. Still, the
very existence of the Convention, together with the publicity it has
received, has helped to focus attention on the problem.**

What the Convention will achieve might be anticipated by
considering the effectiveness of anti-bribery legidationinthe US. There,
despite provisions for stiff penalties, only one case ayear on average
has been prosecuted.® What has mainly changed as aresult of the law
isthe way US companies bribe. Today, US corporations eager to gain
contracts tend to funnel money through subsidiaries, bribe foreign
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A Pl ague On Bot h Your Houses
Vor | d Bank and | M= Corrupt i on

The Wr | d Bank and | M- have
good reason t o be concer ned
about corruption. The Vér| d Bank
fi nances sone 45, 000 cont ract s
each year worth roughl y US$45-
50 billion. The | MFlent around
$90 bi I I'i on bet ween 1998 and
1999, $43 hi | l'i on of whi ch was
under new progr ammes. Thi s
noney i s public noney inthe
sense t hat taxpayers i n nenber
countries foot part of thebill of
theseinstitutions and guarant ee
therest. The Briti sh gover nnent,
for exanpl e, currently spends
around £38 nil lion ayear in
funding the M, and £171 nl lion
onthe Verl d Bank. Its contribution
tothe Bank i s set toincreaseto
£244 il li on by t he year 2002.

Fol low ng al | egations that | MF
| oans t o Russi a have been creaned
off by the Russian el ite and
deposi ted i n Vst er n banks,
pressur e has been st epped up on
the Bank and onthe | M= in
particular tocleanuptheir act.
Much of this pressure cones from
right-wng USinterests andis
directed at reduci ng Usfi nanci al
contributionstotheseinstitutions.
Inthe process, real concerns about
t he excessi ve openness of the
Wr | d Bank t o cor por at e | obbyi ng
and t he Bank’ s i nadequat e noni -
toring, eval uationand auditing
procedur es ar e bei ng i gnor ed.

Qor por at e Lobbyi ng

Wi | e 55 per cent of the $25
billionthat the Vrld Bank | ends
each year is disbursed|locally, the
ot her 45 per cent is di spersed
directlytoforei gn conpani es
t hrough what i s known as I nt er na-
tional Gonpetitive B dding. The
n&j ority of these contracts goto
conpani es fromCECD countri es,
nainly inthe G/. The US and
Germany each get si x per cent of
contracts and t he WKt hree per
cent. Britain, infact, gets nore
back in contracts for its conpani es
thanit contributes tothe Bank.
Ahost of special i sed | obbyi ng
firns have grown up to hel p
conpani es W n t hese deal s. Many
were started by forner Vorl d Bank
staff and representati ves t hem
sel ves. International Devel opnent

Busi ness Gnsul tants, for instance,
was set up by Wrl d Bank procure-
nent chi ef Donal d Stronbomwhen
hel eft the Bank in 1997. Trinity
International Partners, which special -
isesinputting together pover

gener ati on deal s i n devel opi ng
countries for fundi ng by the Bank, is
run by a forner US Bank Executi ve
Drector, E Patrick Gady. In Fance,
Wr i d Busi ness | nc, i s headed by a
forner advi ser to the French Execu-
tive Drector at the Bank.

These | obbyi st s keep an ear out
for news about suitable projects on
the way, arrange neetings bet ween
their clients and Bank staff, and hel p
their clients structure bids. Sone-
tinesthey or their clients even | obby
the Bank t o t ake on newproj ect s.

Gnsul tancy contracts for Bank-
fi nanced proj ects —whi ch absorb
ten per cent of the Bank’s $25 bil li on
| ending —are particul arly prone to
corruption, partly because they are
not subject tointernati onal adverti se-
nent and conpeti ti ve bi ddi ng.
Getting the Bank to hire consul tants
woarelikelytowite plans giving
your corporationlots of workisa
servi ce worth payi ng for. As O ane
WI kens, head of Devel opnent
F nance International , recently
admtted:

“that’s the gane t hat everybody
isplaying Let’sget consultants
onthese projects that prefer an
Aneri can sol ution.”

Accordi ng t o John Donal dson, the
Veérl d Bank’ s external affairs coun-
sel lor, Bank staff are having to spend
nore and nore tine attending to

corpor at e | obbyi st s.

Mbni t ori ng and Audi ti ng

“Asapublicinstitutionveare
account abl e for hel pi ng our bor r ow
ers to see that the noney al | ocat ed
under Bank-fi nanced operations i s
bei ng spent on what it shoul d be
spent on and t hat our borrovers are
getting good val ue for what is bei ng
spent. ”
James Wl f ensohn
Vr | d Bank Presi dent

\Wr | d Bank wat cher s have i denti -
fiedseveral factors nakingit
difficut for the Bank to ensuret hat
i ts funds are used properly:

® Too fewstaff at atine when
| oans have been mushr oom
ing

® [eclini ng supervi si on budget s
coupl ed wi t h new schenes
desi gned t o di sbur se noney
fester;

® Pessuretodisburseloans “at
all costs” evenif nonitoring
and eval uati on ar e i nadeguat e,
| eadi ng t he Bank to | ook onl y
at (for exanpl ) “whet her
school s get built, not howthe
noney was spent to build
theni.

® Mre private co-financi ng.
The Bank guar ant ees pri vat e
sect or - backed proj ect s
W t hout supervi si ng procur e-
nent procedures, and noni -
torsonly asnal | portion of
US$151 billion' s worth of co-
fi nanced schenes.

The nost serious i npedi nent to
st oppi ng corruptionin Veérl d Bank
proj ects, hovwever, is inadequate
audi ti ng procedures. Accordingto
Janes Vésberry, Drector of the
USAI D-fi nanced Aneri cas’ Ac-
countabi | i ty/ Anti-Qrruption
Rqgect:
“whi | e audits are requi red by
IAs[internationd financid
institutions], they are genera ly
i nnocuous, unti nel y and
therefore usel ess. They furni sh
IHAswthonly cosnetic
accountability.”
Audits of Wrld Bank projects often
amount only to | ooking at the
books, wi thout checki ng whet her
therecords natchreality. Rior
revi ewof procurenent contractsis
undert aken on only a quarter of
Vér| d Bank contracts; therest are
subj ect to post - procurenent audi ts
w th “i ndependent firns of interna-
tional repute”. Between 1997 and
1999, only 50 proj ects out of a
total of 250 were audited. Yet 100
contracts (out of atota of around
45, 000) wer e decl ared
“msprocured’. Their total val ue
vas over $45 mllion. InApril
2000, areport fromthe US
Gover nnent Accouting Gfice
concl uded that the Wrl d Bank
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does not have reasonabl e assur -
ance that “proj ect funds are spent
as i nt ended’.

Qnflict of interest isaso
pervasi ve i n Ver | d Bank audi ti ng.
The “i ndependent firns of interna-
tional repute’ which the Bank
hirestocarry out audits arethe
sane ones it enpl oys to set up
the account s, infornation syst ens
and financi al nanagenent of its
proj ects. As one Wrl d Bank t ask
nanager put it, “If you'rePrice
Mt er house Gooper s Lybrand, are
yougoingtogoinandaudit the
books of your client and say t hat
things arein atroci ous shape wth
al|l kinds of fraud and enbezzl e-
nment ?”

The probity of sone of the
audi ting firns used by t he Bank
al so | eaves nuch t o be desired
(see Box, p.12)

Qeaning W Its Act

In 1996, the Vorld Bank finally
i ntroduced a newprovisionintoits
procur enent gui del i nes t o addr ess
fraud and corruption, introduci ng
penal ties for firns found to have
acted fraudul ently. The Bank has
asodrasnupan “ineligiblefirns
list, isresponsiblefor debarring
conpani es found gui I ty of corrup-
tionor fraud and, inafewin-
stances, has undertaken i nvesti ga-
tions. Latein 1998, two Bank staf f
vere fired for msuse of trust
funds, and in 1999, the Bank
obt ai ned a j udgenent agai nst one
of its own officials accused of
taki ng ki ckbacks froma cont ract or
onawater project inA geria
Questi ons renai n, however,
about responsi bility for past | oans
whi ch have been | ost because of a
| ack of Bank oversight. Qne
illustration concerns the forner
dictator of Zaire, Mbutu Sese
Seko, who was known by t he
VWr| d Bank and the | MFto be
appropri ati ng bet ween 30- 50 per
cent of the nation's budget for
capital investnent every year. The
I MF conmi ssi oned a secret report
fromGer nan banker Erwin
B unent hal (secondedto Zaire's
central bank in 1978) as early as
1982 whi ch stated: “Thereis no, |
repeat no, chance on the hori zon
for Zaire' s nunerous creditors to
get their noney back.” The Wrl d
Bank, however, did not stop
l'ending to the Mbutu regi ne unti |
1993. The | M, neanwhi | e, | ent
threetines as michto Zaire

bet ween 1982 and 1989 —after the
report —as beforeit. The debt of
Zaire (nowt he Denocrati c Republic
of Congo) i s now sone US$12, 330
ml|ion—or USE262 per person.

I n anot her exanpl e, the Varld
Bank | ent Indonesiaatotal of US$30
billioninthe course of General
Siharto' s three decades of rule. In
1998, Wirld Bank resident staff in
| ndonesi a est i nat ed t hat :

“at | east 20-30 per cent of G
[@vernnent of | ndonesi a]

devel opnent budget funds are
di verted through i nf or nal
paynents to G staff and
politicians, andthereis nobasis
toclaimasnal | er ‘| eakage’ for
Bank projects as our control s
havelittlepractica effect onthe
net hods general |y used”.

That means —by t he Bank’ s own
account —that up to US$9 bi | | i on of
Vér| d Bank | oans t o | ndonesi a were
wast ed t hr ough cor rupti on —and
that Wrld Bank staff knewit.
For ner USAl Dconsul tant Jeffrey
Wnters argues that any new
| ndonesi an gover nnent woul d have
“aclear | egal foundation” for suing
for relief of the debt accrued. Such
i s the power of the Vérld Bank,
however, that any i ncom ng gover n-
nent, wereit todoso, woul drisk
putting off futureforeigninvestors
and i ncurring the wath of the
international conmunity.
Gvensuwchfacts of life itisthe
duty of the | M- and t he Wr | d Bank
todotheir owninventory of | oans
lost tocorruption. Anindependent
panel of experts shoul d det er mine,
on a case by case basi s, where
responsibilitylies. If itisfoudthet
Wr| d Bank and | MF staf f know ngl y
| ent money to regi nes who i medi -
ately siphonedit off through corrup-
tion, thereby contraveningthe two
institutions’ fiduciary nandat es,
negotiations about sharingliability
shoul d conmence i rmedi at el y.

The | M- and Gorruption

| MF | oans go i nto t he borrow ng
country’s general budget, as do
Vér| d Bank structural adj ust nent
| oans, naki ng t hemhard t o noni t or
for corruptionor msuse. The | MF
does not nonitor these funds strictly
(and woul d argue that it cannot do
s0). It is nore concerned to ensure
that the conditions attachedtoits
| cans are net .

Inthe past, however, the | MF has
tended toignore signal s of corrup-
tionand msuse of its fundsin

countri es wher e gover nent s have
shown wi | | i ngness to take on
boar d | M- nacr o- economi ¢
policiesor inthose countries

vhi ch are strategi cal |l y i nport ant
to sone of the |MF s nore

power ful nenfers. In Russia, for
i nstance, then President Boris

Yel t si n used sone $5 bi | | i on of
mul tilateral funds, includngthose
fromthe IMF, for hisre-election
canpai gn i n sumrer 1996. The

| MF stayed si | ent and conti nued
lendingtothe country until late
1999 when al | egat i ons surf aced
that its | oans were bei ng | aunder ed
back i nt o US bank accounts. In
Mexi co, neanwhi | e, the | M- al so
continued | endi ng to t he gover n-
nent of President Garl os Sal i nas
despi t e st rong evi dence of corrup-
tion. Quntrieslessstrategicaly
inportant tothe US however, get
arougher ride.

Asaresult of strongpalitica
pressure fol | ow ng t he scandal s of
m sused | M- funds i n Russi a and
“creative accounting” techni ques
i nvol vi ng I MF funds i nthe Wkrai ne,
the IMFhas recently started to
toughenupits oversight of its
funds. InRussia, for exanpl e, it
has been keepi ng i ts newl oans to
the country inits own bank
accounts. But giventhe strategic
i nportance of both countries to
the U5 and giventhat both are | ed
by “ref ormninded” | eaders, any
further neasures, such as st oppi ng
funds, areunlikely.

Sour ces: Addresses of Vdrld Bank
Presi dent Janmes Wl f ensohn to Vrl d
Bank Annual Meetings, Cctober 1996
and Sept enber 1997

wan wor | dbank. or g/ ht mh / ext dr/ pb/
pbcorruption. htm Annual Report to
Parlianent on WK Qperations at the
Internati onal Mnetary Fund, Qctober
1998- Sept enber 1999; Sri ni vasan, R,
“Procurenent QpportunitiesinVérld
Bank Qperations”, paper presented at
1997 Wr | d Bank and | M= Annual
Meet i ngs, Hong Kong; Loewenberg, S.,
Legal Tines, 22 February 1999;
Whnters, J., “Gininal Debt”, paper
prepared for the conference

“Rei nventi ng t he Wr| d Bank: Cpport u-
nities and Chal | enges for the 21st
century”, 14-16 May 1999; Vésberry,
J., “Internationa financia institutions
face the corruptioneruption’, North-
vestern Journal of International Law
and Busi ness, 1998; “Sunmary of RS
Saff M ews regarding the probl emof
‘| eakage’ fromVerld Bank Proj ect
Budget s”, docunent | eaked fromVer| d
Bank of fices inJakarta, 1998; Burns, J.
and Huband, M, A nancial Tines, 12
May 1997, 16 March 2000; http://
WA gao. gov/ new i t ens/ ns0073. pdf ;
Bretton Wods Proj ect Update, issue
17, June 2000.

18

June 2000
The CornerHouse

Briefing 19: Corruption, Privatisation and Multinationas




officialswith company sharesinstead of cash, and use expense accounts
to provide trips or other freebies. Many US companies set up branch
offices in Canada to take advantage of the relatively lax bribery laws
there.®® An impressive 97 per cent of companies surveyed in Europe
and the US have concluded that US companies use middlemen to get
around thelegislation.®” As The Economist magazine putsit, “ some say
the law merely encourages American firmsto bribe more cleverly” %

Theinternational OECD Convention leaves open similar loopholes.
For instance, it does not:

Prohibit the funding of foreign political parties;

Make parent companies responsible for the corruption their
subsidiaries or agents engagein;

Include asbribery non-cash gifts such as shares, tripsand other forms

of excessive hospitality;

Specify sanctions or means of enforcing the accord;
Spell out how cases should be brought to the attention of the
relevant national authority — by the government of the country

96. “Report of the Commonweal th expert group
on good governance and the elimination of
corruption in Economic Management”, in-
terim report presented to Commonwealth Fi-
nance Ministers, October 1998, reported in
Bourrie, M., “Commonwealth Agreement
to Fight Corruption”, Inter Press Service, 2
October 1998.

97. Atkinson, M. and Atkinston, D., op. cit. 11.

98. The Economist, op. cit. 82.

Testing Commtnent to Conbat Corr
Vst er n DamConpani es i n Lesot ho

Acase of alleged bribery and
corruption by a group of Wstern
busi nesses i s nowbef ore the
courts inthe southern Arican
country of Lesotho. Ten conpani es
and two consorti a are accused of
payi ng bri bes of nearly Us$2
million (RS nillion) intothe Saiss
bank account of Masupha Sol e,
the chi ef executive officer of the
Lesot ho H ghl ands Devel oprent
Authority, over aperiodof ten
years. Solewas the top official
over seei ng t he constructi on of the
controversi al Katse damin
Lesotho. Hewas found guilty in
Cct ober 1999 by a Lesot ho court
of recei ving t hese bri bes.

The Bri ti sh construction
conpany Sir Al exander d bb and
Partners i s one of the conpani es
accused. Qher naj or British
conpani es — K er International ,
SirlingInternational, Bal four
Beatty and Amec — have stakes in
the two consorti a accused.

Q her Wst ern conpani es
inplicatedinclude | npregilio of
Italy, Dunez I nternational of
France, Acres International of
Canada, Lahneyer International of
Germany, and Swedi sh- Swi ss
ABB. Many of the conpani es
i nvol ved are no strangers to
al | egations of corruption.

The Yacyr et a damon t he
bor der of Argenti na and Par aguay,
vhi ch i nvol ved I npregi | i o, Dunez
and Lahneyer, was dubbed “a
nonunent to corruption” by
Argentina s Presi dent Garlos

Menem Yacyreta was projected to
cost USB2. 7 hilliontobuild—the
fina bill was UBS11.5billion.

Lahneyer and I npregi | i o al so had
contracts on Quat enal @ s Chi xoy
hydroel ectri c dam for whi ch be-
tween $350 to $500 nillionis
estinated to have been | ost to
corruption.

ABB and Dunez wor ked on t he
Itai pudam ajoint project between
Brazi| and Paraguay, whi ch was
original ly projectedtocost USE3. 4
billion, but ended up costing USs20
billion—norethanfivetines as
much. Nunerous al | egati ons of
corruption surround the proj ect.

The Kat se dampr oj ect i n Lesot ho
has al ways been surrounded by
dispute. Qitics have questioned
whet her the project woul d be abl e to
bring substantia benefitstothe
peopl e of Lesot ho. Hundreds of
peopl e wer e noved fromt hei r hones
asaresult of the project, wose
naina mistoexport to South Africa
Lesot ho' s “white gol d” —water.
Gonmmuni ti es have been broken up i n
the process, and the proj ect has | ed
toincreased soci a probl ens as wel |
as | over water quality andthe
destructionof natural habitats.

Britainhas along history of
i nvol venent i n Kat se. The proj ect
was the brai nchild of Sr Bvel yn
Baring, BritishH gh Gnmssioner to
Lesotho i n t he 1950s, al t hough the
deal between South Africa and
Lesot ho whi ch enabl ed t he proj ect to
get under way was not si gned unti |
1986. F nance for the project was

upt i on

channel | ed t hr ough a London bank
account to get around sancti ons
agai nst t he apart hei d gover nnent
of South Africa. Theinvol venent
of British conpany Bal four Beatty
was underwittenwth British
taxpayers’ noney (through the
Export Gedit Quarant ee Depart -
nent). Biitishbilatera aidal so
supported the dam as di d Vorl d
Bank fundi ng.

If the British conpani es
i nvol ved are found gui [ ty of bribery,
the WK gover nnent shoul d ensur e
that they are brought tojusticein
Lesothoand in Britai n, and
pressure ot her CECD gover nnent s
whose conpani es are i nvol ved to
do t he sane.

A convi ction woul d al so be a
litnus test of the Vérld Bank’s
conmtnent to countering corrup-
tion. The Bank’ s gui del i nes are
clear astothe penaties:

“The Bank w | | declare afirm
indigheether indfintdya
for astated periodof tine, to
be awar ded a Bank- f i nanced
contract if it at any tine
determnes that the firmhas
engaged i n corrupt or fraudu-
lent practices in conpeting
for, or inexecuting, aBank-
financed contract.”

Sour ces: Busi ness Day, 5 Aug. 1999, 2
Sept. 99, 8 Dec.1999; The (bserver, 5
Dec. 1999; The Cor ner House, Dans

I ncor por at ed: The Record of Tuel ve
Eur opean DamBui | di ng Conpani es,
Swedi sh Soci ety for Nature Gonserva-
tion, February 2000.

June 2000
The CornerHouse

Briefing 19: Corruption, Privatisation and Multinationals

19



Al t hough t he WK gover nnent has
ratifiedthe CECD Qonventi on on
corruption, it hassofar failedto
pass a | awforbi ddi ng or

crininal i singbribery of forei gn

officia s or alawnaki ng bri bes

non-t ax-deducti bl e. 1t has a so
fail ed totake neasures to ensure
that its conpanies do not engage
inbribery, andtoestablishclear
and regul arl y-noni tored ant i -
corruptionrulesfor Bitishbusi-

nesses working i n the Third Verl d.
I nstead, the WK Hone G fice

(the gover nnent depart nent

responsi bl e for draw ng up new

legislation) naintainsthat existing
national | egislationaganst bribery

dati ng back some 100 years i s

adequat e to i npl enent t he

Gonvent i on. (The 1889 Public

Bodi es Qorrupt Practice Act nakes

bribery acrimnal of fence; the

1906 Prevention of Gorruption Act

deal swth bribes givento or

solicited by agents; the 1916

Prevention of Gorruption Act

ext ended t he definition of “public

body” toall |ocal and public

authorities.) Thisisdespitethe
fact that thisantiquatedl egisla
tiat

® tbs never resultedinasing e
prosecutioninthe WKfor
bribery of aforei gnpublic
dfiad;

e “lIsnot intended” inthe
words of a WKcivil servant,
toresult inprosecutions of
i ndi vi dual WK busi nesspeopl e
of feri ng bri bes over seas;

e Appliesonlyincasesin
whi ch “an el enent of the
corrupt transaction”, or
preparations for it, took pl ace
inBitan

I n Breach of the
Gonvent i on?

A Mar ch 2000 CECD r evi ew f ound
that K| egislationoncorruption
di d not conply w th the Gonven-
tion, inparticuar, thet it does not
cover bribery coomtted by WK
conpani es or their subsidiaries
over seas. Thus the CECD coul d
wel | censurethe WKKfor failureto
enact further legislationtoratify

t he Gonventi on.

Dragging I ts Feet
The WK and t he CECD Gonventi on on Conbatti ng Bri bery

The WK Law Conmmi ssi on not ed
in1998 that current national
| egi sl ation on corruptionwas
“obscure, conpl ex, inconsi stent and
i nsuffi ci ently conprehensi ve’. It
recommended t hat four new of -
fences of corruption be created
(drafting anewBi || to enconpass
these) and that corruption be
i ncl uded as an of f ence under the
1993 i minal Justice Act which
“extends j uri sdictionof the English
courts over of fence of fraud and
di shonesty commtted abroad”.

Two years on, and despitethe
CECD Conventi on, the WK govern-
nent has done littletotake upthe
Law Conmm ssi on’ s r ecomnmenda-
tions. To coi nci de w th a June 2000
C(EDMnisterial neeting, it wll
publ i sh a di scussi on paper onits
proposal s for reform

Wiy i s the Briti sh gover nnent
draggingits feet? It seens not to be
prepared to confront conpani es
whi ch cl ai mthat Briti sh busi nesses
w || | oseout onoverseas contracts if
they arenot allonedtobribe, tothe
detrinent of Britishjobs. Wth
awar eness of corruption increasi ng
vor | dw de, however, Britainrisks
losing norejobsif its conpani es
becone publ i cl y renown as bri bers,
particul arly as other countries such
as the UStake t he CECD Qonvent i on
nor e seriously. The WK gover nnent
al so appears unwi | | i ng t o shoul der
the costs of investigating British
conpani es i nvol ved i n corrupti on
abroad. BEther way, it seens that the
WK gover nnent has t o be pushed
intotaking bribery and corruption
seriosly.

Furt her Measur es

Inadditiontobringingits|aws upto
date, the UWKcoul d bringin other
neasures to crack down on bri bery.
For onething, it coul d curb fundi ng
of foreignpditica parties.

The Rdlitica Parties, Hections
and Referenduns B I |, whi ch regu-
latesthefunding of politica parties,
iscurrently nakingits way through
Parlianent. TheB 1, byrestricting
donationstoBitishpoitica parties
fromover seas, recogni ses t hat
foreigndonationstopolitical parties
can under n ne t he denocrati c
process.

But the B Il requires conpa-
ni es to di scl ose br eakdowns of
politica donationsonlyif they
are nmade outside the BU It
shoul d be anended t o i ncl ude
donat i ons nade by British
conpani es topalitical parties
insidethe BJas wel | .

Transparency International’s
Frank Vogl renarked after the
CECD Convent i on was si gned
that “it wll benogoodif the
Depart nent of Trade and
Industry . . . setsupan[anti-
corruption] officebut only
enpl oys one person to noni t or
the ml tinationa s”.

Yet the British gover nnent
has not evengonethis far.
According to a Depart nent of
Trade and Industry official, itis
not theroleof the British
gover nnent to nonitor howits
conpani es behave over seas.
Efectively, this neans that no
oneis responsi bl e for ensuring
that British conpani es are hel d
account abl e under the CECD
onventi on. Mreover, there are
no cl ear procedures to enabl e
cases agai nst WK conpani es
suspect ed of corruption abroad
tobe brought before Britishlaw
courts.

The WK gover nnent coul d
al so take ot her neasures, such
as bl ackl i sti ng fromgover nnent
contracts conpani es f ound
guilty by international bodi es
such as the Wrl d Bank and UN
(of whichthe WKis a nenber)
of corruption. It coul dintroduce
clearer anti-corruptionclausesin
governnent contracts. Qitically,
it couldrevise Inl and Revenue
procedur es t o ensur e gr eat er
scrutiny of conm ssi ons nade
over seas whi ch mght i ncl ude
bri bes.

Sour ces: (bserver Busi ness, 9
August 1998, p.3, The Qiardian, 13
Decenber 1997, p. 26, 5 August
1999, p.1; “The Preventi on of
Grruption: Gnsolidationand
Arendnent of the Prevention of
Gorruption Acts 1889-1916: a
Governnent Statement”, June 1997,
Hone G fice; Atkinson, M, “WK
Tardy inBribery Battle”, The

Quardi an, 30 March 2000; WK Law
Qonma ssi on, “Legislatingthe
QGimnal Gde: Gorruption”, Report
Law ComNo 248, 3 March 1998.

20

June 2000
The CornerHouse

Briefing 19: Corruption, Privatisation and Multinationas




whose official has been bribed or by the government of the country
whose company has offered the bribe.

It remains to be seen to what extent governments which have signed
the Convention are prepared to prosecute wrongdoers. Many arelikely
to fear antagonising their business communities and will delay action.
Indeed, the Convention’s origin as a measure to “equalise” competi-
tion among OECD-based multinational s suggests that OECD govern-
ments do not routinely enforce laws against their own multinationals.
Mobilising the new, stronger provisionswill be, in large part, ajob for
the countriesin which the offence takes place. Public pressureislikely
to be crucia in ensuring that both the government and business take
the Convention seriously.®

Blacklisting Companies

In 1998, the World Bank set up a sanctions committee to investigate
cases of corruption by companies involved in bidding for or carrying
out a World Bank-backed contract. The Sanctions Committee meets
regularly to review investigations and to debar firms found guilty. It
also publishesacomprehensivelist of debarred firms, “ The World Bank
Listing of Ineligible Firms.” Asof May 2000, there were 54 companies
on thislist, 36 of them British — by far the biggest country representa-
tion on the list.1®

The UK government could and should take action against compa-
nies sanctioned by the World Bank. It could also take steps to help
ensure that no Western or OECD company sanctioned by an interna-
tional financial ingtitution such as the World Bank, or prosecuted in
any country in the world, obtains contracts with other international or
national institutions.® This should particularly apply to contractswith
UK government departments such as the Department for International
Development (DfID) and the Export Credit Guarantee Department
(ECGD). The UK government could also ensure that there are binding
anti-corruption clauses or corporate compliance programmesin all con-
tracts at a national and international level .12

At abroader level, concerted international action on corruption could
include creating an international database of ‘blacklisted’ companies
which governments around theworld could use when deciding to whom
they should award a contract. Such a database could be held at the
United Nations, by UNCTAD (UN Conference on Trade and Develop-
ment), for instance. A model already exists, held by the Information
Coordination Group (ICG), an organisation set up by five oil compa
nies to combat illegal information brokering. The ICG has a database
of 2,500 entries gathered from participating companies and other inter-
national sources on individuals and companies known or alleged to
have been involved in procurement irregularities around the world.*®
Law enforcement agencies already have access to this database and
companiesuseit to make “integrity checks’ before pursuing contracts.

NGOs are also calling for an international public index or ranking
of corrupt companies.’® At the moment, the international anti-corrup-
tion NGO, Transparency International, publishes an annual bribery
perceptionsindex. Theindex ranks countries, however, rather than com-
panies. Sinceit is not countries that do the bribing, thisindex remains
fundamentally flawed.

Government Action

All governments need to clean up their act — but they need to do so in
an environment in which donors are not imposing inappropriate, over-
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Public pressure is
crucial to ensure

that governments
and business take

seriously the

OECD Convention

99.

100.

101.

102.
103.

104.

on Combatting
Bribery.

For further discussion of the limits and
possibilities of the Convention, see
Cockceroft, L., “Implementation of the
OECD Convention: The Conditions for
Success’, paper presented to seminar,
“Corruption and Bribery in Foreign Busi-
ness Transactions’, Vancouver, 4-5 Feb-
ruary 1999. http://www.transparency/de/
documents/work-papers/Ic_oecd.html
These companiesinclude Chase Berkeley
Cavendish Ltd, Case Technology Ltd, Ag-
ricultural Development ServicesLtd, Con-
sultants for International Development
PLC, Cybertek International Ltd, Drill
Technologiesand Co, Economic Consult-
ing Group, Engineering Projects Interna-
tional, International Development Projects
Services, and West End Associates. See
“World Bank Listing of Ineligible Firms,
Fraud and Corruption”, http://
www.worldbank/org/html/opr/procure/
debarr.html

Transparency International, Evaluation of
Implementation of OECD Convention by
the UK, Tl Working Paper, Brussels, No-
vember 1999.

Ibid.

Dealing with Bribery and Corruption: A
Management Primer, Shell UK, London,
1999, p.55.

Commonwealth report, op. cit 96.
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Two-thirds of the
companies debarred
by the World Bank
are British.

Imposing anti-
corruption
strategies by
putting conditions
on loans may
undermine
national efforts
against
corruption.

105. Commonwealth report, op. cit 96.

106. Ibid.

107. “Uganda: the power of theatre”, Tl News-
letter, June 1999.

108. “Freedom of information is key to anti-
corruption campaign in rural India’, Tl
Newsletter, September 1998, p.3.
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hasty policy changes; in which resources and time permit genuine par-
ticipationin social and economic decision-making; and in which inter-
national agencies are not adding to the incentives for corruption.

Any successful anti-corruption programme has to be built up at a
national level, be appropriate to local and national contexts, and have
full support from government employees at all levels. In addition, asa
1998 Commonwealth report on corruption argues:

“Action programmes need to be designed to meet the expecta-
tions of citizens, who need to be informed about the national
strategy to combat corruption. Effective action to fight corrup-
tionismost likely through programswhich are nationally owned,
designed to meet national circumstances and built on the foun-
dation of popular empowerment.” 10

I mposing anti-corruption strategies by putting conditions on loanswill
not work —and may even lead to governments implementing cosmetic
changeswhich, at best, do little and, at worse, undermine the anti-cor-
ruption effort. In Uganda, for instance, the Ministry of Ethics and In-
tegrity is seen by some observers as merely a show-piece created to
appease creditors who demanded action on corruption. Itsremit isun-
certain and clashes with those of other departments engaged in devel-
oping an anti-corruption strategy, such as the office of the Inspector
Genera of Governance and the office of the Auditor General. The new
Ministry may even draw resources away from these desperately under-
resourced bodies and, by diffusing responsibility across government,
actually reduce the effectiveness of their work.

In some instances, governments may not be politically committed
toreform. But asthe Commonwealth report on corruption notes, “where
governments are less than enthusiastic in tackling corruption, popular
support and the agencies of civil society can still be mobilised in sup-
port of an anti-corruption agenda.” 1%

Several NGOsin North and South are doing just this by, for exam-
ple, monitoring debt relief funds to seeif they are being spent on pov-
erty reduction measures; mobilising ordinary people and raising aware-
ness; and devel oping the monitoring capacity of local civil society to
keep local governments accountable in a context of decentralisation.

In Nicaragua, a new anti-corruption movement, Citizen Action
Against Poverty and Corruption, has organi sed popular marches against
corruption; is campaigning to get the President and other ministersand
politicians to declare their personal income; and is in the process of
producing a popular manual on corruption, which will be disseminated
at “corruption hearings’.

In Uganda, local civil society organisations including the Uganda
Debt Network and the International Anti-Corruption Theatre Move-
ment organi se an anti-corruption week every year during which public
meetings, playsand amarch are heldin ageneral attempt to raiseaware-
ness about corruption and existing laws holding politicians and minis-
ters accountable.’””

One of the most successful grassroots anti-corruption movementsis
the Indian Mazdoor Kisan Shakti Sangathan (MK SS) or Workers and
Farmers' Power Organisation in Rajasthan. Since 1988, the MK SS has
been organising with local people to demand access to local govern-
ment accounts and records. It holds public hearings to examine local
development works and to check whether the accounts match up to
actual spending. So successful have these hearings been that Sarpanches
or local leaders exposed in the hearings as fiddling the books have
returned the stolen money.1%®
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Economic sanctions are some of the most effective deterrents to cor-
ruption. In Singapore, a middleman was convicted in 1996 of paying
bribes totalling US$9.8 million on behalf of Siemens, Pirelli, BICC,
Tomen and Marubeni. Not only did the government ban all five com-
paniesfrom bidding for any government contractsfor fiveyears. It also
banned “firms associated with the five companies, any new company
that the firms may jointly set up, and firms that share the same direc-
tors as the five’ .1

Opening development projects to more public scrutiny can be an-
other effective deterrent. In the state of Kerala in south India, a new
local government structure, based on massive public participation, has
been acclaimed, even by the World Bank:

“Kerald's decentralisation programmeis probably the largest of
its kind in the world. Three million people (10 per cent of the
State’s popul ation) take part in meetings. Thisis afar-reaching,
innovative and courageous new approach to rural development
and local governance. . . It reflects a profound commitment to a
total change in which governments govern to empower disad-
vantaged groups to voice their demands, and to make institu-
tions responsible and accountabl e to them.” 10

The system includes massive devolution of funds to local meetings,
which are required to draw up plans for deploying them, and a con-
certed effort to maximise public attendance at such meetings. Eight
key democratic principlesare central, including: “ maximum direct par-
ticipation of the people; accountability (continuous social auditing of
performance) and transparency through the right to information.”
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The potential for corruption, a problem before the new system, is
minimised by acommitment to transparency and openness of all docu-
ments and decisions. As The Hindu newspaper notes:

“Total transparency is the only way to check the danger of de-

centralisation degenerating into decentralisation of corruption.

All documents on beneficiary selection, reports and minutes of

meetings and all documents on works undertaken by the local

bodies through contractors and beneficiary committees includ-

ing bills and vouchers are public documents. Copies are avail-

able on payment of afee.” %
In Thailand, meanwhile, anew constitution has strengthened the demo-
cratic rights of local communities, illustrated by el ectricity generation.
Before 1997, governments, multinational companiesand the World Bank
had pushed electricity privatisation by building independent power
plants with little regard to the interests of local people. The violent
breakup of any opposition would often have been the end of the issue.
Asaresult of the 1997 congtitution, however, large devel opment projects
are now subject to public hearings, and local councils, which are now
elected rather than appointed, must give their consent to such projects.

Resistance

Fighting corruption isincreasingly engaging the energies of civil soci-
ety groups around the world. To be effective, they must:

* Mobilise ordinary people. Civil society groups will need to be
prepared to take on governments in innovative and sometimes con-
frontational ways. They will also need to be committed to being trans-
parent and accountable themselves.*t?

® Push for freedom of information and enable ordinary people to
use that information. Only if they have the relevant knowledge can
citizens hold their governments accountable and ensure that resources
that belong to them are used in the right way.

* Help increase citizen participation in decision-making.*®In
Uganda, a popular phrase is abantu babisi, meaning “people do not
know what is going on”. It is used to show mistrust of government
decisions taken far away. Greater participation by groups that repre-
sent the poor is a must in decision-making at every level —local, re-
giona and national. Greater citizen participation is also required in
monitoring and auditing public expenditure. Civil society groups need
to play a “critical auditing function . . . if they are to hold the state
accountable to their poorer citizens.”** In many countries, opposing
privatisation — for example, water privatisation plans in Panama and
Brazil — has proved to be one way to remove potential sources of cor-
ruption. Where work is put out to tender, it is critical to ensure that
there is always an “in-house bid” from the public sector to set against
any private contractors’ bids, something that the UK Office of Fair
Trading recommends as a key method for avoiding being cheated by a
cartel . Ensuring that such bids are made also makesit difficult for a
contractor to buy a contract at an artificially inflated price.

Cracking down on bribery will not necessarily makeinternational busi-
ness more accountable. Nor will it end corruption overnight. But it will
help send a clear message that the international community isintent on
restricting the“ supply side” of bribery. Companies must not be allowed
to continue to behave in unethical ways that undermine local democ-
racy and development.
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