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The World Bank Institute recently estimated that more than US$ 1 trillion is paid in bribes each year. This figure, however huge, hides a much more devastating reality. The cost of corruption takes the form, above all, of lost opportunities and ruined lives, which can never be measured in monetary terms. Corruption robs children of their future; it deprives them and their families of opportunities for development, for education, and for combating disease; and of hopes for peace and prosperity.

For a country to receive significant flows of investment, it is important that it first becomes attractive to donor agencies or international financial institutions as a country where the rule of law is enforced, and where a market economy functions with safeguards for foreign investors and minority shareholders. 

The role of national governments

Accountability mechanisms, when designed as part of a national effort to reduce corruption, comprise an “integrity system”. This system of checks and balances is designed to achieve accountability between the various arms and agencies of government. The system manages conflicts of interest in the public sector, effectively disperses power and limits situations in which conflicts of interest arise or have a negative impact on the common good. This involves accountability, transparency, prevention and penalty.

An integrity system embodies a comprehensive view of reform, addressing corruption in the public sector through government processes (leadership codes, organisational change, legal reforms, procedural reforms in bureaucracies etc.) and through civil reforms. Even if corruption is endemic, it tends to be the result of systemic failures. The primary emphasis is on reforming and changing systems, rather than on blaming individuals.

As is often observed, ‘the fish may rot from the head’, and corruption may filter down through poor leadership examples and practices but it is public awareness and, where warranted, public outrage, that is a society’s ultimate defence. 

The best approach is evolution through democratic processes and involving the private sector, media, professions, faith organisations, and civil society groups. Thus, reform is initiated and sustained not only by politicians and policymakers, but also by members of civil society.

The ultimate goal of establishing a National Integrity System is to make corruption a “high risk” and “low return” undertaking. As such, the system is designed to prevent corruption from occurring in the first place, rather than relying on penalties after the event. Every country already has a “National Integrity System” of some description in place, however corrupted and however ineffective it may be. 
On the one hand, there are the institutional pillars – the Judiciary, the Parliament, the Auditor-General’s Office, the Ombudsman, free media, civil society and the like. On the other hand, there are the rules and practices which the institutions must have at their disposal to be effective. 
For example, the media must have a right of freedom of speech, and civil society the legal space in which to organise itself and conduct its business. Conflicts of interest rules are vital to curb the powers of the executive, and enforceable and enforced laws are essential to the work of watchdog agencies, such as an Anti-Corruption Commission. Competition policy, including public procurement rules, are needed to ensure a level playing-field for the private sector, and effective mutual legal assistance is important to ensure a good relationship with the international community, including investors.

Of course, there are many indicators that influence an investor’s decision: from the cost of labour to the skills levels in a given country, the legal framework for investors, taxation rates, and of course political and economic stability, and the predictability of exchange rates. Investor ratings, such as Moody’s, are another determinant, as are indices of good governance, such as TI’s Corruption Perceptions Index, which this year ranked 146 countries according to perceived levels of corruption among public officials and politicians.

Corruption surveys

More than 100 of the 146 countries scored less than 5 against a clean score of 10. But, even more alarmingly, 60 of those countries scored less than 3 out of 10, indicating rampant corruption. The TI Corruption Perceptions Index (CPI) is actually a poll of polls, 18 different surveys from 12 independent institutions in the case of the 2004 index. Some of those source surveys, for instance from the World Economic Forum or the Economist Intelligence Unit, already influence investment decisions, so it is important to exercise caution before using such sources and the  CPI when making investment assessments.

Many governments include corruption as one of the indicators when assessing aid contributions to a given country, but no survey should be used in isolation to determine a country’s aid funding. In fact, it is quite inappropriate to judge a country’s future performance, or indeed its commitment to fight corruption and promote good governance, on perceptions of corruption levels in the past. For instance, countries such as Kenya or Georgia – with governments elected on an anti-corruption platform – should not be penalised for the poor starting-point of the country when they assume office. 
But their commitment to introduce a national anti-corruption strategy must be examined and monitored, and they must sustain the political will to make reforms of governance structures.

At the same time, surveys such as TI’s CPI do convey the message of key decision-makers. The CPI is a poll of polls asking businesspeople, both local and expatriate, about their perceived levels of corruption in different countries. It reflects the views of those who take investment decisions, so any government that doesn’t like the results should be looking hard at its own image both at home and abroad, rather than complaining to TI. In short, they shouldn’t shoot the messenger of bad news; but take note that they have a negative image.

If that image no longer reflects reality, they have to work hard to correct the image. If it does reflect reality, they should take action to change. TI’s index has prompted attacks from the likes of Argentinian President Carlos Menem, who in 1996 labelled TI a “criminal organisation” in response to Argentina’s rating as highly corrupt. Menem’s legacy to Argentina has been one of corruption, indebtedness, and economic collapse.

Other governments have responded more positively. When Cameroon was placed at the bottom as the country perceived to be the most corrupt in TI’s Corruption Perceptions Index 1999, and continued to perform badly in 2000 and 2001, the government established anti-corruption units in most government ministries. In other countries, such as Bangladesh, which has been placed as the country perceived to be most corrupt (of those surveyed) in the past three years, the government has now passed a law to form an Independent Anti-Corruption Commission, and in the week the CPI was published in 2003, the government in Dhaka forced 302 police officers into early retirement amid accusations of corruption.
After the publication of TI’s Bribe Payers Survey in 2002 pointed to a high propensity to bribe among Taiwanese companies abroad (with a score of 3.8 against a clean score of 10), the Taiwanese Justice Minister responded by making a commitment to draft a law outlawing bribery of foreign public officials. That legislation has now been passed into law. 
The TI Bribe Payers Survey 2002 revealed that barely one in five businesspeople were aware of the OECD Anti-Bribery Convention and the fact that bribery abroad was now a criminal offence in OECD countries. The survey had a powerful awareness-raising impact. In Australia, for instance, TI’s national chapter used the results of the TI Bribe Payers Index to persuade the Australian government to ratify the OECD Convention.

In 2003, TI’s Global Corruption Barometer had a strong awareness-raising impact in Argentina, where respondents (the general public) named political parties as the institution they believed was in most need of reform to eliminate corruption. The findings gave an impetus to the political party finance reform campaign of Poder Cuidadano, TI’s national chapter in Buenos Aires.

Other TI national chapters have developed their own national tools. For instance, TI Colombia publishes an annual index of the integrity of around 100 public bodies in Colombia. One component of the index is what institutions say about themselves and how they operate. The index has been very useful for advocacy work by showing which institutions work better in terms of governance.

The role of donor agencies

So, surveys can play an important role in awareness-raising, and in informing governmental policymaking – as well as investors’ decisions. Donors also have a special role to play. In the past, some donor agencies were less than scrupulous in the way they went about their business. Just as it was for the private sector, pay-offs to government officials were the norm and part of the cost of doing business. The international financial institutions, also, saw “corruption” as being a “political” issue, and a hot potato that was not within their remit to question.

Today, the role of donors has changed. Corruption is high on the political agenda; it features in the discussions that donors have with government leaders at the highest levels. This is new. Until recently, the subject was taboo. Much greater use is being made of non-governmental organisations to deliver assistance to communities, often as a way of circumventing untrustworthy administrations, but not always, let it be said, with NGOs who are any more reliable.

Novel, too, is the fact that donors are having to move away from their traditional (and not always successful) mode of providing “expert” advice, becoming, instead, facilitators and partners in containing corruption. The development banks are actively seeking complaints about corruption in the projects they are financing. The World Bank, for one, now not only maintains a global “hot-line” for this purpose but has created the office of Compliance Adviser/Ombudsman (CAO) to handle complaints and to engender confidence among all stakeholders that projects are planned and implemented within known, monitorable and enforceable guidelines, and to approved standards.

No society is free from corruption, and each has to fine-tune its integrity system continuously to keep the menace in check. Now it is coming to be recognised that only those who live in a particular society can truly appreciate its nuances, and only they are in a position to judge both what is possible, and what may or may not be workable. 
The donors’ role should therefore be limited to facilitating internal discussions and assisting in building internal ownership of well-informed reform programmes. Donors should also ensure as best as they can, and as many now are, that their aid is untainted by corruption, whether in procurement on their home market, or in the countries of execution. Suppliers who act corruptly to obtain or execute aid projects should be publicly blacklisted. 

The role of the private sector

Numerous scandals from all corners of the globe have demonstrated how business leaders frequently ignore basic business ethics. Whether managers are manipulating results, deliberately creating opaque corporate structures, paying bribes, or shamelessly enriching themselves, corrupt practices are rife. Such abuse of trust defies the obligations corporate leaders owe to the stakeholders of the corporations they are supposed to serve.

It is also evident that the checks and balances that should be in operation do not function: banks have continued to lend and develop profitable financial business when their customers were already overgeared, while auditors and legal advisers have forgotten their key role in supporting responsible corporate behaviour, not just formal compliance with laws.
The good news is that corporate social responsibility initiatives are increasingly being steered beyond words to concrete action, often leading the way where a country’s regulatory framework falls short. At the same time, where a statutory framework is in place, corporate social responsibility can complement the regulatory approach and bring in change before laws are on the statute books.

Transparency International (TI) recognises that curbing corruption requires a combination of more effective laws and voluntary action by the business community. Since the advent of international conventions, such as the OECD Anti-Bribery Convention which outlaws bribery abroad, more and more companies have adopted corporate anti-bribery policies. Such policies are vital to the success of national and international legal instruments because the effectiveness of government enforcement requires a critical mass of companies complying voluntarily. 

Furthermore, leading businesses and key industry sectors are beginning to take the initiative, supported by civil society and international organisations, in a host of anti-corruption efforts, where government action has been lacking.

The new anti-corruption principle of the UN Global Compact
The voluntary agreement to comply with the ten principles of the UN Global Compact has now been signed by more than 1,500 companies. The existing nine principles of the Global Compact covered good corporate citizenship in the areas of human rights, labour and the environment, until a tenth principle, on anti-corruption, was added in June 2004 after receiving overwhelming support from the Global Compact's corporate members. 
With companies signed up from 70 countries, the Global Compact has made a commendable start towards good corporate citizenship, but there are more than 60,000 multinational companies conducting business on an international level, not to mention millions of smaller businesses. There is still a long way to go.

The extension of the Global Compact to cover corruption was a major breakthrough which TI had worked hard to achieve. This decision comes at a time when the issue of corruption is increasingly being taken seriously on a global scale. In December 2003, the UN Convention against Corruption was signed in Merida, Mexico. The UN Convention provides powerful new capacities for mutual legal assistance among countries, in particular making easier the return of assets stolen by corrupt leaders. 
Business Principles for Countering Bribery

Investors bear an important responsibility also to clamp down on bribery within their company’s operations all over the world, not least because of the prevalence shown in TI’s Bribe Payers survey (and in surveys by others, such as Control Risks Group) for leading exporting countries to pay bribes in emerging markets, in particular in the construction/public works. The forthcoming issue of TI’s Global Corruption Report, to be published in March 2003, will focus on corruption in the construction sector.

In response to the need for common anti-bribery standards in the corporate world, TI joined forces with Social Accountability International to develop with business and other stakeholders a practical tool for companies to counter bribery. The result - the Business Principles for Countering Bribery - provides a practical framework for implementing a no-bribes policy to deal with the many challenges businesses face domestically and abroad. 
Since completion in 2002, the Business Principles have become recognised as a no-bribes standard for industry. They are seen as valuable “content” for the anti-corruption principle of the Global Compact, as a starting point for the implementation of a no-bribes policy by industry sectors, and as a potential pre-qualification requirement for bidders on internationally funded projects. TI and industry representatives are holding discussions to this end with the World Bank, other development banks and the export credit agencies.

An increasing number of companies worldwide are now using these principles to develop or to benchmark their no-bribes policies. The principles have also provided the basis to create sectoral no-bribes programmes under preparation by leading companies in the engineering and construction industry in the context of the World Economic Forum in Davos. In January 2004, a public statement was signed committing the industry group to a no-bribes policy. This is a significant initiative by an industry shown by TI surveys to be the industrial sector where international companies are most prone to bribery in emerging markets. Two further industrial groups, energy, and minerals and mining, are also committed to developing a common no-bribes policy.

Over the coming years, the legitimacy and credibility of such codes will be severely tested, but companies must be aware that the success of these codes is crucial to effective risk and reputation management. Reputation management will increasingly focus on corruption as the risks of prosecution and blacklisting threaten a company’s activities in international markets, and as public awareness of the evil of corruption grows. The recent three-year debarment from World Bank projects of the Canadian engineering consulting firm, Acres International, after a court in Lesotho found them and other western companies guilty of paying bribes to a local official, is a stark warning to those who think that bribery is a low-risk activity. 

Clear corporate policies and lines of responsibility

A sustainable business must have a clear idea of its own strategic purpose and future development, underpinned by clear values and ethical standards applied to all its business activities. A company’s policies should be clearly communicated, both internally and externally. The policies must be accompanied by staff training programmes, and must be backed up with whistleblower protection and appropriate disciplinary action in the event of a breach. 
It is also crucial that policies are extended right across a company’s network of subsidiaries and include subcontractors in the supply chain. Board audit committees should take responsibility for conducting annual reviews of anti-bribery policies, and corporate annual reports should set out the state of anti-bribery compliance

As well as regular engagement with stakeholders, a company must constantly assess potential risks facing its core business. For instance, a company active in a highly corrupt industry or a highly corrupt country must develop comprehensive programmes to protect its corporate reputation. 

Typical areas of vulnerability include subsidiaries and joint ventures, where fees must be restricted to actual services rendered, and where absolute compliance with the company’s anti-bribery policies must be enforced. Problems with suppliers can be avoided through the use of fully transparent competitive procurement practices, due diligence of prospective contractors, and ensuring that the award of sub-contracts precludes kickbacks. 

Cleaning up public procurement

A good example of co-operation between the private and public sector, and one which complements the Business Principles for Countering Bribery, is the TI Integrity Pact. A company’s appeal to investors depends on inspiring confidence that tendering is carried out on a level playing-field, where value for money and quality are the selection criteria; not the size of a kickback. 

The Integrity Pact, a no-bribes agreement signed by all participants in major procurement transactions, is designed to free businesses from the dilemma of having to bribe in order to be competitive in the bidding process. The Integrity Pact, which includes sanctions such as annulment of the contract and blacklisting of the company if breached, has now been successfully implemented in a variety of contexts. It has a proven ability to reduce costs, both for business, in terms of the bribes they no longer have to pay, and for citizens and governments, in terms of resources no longer squandered. A tender for capital improvements for the Banco Agrario in Colombia in 2002, for example, resulted in a 30 per cent saving on the budgeted cost.  

There has already been a sea-change in the way corruption is debated and addressed. In the private sector, businesses are often no longer willing to passively conform to corrupt systems, having recognised both the human cost and the impact on their bottom line. The adoption of anti-corruption as a tenth principle by the Global Compact affirms new consensus between business and civil society.

Unchecked, corruption undermines compliance with environmental and employment regulations, distorts competitive markets and leads to wasteful misallocation of resources. Such abuse engenders unsustainable and exclusive practices, rather than decisions based on quality and merit. Weighed down by unnecessary and failed graft-driven investments, often costing billions of dollars, everyone loses. The worst hit are ordinary people in developing countries, who become trapped in poverty. 

Corruption and bribery – alongside environmental destruction and human rights abuses – are increasingly regarded as unacceptable corporate behaviour. By embedding anti-bribery codes into regular governance processes – overseen by risk and audit committees – the key challenge to companies will become putting words into action, and translating adherence into implementation. 

Due to the complex nature of corruption, the pursuit of financial accountability and transparency must be a truly cross-sectoral effort. It requires action not just by governments, but also by the private sector, civil society, international organisations and of course by individuals everywhere. The Global Compact is an example of a coalition built on this understanding.

The role of civil society

Civil society has never been in the public eye so much as it is today. Around the world, “soft law” in the form of guidelines and recommendations are emerging as a wide-ranging body of global practice, not yet with the force of international law, but which states ignore only at their own peril.

At the national level, free trade has eroded the power of governments to influence the activities of business, who in many industries have the option of taking their business to a more receptive country. Moreover, civil society is frequently challenging the governments’ legitimacy to speak on behalf of the people, and is frequently being used to channel development aid in ways that by-pass their officials. Today, in many countries non-governmental organisations are delivering essential community services that faltering governments can no longer manage. 

Enhancing the role of civil society in demanding accountability from government involves the most basic questions about power, transparency, participation and democracy. The top-down and closed structure of state-controlled and autocratic governments in many countries has, in the past, stunted the growth of civil society and permitted public officials to operate in an atmosphere devoid of public accountability or transparency.

Donors and policy-makers have come to realise that nascent democratic institutions in transitional phases are fragile, and that market forces alone are inadequate to ensure social and economic equity without the countervailing participation of civil society in the decision-making process. Even so, civil society organisations in developing countries often face difficulties in securing adequate funding and access to information while retaining independence and avoiding accusations of being foreign-dominated. 

The role of civil society in countering corruption

Civil society encompasses the expertise and networks needed to address issues of common concern, including corruption. And it has a vested interest in doing so. Most of the corruption in a society involves two principal actors, the government and the private sector. Citizens are typically the major victim. And as power devolves from the centre to local authorities, opportunities for corruption shift downwards towards new actors who are in more direct contact with civil society. 
A triangular relationship exists between government, capital and civil society. Corruption can take root in all three parties to the relationship. It is thus both theoretically and in practice impossible for just one of the parties to address the issue of corruption on its own and in isolation from the other two—and it is arguably impossible to tackle the issue effectively without the participation of all three.

Government therefore has a duty to provide a legal and regulatory framework that allows the necessary space for civil society to operate, including, of course, freedom of expression, freedom of association, and freedom to establish non-governmental entities. Laws governing the formal constitution of an NGO and its tax status will vary greatly, but these should be clearly understood, accessible, consistent with international norms, and not needlessly restrictive or cumbersome. Public officials handling any accreditation procedures should clearly understand that the law must be applied even-handedly, without broad discretionary powers. In this context, any requirement to register is best served where decisions are made by a court or other independent body.
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