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Corruption and poor governance are impeding to development

1. Corruption and poor governance are impeding Bangladesh's efforts to reduce its massive poverty by reducing economic growth and lowering the achievement of social objectives. They destroy citizens' faith in their government. They deter the foreign and domestic investment which Bangladesh needs so badly. And they undermines the ability of Bangladesh's development partners to sustain their support for the country. Economic growth is essential to reduce poverty, however, corruption slows economic growth. 
Corruption invariably channels public resources to the rich. The poor suffer from corruption. Their access to public services, such as public health and education, is reduced while drugs and textbooks are stolen from public facilities and sold privately and while doctors and teachers have high rates of absenteeism from their public jobs and sell their services privately. 
History

2. Corruption is not a new phenomenon in Bangladesh. The East India Company, which effectively seized power in Bengal in 1757, perpetuated a highly corrupt system, paying its employees sub-subsistence wages, thereby compelling them to resort to private business and extortion. Robert Clive described the employees of the company as "a set of men whose sense of honour and duty to their employers had been estranged by the larger pursuit of their own immediate advantages."

The Basic Democracy Program, introduced during the 1960s to strengthen local government, provides a more recent example of the evolution of corruption in Bangladesh. An integral feature of this program was the use of food aid to finance rural development through the introduction of public works programs. "Wheat" became the new language of development during this period and in the process entrenched a culture of institutionalized corruption that fundamentally marred the sphere of local government and rural development. 
The incidence of corruption in Bangladesh is high

3. Since independence, Bangladesh's leaders have often condemned the high incidence of corruption, but even since the return of democracy during the 1990s, neither government has been able to take effective action to address the systemic issues which allow corruption to flourish. The business community has put up with it and, many would argue, benefited from it. It has unfortunately been the tax payers and ordinary citizens, especially the poor, who have largely had to pay for it. 

4. According to surveys conducted by TI, Business International, Political Risk Services and the World Economic Forum, Bangladesh ranks among the most corrupt nations in the world. The World Bank estimates that 2-3% of GDP growth is lost to corruption each year. Per capita income could double if the government restrained corruption. 
How corruption effects the economy

5. The government responds to the development obstacles by increasing government spending on recovery programs. Minimal tax revenues, however, cannot completely fund these projects, which typically fail due to poor management, and the government runs a deficit. Tax evasion and corruption of government officials reduce tax revenues, and government projects fail as bureaucrats become wealthy. The reduction of funds increases the government debt.


A banking system plagued by default, and bribery and theft in utilities such as power, ports and telecommunications, human development services are also subject to poor governance. 

6. To illustrate the corruption function, this is an equation for fiscal deficit (D = G -Yt) with government corruption:
D = G -[Yt-Cr]. 

Corruption (Cr) reduces tax revenues (Yt), and the subtotal is the amount of useful funds. The deficit (D) is the amount of funds subtracted from government spending (G). This equation is  a mathematical demonstration of how corruption effects the economy. The effects of corruption on aggregate expenditures are observable from the equation, as is the relation between Bangladesh's rate of growth and its capacity if corruption did not exist.

To continue, government deficit crowds-out investment spending because it utilizes most of the available credit. Investment spending is a very weak variable of Bangladesh's economy. If businesses cannot obtain credit in order to expand, then investment spending remains low, as do wages and employment. Bangladesh's rate of unemployment in 1996 was 35.2%. This high rate reduces wages because of the principle of supply and demand in the labour market. Then, the cost-push theory of inflation dictates that companies maintain low prices on merchandise because they do not need to finance high wages. The Bank of Bangladesh takes advantage of this low-inflation opportunity to lower the discount rate, which increases the money supply and the amount of credit available to businesses for investment spending. According to the monetary theory of inflation, increasing the money supply also increases the rate of inflation. These two contradictory inflation trends in Bangladesh created a 5.8% rate of inflation based on 2000 consumer prices. This inflation rate might be lower and more stable if the BOB did not need to accommodate profuse government spending.

7. Another method to encourage investment spending is to attract foreign investment and trade. The Bank of Bangladesh occasionally devalued the Takka, maintaining an exchange rate that is semi-flexible in relation to the exchange and inflation rates of Bangladesh's trading partners. As of April 2005, the exchange rate was 63DT to the USD. Devaluation improves the balance of trade by encouraging other countries to purchase Bangladeshi exports. Bangladesh also attempts to reduce foreign competition and to generate more revenue for its generous government spending through high tariffs. Almost 60% of its revenue derives from import taxes, tariffs, and duties. 
8. However, Bangladesh is obligated to follow guidelines of the WTO regarding its trading policies, and therefore is currently in the process of reducing these tariffs. Foreign investment spending, however, has not improved adequately. The crowding-out effect, for one reason, occasionally prevents investment until the next increase in the money supply. Corruption especially deters foreign investors, who are concerned about profit margins and rapid development. In essence, Bangladesh must stop corruption in order for there to be a significant increase in foreign investment.

Two-fold reform


9. Further improvements in the Bangladeshi economy are two-fold: government reforms to reduce corruption and a more vigorous trade policy to improve the inflow of capital. 
The government should terminate corrupted programs completely rather than attempt to weed out corrupted branches. This measure often takes the form of privatizing, where the government relinquishes control to a private company. Some programs are vital, however, and the government must simplify them and reduce as much bureaucracy as possible. This action will remove the middlemen who are the principle receivers of corrupt payments. Lastly, the government can legalize some of the corrupt payments, which will enable it to regulate the prices. Legalizing will also transform the money from underground to lawful expenditures, and can then increase the GDP.

Public procurement
10. In Bangladesh contract awards provide opportunities for procurement. There are reports of extensive corruption, political influence and pressure from trade unions in the procurement process. Public trust in the process is generally lacking. Donors are particularly sensitive about corruption in foreign funded contracts.

The World Bank’s assessment of Bangladesh concluded that the implementation of procurement process is far from satisfactory, due to the following problems: 

· poor advertisement, 

· short bidding periods, 

· poor specifications, 

· nondisclosure of selection criteria, 

· contract awards by lottery, 

· one-sided contract documents, 

· negotiations with all bidders, and 

· rebidding without adequate grounds. 

Bangladesh is particularly known for long delays in the award of contracts. IMED compiled data on the elapsed number of days from bid invitation to award in 148 procurement cases in FY98. The normal time allowed is 150 days. The review showed that the awards were made in 240 days or less in only 29% of the contracts; another 28% were awarded within a year, and the rest took 500 days or more. Procurement delays increase costs, defer benefits, deter good firms from bidding and are often indicative of corrupt interference.


11. The World Bank suggested the following measures to improve procurement practices:
-The creation of an independent division, probably under the Cabinet Secretary, responsible for public procurement policy, law, procedures and documents, and oversight of public procurement.
-The adoption of standard rules and procedures and bidding and contract documents, and their publication, and
-The adoption of procedures which would simplify and streamline procurement, especially to reduce the number of bureaucratic layers involved..


12. Some of the recommendations were particularly aimed at increasing the transparency of procurement, including:
-Elimination of the role of the Ministry of Publications in the advertisement process, to reduce the scope for political punishment of critical newspapers.
-Publication of contract awards above $20,000.
-The inclusion of an outsider of known probity in every evaluation committee for consultants. And
-The introduction of a watchdog institution to address corruption.


13. Reducing corruption is a daunting challenge, because the factors which enable it are deeply embedded in socio-political and administrative systems. 

A broad menu of  reform options for Bangladesh 

14. Governance and corruption reforms have become a central issue in many recent elections, and because of democratic reforms, new leaders dedicated to fighting corruption and improving public administration are attaining power as never before.


The countries that are beginning to show signs of early success are those that have unbundled the governance agenda and are implementing programs that address a variety of structural reforms aimed at changing the manner in which their governments conduct business. These reforms present a broad menu of options that Bangladesh can learn from. 


· Hong Kong and Singapore have both established effective, highly regarded anti-corruption bureaus. 

· Voter Education Program in Thailand 

In Thailand, a voter education program helps the public understand the proper role of a representative government, the rights and duties of citizens, and educates them about the adverse effects of political corruption. 

· Report Cards in Bangalore

In order to empower civil society to facilitate improvements in the quality of local governance, the Public Affairs Center, a non-profit NGO, conceived of "Report Cards" by citizens, on the various public services provided by local governments. In strategic terms, the report cards provide citizen feedback on qualitative dimensions of public services, compare service providers across various indices, identify areas in which citizens experience high degree of stress in accessing the service, assess the efficiency and effectiveness of grievance redressal mechanisms, and estimate the hidden costs incurred by citizens. 

· OPEN system in Seoul 

Seoul's city administration in April 1999, introduced its "Online Procedures Enhancement for Civil Applications" -- (OPEN) – system, based on the premise that transparency can be a fundamental remedy against corruption. The OPEN system publishes procedures for applications on the Internet, allowing all citizens free access to this information. Government staff responsible for issuing permits and granting approvals, produce and update online reports on each application filed. There is no reason why these successful experiences elsewhere cannot be adapted and introduced in Bangladesh.
Latest development in the fight against corruption in Bangladesh

15. In February 2004 parliament passed the Anti-Corruption Commission Act, paving the way for the establishment of an independent body to fight  corruption in the country. The act provides the legal framework to set up a commission to promote good governance and ensure transparency in public administration. The commission is to consist of three commissioners

with a chairman to be appointed from among them by the country’s president. Whether the commission will truly be independent, however, is doubtful.

16. The planning ministry introduced new public procurement regulations in October 2003, in an attempt to promote transparency and accountability in the public procurement system. The regulations aim to ensure value for money in public procurement and that procurement is conducted in a fair, transparent and non-discriminatory manner. A major limitation of the 

regulations, however, is that exceptions are allowed on matters of state security, including military procurement. The rules also fall to mention price-quality considerations in procurement and delays in delivery. Most importantly, the regulations do not have the full force of a law. The government can, therefore, prevent their implementation at its own discretion.
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