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Combating corruption: bribery stunts economic development
By Peter Eigen, Chairman, Transparency International, www.transparency.org* 

Corruption distorts economic decision-making, because tenders or privatisations are awarded according to the size of the kickback instead of on merit and value for money. The consequences are enormous: from wasteful white elephant projects to the diversion of funds from vital public services. When children don’t have books in schools, and when the sick don’t have medicines, economic and social development are thwarted. When the economy is controlled by a politically connected corrupt elite, it becomes almost impossible for honest businesses to compete, and for a local small and medium-sized private sector to emerge in a developing country plagued by corruption.

Until recently, bribery by citizens and businesses outside their country’s borders was permissible under German and French law, indeed in most countries except the US, where in 1977 President Jimmy Carter had initiated the Foreign Corrupt Practices Act, responding to the revelations about bribes to foreign public officials that emerged from the Congressional hearings on the Watergate Affair. 

In other countries, most corporations made use of this license to bribe, and in their home countries even received generous tax write-offs for their corrupt expenditures. Accordingly, governments and international institutions looked the other way, when their exporters systematically bribed decision-makers abroad, to induce the wrong decisions about planning and design of huge infrastructure projects. 
It was this mindset that led to increasing anger among development practitioners in the developed and developing world, and to the formation of Transparency International (TI), the leading global not-for-profit, non-governmental organisation devoted to combating corruption. Since TI started its work in 1993, there has been a sea-change in attitudes and in legislation around the world. There is now an overwhelming consensus that corruption is perhaps the most important impediment to economic and social development, and to peace and security.
In a dramatic policy shift, incoming World Bank President James Wolfensohn declared war on the “cancer of corruption” in 1996, correctly arguing that corruption is first and foremost an economic issue and therefore a legitimate concern of the World Bank Group. The World Bank has since engaged in a comprehensive fight against corruption, both internally and in the countries it works with. At the March 2002 UN Conference on Financing for Development in Monterrey, Mexico, a succession of ministers from donor countries joined World Bank and IMF officials in a common judgment: that wherever corruption reigns, development aspirations will remain an unattainable dream.

The UN Global Compact
It used to be an uphill battle to persuade businesses, particularly small and medium-sized businesses, that the benefits of operating on the basis of honesty outweighed the costs of losing business while competitors were bribing their way to winning contracts. Economists were inclined to agree that in a bribe-demanding environment the pursuit of profit would induce all competitors to behave equally; hence building a bridge out of this corruption trap could give all players the confidence not to bribe. 

A new consensus is emerging in recognition of the damage caused by corruption, and many powerful actors are now driving this agenda. For instance, the existing nine principles of the UN Global Compact covered good corporate citizenship in the areas of human rights, labour and the environment, and the tenth principle, on anti-corruption, was added in June 2004 after receiving overwhelming support from the Global Compact’s corporate members. 

The Global Compact offers the hope of providing two factors key to the success of corporate social responsibility drives, namely the achievement of critical mass in an industry sector, and enabling the strength of coalitions between the private sector and civil society to set an agenda for public policy to follow. 

Business Principles for Countering Bribery

Early on, some private enterprises and their associations actively supported the anti-corruption agenda. This is particularly true of the International Chamber of Commerce (ICC), which as early as 1977 tried to introduce international rules against corruption, but at the time did not meet with success. Now they have embraced the help of civil society in creating a corruption-free international marketplace.  

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 UN 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.

The principles have also provided the basis to create sectoral no-bribes programmes under preparation by leading companies in the engineering and construction, energy, and minerals and mining industries in the context of the World Economic Forum (WEF) in Davos. By the end of the WEF meeting in January 2005, 63 companies had signed a public anti-corruption commitment, up from 21 companies who signed the initiative in Davos in 2004. The Partnering Against Corruption Initiative (PACI), supported by TI, WEF and the Basel Institute on Governance, is a commitment based on principles derived from the TI Business Principles. 
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 its conviction in Lesotho, is a stark warning to those who think that bribery is a low-risk activity. 

The Role of Civil Society and Coalition-Building 
TI understood from the outset that we needed to build coalitions with governments and private enterprise, if we wanted to understand the complexity of corruption and develop practical strategies for reform. Coalition-building has remained one of the key principles in our operations – it requires one of the most difficult balancing acts, that TI and other civil society organisations have to perform daily: how to keep enough distance from political and business leaders, while co-operating with them for change.

The TI approach to building coalitions was evident in the evolution of the OECD Anti-Bribery Convention. The key to securing support for the Convention, which came into effect in February 1999, was the support of large companies. TI met between 1994 and 1996 in the Aspen Institute in Berlin with business leaders in a series of confidential conferences, some of them chaired by President Richard von Weizsäcker, and over time reached agreement on the need for global, simultaneous elimination of foreign bribery. The result was an open letter, signed by 20 European companies and sent to their ministers encouraging them to sign a Convention sponsored by the OECD, which would outlaw bribery of foreign public officials in international business transactions. 
After the OECD Anti-Bribery Convention entered into force in February 1999, the signatory states established a powerful monitoring process, to ensure that the obligations under the convention are translated into reality. The legislation is currently being put into practice, with intrusive “country inspections” to ensure that each country is playing a full role in respecting the objectives of the convention. TI is playing a pro-active part in this monitoring process.

In December 2003 the United Nations completed for signature the UN Convention against Corruption 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. TI is working with the United Nations Office on Drugs and Crime (UNODC) once the 30 ratifications required for entry into force are achieved. 

One of the elements to bring business on our side was to offer an escape route from the prisoner’s dilemma in which they found themselves. Many business people do not want to bribe, but they felt they must, in order to keep up with their competitors. Our idea was to arrange no-bribes Integrity Pacts, to be signed by all competitors in given markets where all competitors are known.
Cleaning Up Public Procurement

A good example of cooperation between the private and public sector, and one that complements the Business Principles for Countering Bribery, is the TI Integrity Pact. The pact, a no-bribes agreement signed by all participants in major public 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.  

Integrity Pacts have now been used in Argentina, Colombia, Ecuador, Italy, Mexico, South Korea and Pakistan, and the Berlin Schönefeld Airport recently announced that it will work with TI on an Integrity Pact to cover the contracting and development work on the EUR 2 billion expansion that will result in the opening of the new Berlin Brandenburg International Airport in 2010.

* Prof. Dr. Peter Eigen is a lawyer by training. He has worked in economic development for 25 years, mainly as a World Bank manager of programmes in Africa and Latin America. In 2004, Peter Eigen received the Reader's Digest Award 'European of the Year 2004' and became an Honorary Professor of Political Science of the Freie Universität, Berlin.
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